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TRIASURY

Kaitohutohu Kaupapa Rawa

Michael Reddell
mhreddell@gmail.com

Dear Michael Reddell

Thank you for your Official Information Act request, received on 27 August 2015. You

requested the following:

“any papers done or held by Treasury on possible reforms to the statutory
governance provisions for the Reserve Bank. This request covers papers
generated since 1 July 2013. To be specific, | am requesting:

« any papers (draft or otherwise) provided to Reserve Bank or the Minister of
Finance on these issues;

« any comments on Reserve Bank papers, provided to the Reserve Bank

« any papers provided to the Governor or the Governing Committee on these
issues

- any file notes or other records of discussions on these issues between the
Govermnor of the Reserve, the Secretary to the Treasury and/or the Minister of

Finance.”

On 18 September 2015 we extended the time limit for deciding on your request by an
additional 20 working days. We subsequently transferred responsibility to the RBNZ for
making decisions about some documents within scope of your request.

Information Being Released

Please find enclosed the following documents:

Item | Date

Document Description

Decision

1. | July 2014

Untitled background paper on monetary
policy decision making

Release in part

2. | 23 February 2015 | RBNZ decision-making comparators Release in full
across the State Sector
3. | 23 February 2015 | Table of comparators for above paper Release in full

4 | 24 February 2015

Governance: Multiple roles & Committee
Structure

Release in part

5. | 24 February 2015

Financial stability decision making in
countries where central banks are not the
financial supervisors

Release in full

6. | 5June 2015

Aide Memoire: Reserve Bank Statement
of Intent (2015-2018)

Release in part
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tel. 64-4-472 2733
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| have decided to release the relevant parts of the documents listed above, subject to
information being withheld under one or more of the following sections of the Official
Information Act, as applicable:

° names and contact details of junior officials and certain sensitive information,
under section 9(2)(g)(i) — to maintain the effective conduct of public affairs
through the free and frank expression of opinions, and

o advice still under active consideration, under section 9(2)(f)(iv) — to maintain the

current constitutional conventions protecting the confidentiality of advice tendered
by Ministers and officials.

Information Publicly Available

The following information is also covered by your request and is publicly available on
the Productivity Commission website:

Item | Date Document Description Website Address

7. 15 September 2014 | Extracts from the Productivity http://www.productivity.govt.nz/ing
Commission Report, Regulatory uiry-content/17887stage=4
Institutions and Practices

Accordingly, | have refused your request for the documents listed in the above table
under section 18(d) of the Official Information Act — the information requested is or will
soon be publicly available.

Information to be Withheld

There are additional documents covered by your request that | have decided to
withhold in full under one or more of the following sections of the Official Information
Act, as applicable:

° section 9(2)(ba)(i) — to protect information which is subject to an obligation of
confidence or which any person has been or could be compelled to provide under
the authority of any enactment, where the making available of the information
would be likely to prejudice the supply of similar information, or information from
the same source, and it is in the public interest that such information should
continue to be supplied,

° section 9(2)(f)(iv) — to maintain the current constitutional conventions protecting
the confidentiality of advice tendered by Ministers and officials, and

° section 9(2)(g)(i) — to maintain the effective conduct of public affairs through the
free and frank expression of opinions.

Some of these documents have been withheld because advice is still being developed
and has not yet been tendered to the Minister.

Document number 4 contains an extract from a Memorandum of Understanding
between the Treasury and the Reserve Bank. This was signed in mid 2012, and some
of the material in this extract is now out of date.




In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This fully covers the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

e o

Mark Vink
Manager, Macroeconomic and Fiscal Policy
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Summary:

This paper is an input into a broader process within Treasury reflecting on the
governance arrangements of the Reserve Bank of New Zealan BNZ) as part of o
general post-election preparedness It builds on previous a hat there ma
some advantages from moving to a commiltee decision-maki Qgé de): In parll

looks at arrangements for monetary policy decision- maklng bjéectives of g\ad)
decision-making framework and the types of com e% t suite f“te im_) Se
objectives.

The paper finds that the type of commiltee cho stpould be base eéih objéctives

you are lrying to achieve. There are advar;{aiges d disadvant g -each of the

arrangements discussed in this paper. The\ a( flnely baldnce ; d-interlinked.
p

This paper reviews the relevant lileratu{% Ieged inter ﬁ%uo\:n erience. It has
focused only on monetary policy <decisi within t{e rrént monetary policy
framework. Some arguments for e%%es? monetary’p c\de ision-making may be
applicable to decision-making i other. areas, such as financial

stability. More work is ne éckg%%derstan mﬁhcatlons for governance
arrangements in those areas

The paper considers r@ types of co @e‘é ructure that have been identified
in the literature — al e'r;g\a always ategorising complex phenomena, the
boundaries between; it%\e}}co mitt e 0 ewhat fluid (e.g. Blinder):

. Genuinely 6[( decisio ad by consensus after strenuous debate
behind c‘re could ir te)
. Ind: members sp acl on their own opinions through a majority
vo! f
t cr ; colleg|al - erson dominates proceedings and has a strong
in the fina demsmn

Qég/zﬁa below\‘%\ ises the trade-offs faced between the alternative committee
ty es, <§>

Betler Limited

Worst Better Best
Good Good Good
Probable Possible Easiest

! A genuinely-collegial committee is one where the group argues the issues before coming to a
consensus decision.

2 An autocratically collegial committee is one where the Chairperson dominates proceedings,
potentially coming to the meeting with the decision already made. There may be debate but the
final ‘consensus’ revolves around the chairperson’s preference.

Treasury:2872588v2 IN-CONFIDENCE 1
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Since the RBNZ's independence, monetary policy decision-making has been
formulated within a single decision-maker framework, as set out in the Reserve Bank
Act 1989. The Governor is held responsible for monetary pol licy decisions. New,
Zealand and Canada are the only two developed countries USIDQ/JIS model. 1nforma(y
King™.

both countries are moving away from this model in the practige.of thé ecision-
even though the legislation has not changed. Py \>\\ E\ )

In Canada, decisions are made by a Governing Coungil.(t Ehe ‘Governor, Senigk D puly
Governor and four Depuly Governors) through conse \sus> although-the Governor
retains the right of veto. This Council is sup o\eq by a Monetary Rohq eview
Committee which includes members of the G mﬁ  Council pl five or six adwsors
one or two special advisors, the chiefs of 1 rec omic dep{m T }he heads of
Montreal and Toronto regional ofﬂces .an oh ” senior perso nel The Deputy

Governors brief the media fo!lowmg ‘m ry” policy eoision pnor to a press
conference with the Governor. K%j } %

In New Zealand, a similar procé s -Evolved. The { t Governor following RBNZ
independence set up a M r\ ollcy éom\% (MPC) which discussed
information about the econo J recasts _and._ } decisions and provided
comprehensive policy agvfge to\lhe Governo K Tlrpwm he Independent Review of the
Operation of Monetary Bo |t: 001, O Ga;;h Rate Advisory Group (OCRAG)
was sel up composqd fih vernor, overnor ), Assistant Governor(s), the
Head of the Econ o rlment /a n}l other senlor staff from the Economic
and Financial Sth i% artments; 1501 luded two external advisors (from the
business community):” /This adws/\ry\ ogp became more formalised over the years
with mem er‘s, Bub tting wrm I{dwce to the Governor outlining their views on the
prOjGCtIQ \/h up de and do@nst%\r}sks their recommended policy decision and any
issues the in communic that decision. However, these groups had an

adw ory :}t e han ades%lakmg capacity.

n /3 “the Gover Qr de a major management change. The MPC was
;jmés[a shed w1 % becommg the new MPC. The Governor formalised a
further group,/= verning Committee — with an expressly decision-making
\pthpose D/e Qs) onetary and financial policy are now made through this group
with an aj ~r achl g consensus. The Governor, however, retains right of veto in line
with io rr} sountability remaining vested in the Governor. This group receives the
wnge d\n% provided from the MPC (formerly OCRAG) which used to be provided
so] y 4 ihe overnor. This committee also decides policies for all the other areas the
e\ ank acts in (such as financial stability), not just monetary policy.

%he onitoring environment is related to the decision-making framework. At the
moment New Zealand’s accountability arrangements for monetary policy reflect the
individual decision-maker model with the Governor being held responsible for the
performance of the Bank in achieving the PTA. The Governor's performance is
reviewed by the Board of Directors which may give advice to the Governor and if the
Governor is found wanting, the Board must advise the Minister of Finance and may
recommend that the Governor be removed. There is no legislative requirement for the
Governor to use a Committee to reach decisions, so no requirement for a future
Governor to maintain use of the Governing Gommittee. Establishing the Governing
Commiltee as a legislative body would be a first step to ensuring that this arrangement
is enduring.

Treasury:2872588v2 IN-CONFIDENCE 2
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In summary, although both Canada and New Zealand’s Central Banks legislatively
have a single decision-maker model, the practice is much more reflective of the formal
committees used in other countries to make decisions.

» /“\
The Problem with the Current Situation (Z/) ‘ // <\
Errors of judgement by the Governor have the potential tQ'\s'\gaQifleéhtly impa t’l'\]ev\\f)
Zealand living standards by impacting the economy. New-Zegal

d.i§ a small o@tr?)
and as such has a limited pool of candidates for the role.0 G%( nor. As sugh;therg is
0

a risk that at some point a candidate will be choseﬁ/\h ) doés not have\the skills
needed in all areas (a good chief executive does not necessarily hayeJhe\q:jmical
skills required to make policy decisions). /O\ e

Lo
Given the weight on monetary policy in the te/gj;latigéthe Boarc{ﬁf ‘D\ife\l\OTS are likely
to place significant weight on monetar .,pogocfs ills when n ]malin/b a Governor.
However, it is possible that these skillsé agg T at the ¢ %I\;‘vin@ a good quality
chief executive or one with the necgs pertise i(o ther ‘areas of the Banks
functions such as financial stabilit Tr(ii\q‘-riQEh/Zs incre Sed/,ggth Bank's mandate has
widened. 2

=

>

2
: ' sty S
It is important to note that thou P anada's G/@\E\Qa k Governor also has sole

decision-making power, th\ ize of the rolg’i ls;,\s kié)'antially narrower than in New
Zealand. Canada’s Centrak.Bank has a 1 éh—-fn_a}r'ower mandate which does not
include supervision ﬁf/ﬂthk .and only liniite ‘kr@enlial policy functions. The country
itself is also largey; ir}c;%sipﬁ the poo) of qualified candidates.
C/'/\ by
There is alsoa-g d@g body of li %{eg%lhat looks into effective decision-making as
highlighted. by\BJi%clpi (2009).>(lf stggests that decisions made by groups are, on a
case by,¢age basfs, more ac‘“%;a\;:t@éh all but the best individual in the group. When
the aver\age%/}nalysed the ¢ iy /ltlee's decisions are more effective than even the
be ﬁn@/lﬁ al's average.\ Errors” of judgement are, thus, minimised by making
isigns” )? commitiee, iLth@committee functions well. The reasons behind better
,_%(0 B than individyal. d

g é/eisions include insuring against potentially extreme

/'d) Le:fg@ ces, pooliig.knowlgdge (particularly in an uncertain environment such as the

. ene-in which monetary~policy functions), and different information processing and
“detision-maki gﬁp\rgiéj ses of individuals.

R

Despite’ﬁ@}g'@ative focus on the Governor's sole accountability, the RBNZ already
seeks'1o g\r er the benefits of committees in reducing errors of judgement. Advisory
con n{t@es elp to increase access lo information. More recently the Governing
C’@{n\ ittee is supposed to function in all respects as the decision-making group.

%193%@ arguments have previously led us to recommend that on balance, we think there
would be benefits to moving towards a monetary policy committee in future, although
the potential benefits would depend on committee design [T2012/886]. However, there
remain a number of outstanding questions such as how effective the Governing
Committee is in the current legislative environment, which decision-making framework
would be most effective, and what criteria underpin that judgement?

To answer these questions this paper first looks at what objectives we could measure
the effectiveness of different decision-making frameworks against. It then considers
the types of settings which compose a committee decision-making framework and the

3 Alan Blinder (2009). Making Monetary Policy by Committee. International Finance 12 (2), 171-
194.
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costs and benefits associated with those settings. Finally, it looks at what influence
different accountability arrangements and other settings would have on meeting the
different objectives.

Objectives to measure effectiveness of decision-making fr works

Identifying the objectives of a good decision-making fra@&rk is-an nmporthrD

step for identifying which settings should be chosen fozﬁirxgw rk. X

Three overarching objectives are hlghllghted here h with |r 0 n sub-
components (see Figure 1). These ob]ecn lhetr sub-co pone K are not
necessarily compatible. Changing the se é) —improve e }e ness’ via one
objective sometimes implies a trade-off a %\ebjectwes is

er Eac
elaborated on below.
Figure 1: Framework Objectives Q
S .
L Democratic

Good decisions K‘%e BRIy Is

mgde <3 appropriate

Accountability ¥ iy
enhanceslearning Market responds to
capacity § - OCR changes and
- "RBNZsignals

High accountability

o - Market rfasponds
appropriately to
macro
developments

Independence of
the Bank
unimpinged

Advantages of - -
OB committeesare
S enhancnd

The p a) \Etwe of the decision-making framework should be to ensure that good

i r\/made consistently. For a framework that is based on committee decision-
{;c@% ere are two components that help ensure the benefits of commitlees are
alise

~{ow groupthink and accountability settings which enhance the learning
and effectiveness of the commiltee.

Groupthlnk is a concept originally articulated by Janis as “a mode of thinking people
engage in when they are deeply involved in a cohesive in-group, when the members
striving for unanimity override their motivation to realistically appraise alternative
courses of action.” There are myriad cases used as examples of groupthink leading to
poor decision-making leading to bad outcomes.® Janis outlined three types of
antecedent conditions which encourage groupthink: cohesion of the group;
organizational structural faults (group insularity, biased leadership, lack of methodical

4 Janis (1982). Groupthink (2nd ed.). Boston: Houghton Mifflin. P.9
% The Bay of Pigs fiasco is a classic example.

Treasury:2872588v2 IN-CONFIDENCE 4




Doc 1
Page 5 of 48 Released

IN-CONFIDENCE

procedures, homogeneily etc); and situational factors (stress from external threats low

self-esteem from recent failures, excessive difficulties, moral dilemmas etc).t As such,

the framework within which the committee functions has a significant impact on the

likelihood of groupthink occurring. - /;,
s

Accountability is a diffuse term and there are many dlﬁerent\be(\\fggé tives on what it \
should be trying to achieve. There are also many dllfergnl\ e!tings which cal %
accountability levels. Thus, it is very important to be él ar What objectives

trying to achieve when changing the accoun { Ilty\Ksei itings.  For ‘ﬁst
accountability settings can affect the likelihood of /groupthlnk/occumng %ceu lablllty
measures can also contribute to good decisiong’ }lde of their 1mpa<t roupthink
levels by fostering an environment which enh nc armng capa )iy akgnc%rporauon

of feedback into the decision-making proce\

Finally, there are a number of reasons wh mlttees n Igh t perform individuals.
The best decision-making frameworl(’t\r r(ée the tndlw ‘a%i cfswn maker model
will minimise the disadvantages o aving an individugl deci maker and enhance

the advantages of having a committ P\SF‘}G p.3). X

As well as good demsmns Se@ﬂswn makil g\%vork needs to maintain the
effectiveness of the tran 1qn mechanis &lpar d credible communication can
help the market to res e desired ~hezframework settings can have an

impact on this objectiv ?n th other h g sﬁarency about the level of uncertainty
and allernative vgwwgo help the }Krkel s)to respond appropriately.
/ =

The final ob;qctt a@k\vhelher tH\ ework ensures the Bank has legitimacy within
the pohllcgl sy %m as a whole. <Stron g lznocratlc accountability needs to be balanced
against th ance of cel K operational independence for monetary policy
decssmn%\ wl{c ‘can mvolve 2\\%2

%@ ettings, e)
) bus sectio l I|g téd some of the objectives for a monetary policy decision-

aking ramewor \T s\ ion looks at what settings could be useful in meeting those
N0 objectives. The’ Vjarla e?eltlngs are very much interlinked to each other. If you are
going to ha on’ ommillee type then a different type of accountability and
transparenﬁ % bly necessary to another type of commillee.

nf t%ee committee types highlighted in the literature on monetary policy
‘l/t ndividualistic, autocratlcally-colleglal and genuinely-collegial.” In an
ut@c\rgt ;ally collegial committee the decision is made by the chairman/Governor who
ge!s jl? group what the consensus position is. This may or may not involve listening to

bate’ first. In contrast, in a genuinely-collegial committee, members reach a
compromise only after strenuous debate behind closed doors. Each member then
takes ownership of the decision. In both collegial styles members agree that
differences of opinion are subordinated to the common good. With an individualistic
commitiee, members speak and act on their own opinions through a majority vote.
Unanimity is not expected or necessarily attempted.

% Rose (2011). Diverse Perspectives on the Groupthink Phenomenon, Emerging Leadership
Journeys 4 (1), 37-57.
7 Alan Blinder (2006). Monetary Policy by Committee: Why and How? DNB Working Paper #92.

Treasury:2872588v2 IN-CONFIDENCE 5
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Each of these commiltees has a different impact on whether good decisions are made
and whether the transmission mechanism remains effective. It is important to consider
carefully the advantages and disadvantages of each committee type here because
some of these committee typologies may require legislative chan Q />
Autocratically-collegial

An autocratically-collegial committee is closest to the current: Newr/(ﬁsamnd suuagi{)n N
given the Governor's legislative right to dominate proceeg % if in prach the
decision-making is more genuinely collegial). In/gno\ locratma\y collegial
commiltees the Governor “lacks the de jure aulhonly rceh x committee\m

to accept his position. The strong desire for de facto cc}lsgpsus therefore e\np/owers
the rest of the committee to serve as a kind (y %éck on the chalyman\who cannot
easily pursue extreme policies, follow highly idiogy, c&hc procedures, o\ ase policy on
controversial theories that the rest of the m ittee do not acg‘{ei;)t Thus at least
some of the advantages of commitiees are- el{ed\here includi o\oljng information
and different processing methods. \\ A \

This is not the case in New Ze Far% ‘where the quern@%pes have the de jure
authority. The Governor has vet \b erxover the c iltee as a consequence of the
legislation holding him solelyé\spbns blé for Ba E ance As a consequence,
there is a question over whether it significantly a Le lakehhood of human error and
if the group ever had an r§ d\ec;s:on maki 26 Bwar\ he advantages of committees
in the current sutuatlén %1 realised if~th er;aonahhes of committee members
enable them to be re L$> %

O
Where an autogratic ﬁ‘/eglal mlttees impact on good decision-making is
relatively we@mt esf ave a p(fs?ltv pact on the other objectives relative to the
other committ autocrat caHY coil ial commiltee will find it relatively easy 1o
ensure Of %e |5|ons have ™ e ~desired impact on market behaviour because
commur%ncah i§ easier. The ¢ comr ittee is much more likely to present a unified front,
to (\n iled reas\r%]/for its decision and forward-looking information than the

othe m; tees
; g \

f\j auocratically- c\bll /\ommlttee also improves democratic legilimacy over a sole

& decision-maker model N here are two reasons for this. Firstly, it reduces the power of a
smg!e unel ot }ial/ Secondly, it can increase the Board's understanding of how
demmon;}? ade

The G]’D\atl al independence of the Reserve Bank resulted in shifting of power away
fro:ﬁ Ibl\d representatwes to unelected officials. Concentrating that power in a
SI Te, N elected official is particularly problematic given the influence monetary policy

lhe living standards of New Zealanders. Dispersing the RBNZ's decision-
makln power across a group of individuals has the effect of reducing the power of a
single individual and minimising the problems related to legitimacy.

The Board's understanding of how decisions are made at the RBNZ may be enhanced
over an individual decision-maker model if it has access to the Governing Commiltee’s
discussions either through written minutes or verbal summary. Such extra information

8 Alan Blinder (2006). Monetary Policy by Committee: Why and How? DNB Working Paper #32.
P.19

% Elliot Jaques (1991). In praise of hierarchy (108-118). In Markets, Hierarchies and Networks:
The Coordination of Social Life. Edited by Grahame Thompson, Jennifer Frances, Rosalind
Levacic and Jeremy Mitchell. Sage Publications Ltd: London. 110
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would aid the Board in assessing the Governor's performance and holding the
Governor to account. Such increased accountability would come at very little cost to
the independence of the Reserve Bank as its simply enhancing the effectiveness of the

accountability settings currently in place. /
</,
Individualistic 2

An individualistic commiltee is the type of commitiee advoc\ated y/Lars Svené rZ in
his review with each member having one vote with attrjiy eq votes and nop altribu ed
minutes published two to three weeks after the fac('ﬁ he Bank of Englan‘tis?\]
functions like this currently.

The committee captures the benefits of a co 14 lfg slructure to thg eaies degree.
The major reason for this is that a well-functj il d lduahsllc{ e encourages
the free expression of different opinions )'m ‘an lysi ‘s widening.| he wéb of information
considered — one of the key benefits ofa c} jittée. The me%b\e -different ‘decision
heuristics’ will also be utilised to a subs gree. Fu(lh r the majority voting
method makes extreme positions |€ss le y-1o be adopted- actm sa &gnnftcanl check
against idiosyncratic theory, M\wgy or id o\/ y) _Finally, there is some
theoretical evidence by Gerlﬁ@hﬁ}q\s‘sye (2006) i §\ g outperforms consensus
decisions whenever there is uncerainty in the state-ofthe-economy.' Because there is
always a degree of uncey a% ity qbout the econ( Ty Ger erjach-Kristen's analysis suggests
voting would almost ?Iw ys / rform consé decusmn making.

However, an in rﬁndy\ahstle 6mm|ttee K<‘ba e risk around the objective of ensuring
the transmissio é’ns’c m funch<‘ /| . communications are not clear. The value
placed on |r§1w ua\ ~accountabilit he airing of disagreements in individualistic
committeg En& hat the ce Tr can at times appear to speak with multiple
voices, pote n al confusmg the-m t ‘A high degree of uncertainty over a prolonged
period co Id ffect confidence \1 th/e centra1 bank and affect the way markets react to

ﬁ%ggems tha/ IQIM\Ocan be mitigated by “teaching the markets to ‘think like

}e cen fral bank t}ﬁ@ so will enable the central bank to manage expectations of
%:@ monet ryp elter and, in particular, to keep them in line with its own
“thinking. "13}: an individualistic committee, unlike the other commiitee types

can prov markels with a true reflection of the level of uncertainty about the
economd h alternative views. Such information may be beneficial for them in
res;}oﬁdln he RBNZ but also in their every-day decisions.

Qll;}ss forward-looking information, as produced currently in New Zealand, may
fb\dgﬁ ult to produce with an individualistic commiltee.

Ger;.'_:'fnefy collegial

0 | ars Svensson (2001). Independent Review of the Operation of Monetary Policy in New
Zealand: Report to the Minister of Finance.

" Alan Blinder (2006). Monetary Policy by Gommittee: Why and How? DNB Working Paper
#92.P.16

2 Gerlach-Kristen, P (2006), ‘Setting Monetary Policy: The Role of the Chairman’, Mimeo,
Swiss National Bank.

'3 Alan Blinder (2006). Monetary Policy by Commiltee: Why and How? DNB Working Paper
#92. P.A7
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A best practice genuinely-collegial committee will mimic the debates held in an
individualistic commiltee, retaining all the advantages of being in a committee that an
individualistic committee has. Furthermore, the problems with the market reaction
objective are less significant. This is because, the principle of the common good éo?
the committee overrides individual preference differences so dgb, e)does not spill
into the public arena. As a consequence, the issues relaling&te\ %Ec nfidence-in-the
Bank and communication are not nearly as signilica{m:\Jor enuinely- I@i l)
committee than for an individualistic committee. Howe¥ }\a.\aﬁtocralic iy-collegial
committee does even betler on this objective because’d ailed-statements andforward
looking information are much easier to produce. e\>

Committee comparison @:‘/ gr\

The table below compares the different ¢ r{qﬁge \Epologies gaifﬁt he objectives,
highlighting the trade-offs inherent in ch sng\oﬁ@ typology. r\ang\ler along with
the practicality of implementing it. <% &\ :

Table 1: Committee typologies and @9 fis .

Belter Limited

Better Best

% %i Good Good
obable Possible Easiest

A genuinely-collegial committee is one where the group argues the issues before coming to a
consensus decision.

'* An autocratically collegial committee is one where the Chairperson dominates proceedings,
potentially coming to the meeting with the decision already made. There may be debate but the
final ‘consensus’ revolves around the chairperson's preference.

Treasury:2872588v2 IN-CONFIDENCE 8
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Table 2: Examples of settings for committee type

Nindividtalistic e Genuinely:Collealals ’Autacratically:Collegal
Vole e.g BOE Consensus (could include Consensus (could include
vote) e.g. ECB vote) eg. F &?
Transparency High — attributed minutes and High — unaltnbuled High — unat e{!d
votes published e.g. RiksBank published (BOE) minutes publi f
taken they too s u 2? votes t e \an.
published (BOE alt should
s g\g
| Individual e.g. BOE ; Indivi ﬁi!,(on utocrat)
b Internal (if Governor is removed Inlemal |f transp ﬁay is high  External bers would
G | from recruitment! performance an?:—ko‘ér or removed from e ure that a diverse
processes of other members) rformance ange f views is heard
otherwise mix of e§‘ f-olher memberﬁ) e > Governor (Norges
externalfinternal experts (BOE} ise mix of Bank).
mlemat
Larger group mcreases aller grou Larger group would
| knowledge pooling (5 10)& a ensus easl e increase the amount of
BOE. nve) not ’ information provided to
prevanted* the Governor e.g FOMC.

| @ mnse\\ rs)
What do other countries d09 \

In theory, the vast <§f ountries ha e<\> m? form of voting system to make

monetary policy dem L/ggesung dualistic committee style. However, in
pract:ce some 0 fih} te as autoe i& r/genuinely collegial committees. And it
is very rare for the \}O\o? the col ltfé o fose a vote (it has happened only twice in
the most |nd| i hc ommlttee a nk of England).

An exan/?e”b central ba @otes but functions in a collegial manner is the
USA a/ Open Mark mittee (FOMC). Members of FOMC vote on
SK )3 t it is very r e\or %r’}y member to vote against the Chairman'’s preference.
)ﬂa(y dunng lh ye@\ Greenspan was Chairman, the committee functioned
a\e(\smc a eglal committee (it may have become less so since
/ rianke beca \ an in 2006). Blinder also suggests that Australia’s Board
w;::tlons like é’ut ically-collegial committee.'®

On the oth \ha d.-in practice, the ECB functions as a genuinely collegial commillee.
Norwa a d\wu erland's Central Banks also function on the basis of consensus. In
em;g| kels with committees composed similarly to New Zealand’s Governing

)g razil aims to reach consensus but Mexico’s Central Bank appears to
(1: h tleremphasis on reaching consensus.

Tange of committee typologies used by central banks around the world suggests
that there is little international consensus on what is most effective and what is possible
to implement. In fact, it is likely that the best committee typology for a country will
depend on its own cultural and historical background and current social values. This is
particularly the case when considering between a genuinely collegial and individualistic
committee as the advantages and disadvantages of each are finely balanced. In
contrast, an autocratically collegial commitiee does not go as far as to ensure good
decisions are made, which should be the primary objective of a decision-making
framework.

16 alan Blinder (2006). Monetary Policy by Committee: Why and How? DNB Working Paper
#92.

Treasury:2872588v2 IN-CONFIDENCE 9




Doc 1
Page 10 of 48 Released

IN-CONFIDENCE

In practice, it may be difficult to prescribe the committee type as to some extent the
functioning of the committee is likely to depend on the personalities of people on the
committee, the historical context and culture. Nevertheless, t §formal settings w;II
influence commiltee practice, increasing or decreasing the |1k§"2{ ogi that a comm@e
functions in a particular manner. g

RSy

Impact of different settings £ /-\\) x \;( e

This section looks at the settings that can a jegt \Mhether a commlttee\ls li ely to

achieve the objectives set out above. )\ ),_ \\/

Accountability
The discussion on commitiee lypes\c@c) §Ld the cof \ mdnndual Versus
collective accountability. This seef s inmor dalalt what accountability
actually is, what role it can pla d\‘hgvs/ it can i i{on the objectives identified

above in the context of dlffererlf\c lfee types.
Accountability is a con ép@ ly amblguo /teT deflmng what it is becomes
important when maklng olicy) decisions ab copntabillly settings. There are two

streams of accounta ili y"thou t. The frsl ccountability as a personal altribute
to evaluate the p;ﬁo? afice’of an actor ohosﬁg}nsatlon against. It's about whether an
entity acts in a éccou taﬁ[e man GFJT e-second stream of thought suggests that
accountability-is- @clal mecham R\{a reby an ac!or is held to account by a forum
through ) in l'tutlonal relat:on r arr gement

In lhe cont xt lhe Res Qe} decision-making framework, accountability is

gen %/h g/hl of i |n secon conlext i.e. what mechanisms are available to hold

QFE } Bank or i d\ /ais within to account ex post facto by accountability
"l/

(< >\

Accountablhly %bﬁe ents influence the objectives for the decision-making
‘framework in @ree s. Firslly, accountability has an impact on groupthink levels
and, ther 0 ~on-w ether good decisions are made. Secondly, they have an impact
on enh\ng {egadback mechanisms for the decision-making body, increasing good
dec:|§|(:i ﬁr&g through maximising the advantages of group decision-making.
Fmélly, u ntability arrangements impact the democratic legitimacy of the
orgam{s ion and its independence. The accountability arrangements appropriate for
{th of ) e objectives are outlined below.

Accountability arrangements and groupthink

Kroon, Hart and Kreveld (1991) found experimental evidence that accountabilily makes
a measurable difference to the level of groupthink. It does so through increasing the
level of debate and stimulating group members to try and influence the outcome.
Members have a much bigger incentive to vote based on their true beliefs and try to

7 Bovens, Schillemans and Hart. (2008). Does public accountability work? An assessment tool.
Public Administration, 86 (1), 225-242.
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increase the quality of discussion and remain critical. '8 As such, accountability

provides a buttress to ‘information cascades’ - “increasing reluctance to dissent, and
the mounting incentives to hide one's private information, as more and more speakers

express identical opinions.""® /\,

In the same paper, the effectiveness of different types of\a cguntabllny a a,lso \ >
considered. Individual accountability was more efiective lh'g\\p I?olwe accourga b||| y)

in ensuring influence is exerted by group members an dis.aléo more equally- shared
amongst individuals. Therefore, groupthink levelsy w e\ er in groﬁ 5>where
members were also held individually to account. The conglusion drawn is Ql/good
decisions will be made more of the time in a co lglﬁge where |ndlwguabz}cc>untabllny

is strong than in one where accountability is con e\{rated at the group evei

Such findings have important implications-fo Kg type of co ‘LQ(Q“}‘OPSE’“ Individual
accountability is really only possible Q\a individuali I(c> Ly\) mmittee. In a
collegial commiltee the emphasis is’h K ommon gdod, subordinating individual
differences of opinion to that goal.” r‘\u voting Rroced eg in an individualistic
committee provide much better evid ncie aboul mdnudi\pr ferences. Such evidence

is important if individuals are to” be held i accoun

A move towards comml'(krl ecision-maki }‘ [S()\\;ilses questions about current
legislative arrangemg ‘}elr eifeclwen n_reducing grouplhmk One of the
most visible aspects ent acqo/mngb{} arrangements is the power of the
Minister of Fina e\to \\re the 9 advice of the Board for inadequate
performance. Th m/egn?‘y ensurein ‘?duakaccountabmty is high.

This accc;} mechanlsmg 1akes S ?\se in the context of a sole decision-maker

model mng countabllng\soie\y\on the shoulders of the Governor enhances the
Governo y considerable-contfol over decision- making, a result of their agenda-
sei ThlS is/s ns;ble in a sole decision-maker model where the Governor
% fnal decisian. |t oes not provide any formal mechanism to hold other

3 members oacc

£ Q \If
\: the commlle p osed to make decisions together then the Governor's sole
ceountabil; 2 ecome a hamper to good decisions. Such power does not
encourage q of free and open decision-making process customary of either
genuin ygc(gégn | or individualistic committees, which can help reduce groupthink. I
may, s’ 0E %r but it becomes far more dependent on personalities and culture. As
such e groupthink the influence of the Governor should be offset and diffused

1hr U‘Sme committee members.

&owe er, there may be some difficulties with diffusing that power while still providing
strong accountability. As discussed earlier, group accountability is very difficult to
realise relative 1o individual accountability. Simply changing the legislation to remove
the committee as a whole for poor performance is problematic. The threshold for
removing the Governor is very high and it is very difficult to do so given the emphasis
on outcomes. Removing a committee in its entirety is almost unheard of.

'8 Kroon, M., Hart, P., & Kreveld, D (1991) “Managing Group Decision Making Processes:
Individual Versus Colleciwe Accountability and Groupthink™ The International Journal of Conflict
Management 2 (2), 91-115. P.99

% Alan Blinder (2009) “Making Monetary Policy by Committee™ International Finance, 12 (2)
171-194. P. 178.
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Accountability and learning capacity

There are various perspectives on whal accountability is aimin /? 1o achieve. Bovens;:
Schillemans and Hart breakdown accountability measures lntg roups based on
what the objectives are: democratic, constitutional and Iearnqd Q f bility. - 7 iy

Democratic accountabilily aims to ensure executive aét<o e/open to conl ral by
voters; constitutional accountability aims to ensure thq /1 -coneentration ankcxe use of
power is minimised; and learned accountablllly aims to m}arease effectiveness “and
efficiency in achieving goals. Note that acc i@blhty measures—that m|ght be

perceived as beneficial through one perspect Id be percew/e a%lnmental by
another. <

This section focuses on learned ac OLf% 1ily h% in"the objectives,
accountability arrangements which éﬁc\% he Iearm g-capacity of the decision-
making body have a positive |mpae onw pa'e made.

er good EﬁlSlQn
Boven’s et al. (2008), sugges Xﬁ wvaluate elQ écountablilly arrangements
enhance learning capacity the f c\sj us_snould be éw\o \s ulated the commiltee is to
consistently achieve thé de§|red outco é \Evalu ion questions are whether
performance can be Qﬁ% <ated accurately an % ely; whether arrangements support
genuine commumca and /feedbac b\%g the decision-maker(s) and the
performance eva ua)br h} whether-the forum is strong enough to sanction yet the
environment safg ‘e /oﬂ to reduc defzmswe/ routines so the feedback is taken on

board. 3

\ 2
In the c(;a@ of onetary poiftﬁj&&ceyrate and timely performance evaluation of the
outcome q he décision made 15-almiost |mpOSS|b!e Monetary policy decisions occur in

a co’ \9 n wonmen%?l\& gh uncertainty and it is many months before it is obvious
g } declsm 0( ssired effect even if it was controversial. Even then, the
|r\5i Putcome mi Y}m e eventuated but the decision could still have been the

d' ht Qpe
o=

Hd\wever l Qm@é used to reach the decision can be accurately measured in a
timely n;; ‘Meetings of the Board can take place shortly after each OCR decision
is ma % nalyse the process used to reach that decision and provide feedback

befo ext OCR decision. Poor processes for one decision will not have a
signi r;acl on the economy if able to be rectified prior to the next decision due to
1he TI g between monetary policy decisions and outcomes.

&Dnhe more, the literature on accountability suggests that outcome accountability
(such as removing the Governor for poor monetary policy decisions) can be ineffective
in achieving better decision-making because it increases commitment to a prior course.
Such commitment is a problem when a swift correction in the chosen course is needed.
In contrast, process accountabuny enhances accuracy and tends to lead to more even-
handed evaluation of alternatives.?®

In New Zealand, there is already some recognition of the accuracy and timeliness
evaluation problem and the role process accountabilily has in resolving the issue. The

20 | arner, J and Tetlock, P. (1999). Accounting for the effects of accountability. Psychological
Bulletin, 125, 255-275.
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legislation directs the Board to look at the performance of the Governor in pursuit of the
policy targets. Failure to meet the targets is not in and of itself a demonstration of poor
performance.

Nevertheless, the Board does still look at the outcome in terms /f wﬁelher the |nfl%n S
targets are met and in some way the process is judged on ge baSIs of meetin hpse
targets. & i

P i o5,
There are other aspects of monitoring practice that jlelp eh}lre the acc Fé\and
timeliness of evaluation. The RBNZ’s Board's main roeé\lmmonltor the\pe orMance
of the Governor and the Bank. Review is, ther Igr\e,L constant ensusing-tha eedback
can be provided promptly and, if necessary, (U!’l q tﬁe decision- m}lﬂﬂg\roee

Directors for the RBNZ) is also impart ensure g mimunication and
feedback occurs. This is, perhaps; \ New d} urrent legislative
arrangements and Board practlce %Qefs [he RBNZ' Board has wide powers to get

Transparency between the decision- m({lng t\y \nd the m\nlto\nng ody (Board of

the information it needs to provitig
information the Board rece:ves/b f its monslorQ tion include:

e Publicly available docum IL_B ch as thé\q %ly Monetary Policy Statement
(MPS); brief poli€y—comments halfg\f ¥ 1‘\ en each MPS; forecasts for
inflation, GDP, inter s} d exchang gf

e Background do c( Ets that the anlﬁ'-‘.\ etary Policy Committee uses in the
formal przce}:;S l gupto G ec sjons (including material on the views of
markets and ot \r* mmenta\Q y

o Presematlo%aa er each Mﬁs\&amlng the background to the relevant OCR

~dback to the CK ision-making body. In practice

the. is also anonym usly provided to the Board.
M@,i on lh Bank's budget etc, providing it with information on (and
/ &\o o/rtunltyt e\ir( esources devoted to the monetary policy functions.
\ J mment /Lde experls engaged by the Governor to peer review the
&\) orecast a k OroGess are provided to the Board who can also choose to meet
-7 separ e!y Wl \ghe experts.
Qf ma y of the supporting or interpretative pieces of analysis prepared
PG between forecast rounds (including those, for example, on the
coﬁ(\ar ive accuracy of the Bank's forecasts).
( putles and Assistant Governors are almost always present at Board
\a

° ng ce provide to\\; Governor independently from each member of
i

eetings enabling the Board to ask questions direcily and gauge the
lationships between the different committee members

A Fn er piece of information which would be useful for the Board to have access to
should the committee be formalised is the minutes of committee meetings. It is not
known if they already have access to this information.

The final question is whether the forum is strong enough to sanction yet the
environment safe enough to reduce defensive routines so feedback is taken on board.
Getting the balance right here is difficull. Bovens et al., suggest a number of settings
to ensure the right balance.

2! Reserve Bank of New Zealand Act 1989, Section 53 (2).
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o The Board should receive information half-way through the decision-making
process — not just afterwards — as this helps reduce defensiveness and closure
on the institution’s part;

e Ongoing and substantial dialogue with clients and other stakeholders about /
performance feedback;

o A combination of strong outside actors and 'safe’ sanctioni c/\nure and~ j \2

e Commitment lo continuous improvement through c@l ye%s e table 4 238 ln)
Bovens et al.).”?

“-. \ S
AV

In relation to the bullet above ahout strong outside, aclors\nd“safe sang¢tionin c{mure
perhaps one of the most significant current setli@\uﬂh an impact.on-thesafely and
sanctioning culture of the RBNZ is the ability,of the- Minister of Fman‘c move the
Governor on recommendation of the Board@;ﬂr\ec:}o\r’s for inad qual e\e()\()rmance in
ensuring the policy targets are met. If it were- Kaﬁ al to lmpl m Q}the removal of the
Governor/Committee, it would redu eness’ ‘gncllonmg culture
contributing to defensive routines an Jo cnp learned aecqu tability. This is fine if
the emphasis of accountability a enis is on ch cl\dng the’powers of the agent,
but not so much if the focus\q”s “continuo u\iﬁprdvement and outcome

achievement,” Withhetd undersg(z@}{b) s
L

<Q>2 <Q

To ensure that there’ ;rgn outside ag;to \p\bllc transparency is key to ensuring
that the reputations 7of\l§é4vanous com |Iieé embers are at stake. New Zealand
already has one?\ ost tran(péreht central banks in the world. Some of the

documents |t/ Clt mto the pub/\ oma in include the quarterly MPS and comments
between annual E@G ien jof Intent; and forecasts for inflation, GDP,
mterest n;? nge rates. % pmor and Deputy Governors also give a number

ting to monetary policy) and that number is set to

of sp eches e 31 year (not all
ris %l@;ﬂ in the Ie@C l? the OCR decisions, stakeholders, including in the
S.CO rnunlty -are xs/ lted extensively.

/ g H\owevér the cu(@\ parency arrangements say little about the function of the

g CLgrr ént Gove ing |tlee No minutes are published or votes recorded. It is
uricertain whett('l r the Board is given access to these either. l [

I1:':.'?!!11'1&!(1 under.s9(2) ‘
e |
RS 1

e :

The benefit of publishing minutes is sometimes questioned and indeed, unlike the
move to decision-making by committee, there is no significant trend towards or away
from publication of minutes.”® Nevertheless, the literature holds much more of a

22 Mark Bovens, Thomas Schillemans and Paul ‘T Hart, (2008). Does public accountability
work? An assessment tool. Public Administration, 86 (1), 225-242.
2 See the appendix for a table on who publishes minutes and who doesn't.
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consensus on the benefits of publishing minutes for the sake of transparency.
Transparency on this matter is important because it not only provides an explananon
for why certaln decisions are made, but it also helps to ensure decisions are made |n

the right way.?*
The cost of publishing them is that, potentially, it createS\{ pergeption 1 atgﬁw
committee is not unified or convinced about its dec s@r %n ularly wherf. the
environment is particularly uncerlam) However, the thi’ hold_ for refusin to release
minutes on the grounds of preserving a sense of coh{s}l% Qﬁst be very hig E /Q as
in the case of the ECB which must manage the pohtlcai nvjironment of.the Eurppean
Union). - \

An alternative to the publication of mlnut %a ranspare c%p%ﬁectwe is the
publication of a highly detailed slatement en sision a s e I} er. This loses
some of the benefit of determlmng % the deg I ocess was ideal.
Nevertheless, it retains the |nf0rmalm\n hy the @c s: s made. Such a
Monetary Policy Statement is alrea&ela b}c( in

New ealand aquarterly basis.
However, Blinder is of the beliéf Qa indlwdu r e;numely collegial committee

would find it difficult to formuia tatement of S&\c epth to compensate for the
lack of minutes due to th/ I\G ing 0p|n|0ns 9 8 gro ;B (even where they manage to
come lo consensus)( an \ca e he lh1nks<1 ybojh add value. Where the minutes

provide transparenc rQ the dems1p l}ng process, the statement provides a
show of unity. Bl d d a table oj\ rency mechanisms important for each
type of commllt ers table {r nsparency models for each committee
type?]
In termg/P er setting %H et al., suggest, New Zealand is already doing
quite well T é e RBNZ B am role is to monitor the performance of the
Gov rmor g e Ban heI{s ensure the Board has an on-going stream of information
ec:smn rocess. Review is, therefore, constant ensurmg that

iy \e
?t}lf? lf/ necessar@ e\p t%e p/rowded during the decision-making process.?

IrkS\fensson S Usnﬁ Bendent Review of Monetary Pollcy in New Zealand, he noted
“thdt the RBN J1 ough an extensive process of ongoing and substantial dialogue
with stake ti ran the business community. Prior to the dissolution of OCRAG a
couple o }9 rnal experts were also included in the MPC discussions. | am unsure

whe?!fer wal experts are still included.
(Drgn}qrgtrc accountability

CBntraR banking literature sometimes refers to a trade-off between independence and
democralic accountability. This is because a high degree of democratic accountability
generally involves closer involvement from government, which reduces independence.

Since the end of the 1980s, the RBNZ has been kept al arm'’s length from government.
The RBNZ has operational mdependence but not goal independence, which means
that the objective of monetary policy is sel by Parliament, operational objectives are
agreed between the Governor and the Minister (via the PTA), and the RBNZ has

2 What is the right way? Decisions made based on agreements about environment not
outcome.
25 Reserve Bank of New Zealand Act 1989, Section 53 (2).
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operational independence to achieve those objectives. The focus of the legislation has
been in promoting the Reserve Bank's independence, with some ability for Ministers to
direct the Bank to follow alternative objectives provided this is done in a publicly
transparent way. /5 25
Other central banks have followed a similar path on the evid nce(? t lndeper de{ée
leads to better inflation outcomes and following the Iuterat Erou\d time-inconsj sfen V)

of decisions.?® The degree of independence differs, wi sonfg\een{ral b nks avin
both operational and goal independence. g\/

Nevertheless democratic oversight remains i ‘nl given the mgnlilca\n (uence

RBNZ decisions have on well-being. As such /f hihe M|n|ste/r oi\ﬁ‘rrlan and the

Board of Directors (an agent of the Minis r(pf nce) the e ecu e’has certain

levers to ensure it has the information theyxed Ap’know |f)gn is doing a good
n\tt

job. The legislature, through the Flnance/a\i ndltur e, also has certain
powers at its disposal. These le\.rers/helgn\fg1 aintain lh k. between the Bank and
the people, ensuring the Bank relaix\gll cy. The I%}a -are gutlined below.

ad

The Minister of Finance N /\.®
e Signs a Policy Target Agjeja ent whe’n\t éovemor is appointed or re-

appointed; {
e Appoints and ca nﬂ the Govern on>thé recommendanon of the Board);
/\,

s May GOITI!T'IIS io rmance dﬁ

e Sends a le{ier ectattogs\a /ear which is expected to influence the
Banksaﬁqﬂglﬁta ement of | érf; anu”

o TheT / pr 6vides re rkb\n\)ngs to the Minister on monetary policy

° C ndi r\c Bankt E[atezand implement monetary policy for a different

G\CO/@ ébjectlve fo e (section 12)

a e(lt/
52 /G>a scrutlm eth M/Relary Policy Statement for consistency with the Policy
X rgets Ag En through the Finance and Expenditure Committee;
(O o> Can co rﬁ1 310 Jhvestigations into the activities of the Bank through the Office
\> of the Qr Gleneral and
° Appro es\the/fwe yearly Funding Agreement enabling it to scrutinise resource

gﬂg\catl\ choices
4 5/2\/%

@\I’}El\lbﬁards group accountability may impact democratic legitimacy by weakening

t ister of Finance’s ability to remove the decision-makers from their position.
Withheld under s9(2){g)(i} |

Other Settings of Significance to the Objectives

Aside from accountability, there are several settings relating to the structure of the
committee which have an impact on the objective particularly relating to making good
decisions. Size, composition and length of term are of significance. Of these three,

% Kloomp, Jeroen and Haan, Jakob (2010). Inflation and central bank independence: A meta-
regression analysis. Journal of Economic Surveys, 24 (4), 593-621.
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composition is the most important. Composition covers whether the members of the
committee are appomted from within the bank or a external to the bank as well as
whether they are experts in monetary policy.

s
/

Size:
A larger group has more resources so potential decisions ar béiler quality r;nakf/ g\ S,
best use of the committee advantages. However, a very Iar omnittee may |ead gcj
motivational Iosses and coordination failure. Sibert su ﬁesis@ optimal srz fc}
committee is five.”’ < 7
Currently, the Reserve Bank's Governing Com tee is a little bit mal\r\@l { our) -
primarily because the Governing Coungil is ;n% p_of the Governor depulles and
assistant Governors. Most other countrig§. %rger mon ! 0Em&;lon making
committees than this, even in countries wl é(é utive cou Bl the decisions.
This is primarily because most countn a’larger exé§ New Zealand
councll the larger

does. In those Monelary Policy Comnkt ich;u aren't an'e: G
size may be due to the presence otfe\xter ommittee, mem rs,

When considering the size of a/bo itt , perha %s} important consideration is

the type of committee chosen A c_jr’lmlttee ba individualistic committee is
likely to be able to iuncg tter with a lar e bfn ni 2 than a commitlee based on
collegiality. This is s piy e@a se the bi igger grpup, the more difficult coming to a
consensus will be. a&f\rer Jtis |mporl nﬁb {te that large size has not prevented
the ECB from funptlgnr the ba8|s ne nsus.

The breadth of\rr@ffil may als€ e> vant for size e.g. whether the committee is

focused o /nly&o tary pohcy{mlp r it covers other functions.

Compositi n.\c/
In S n539 2001 re;%o’]rxlhe question of whether there should be externals on the
gﬂ % 0]1cy Co “had some prominence. Svensson thought that a
= ohlp\gafely internal ct rT\\mep was optimal for New Zealand, due mainly to the difficulty
( alnmg a st ‘p Gompetent external experts without conflicts of interest. The
asd’ns for ¢ OQBmg a extemal committee in the literature range from enhancing
\p itical acco Q‘@U Jty\t increasing the diversity of experiences on the committee.

Three a\n o S|des have been identified with a wholly internal committee. First,
becau’ e thé.Governor has power over the other committee members in the form of
perf rrrf ance appraisal and promotion, an individualistic committee may not be
pﬁi\lme%amcularly if it involves speaking out in public with different voices.

3

méngly, an internal committee is more likely to be autocratic than genuinely collegial,
although this will depend on the personalities on the committee.

These problems may be mitigated by the appointment of externals to the commiltee on
a fulltime basis (effectively becoming internal members who are not accountable to the
Governor but to the Board). Appointing them to the committee on a full-time basis also
avoids many of the conflict of interest problems, but not the supply problem.

The other alternative is to reduce the Governor's involvement even further in the
recruitment and performance appraisal of his Deputies and any other internal members

%7 Sibert, Anna (2006). Central Banking by Gommittee. DNB Working Paper, (91)
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with a position on the committee. However, this may reduce the ability of the Governor
to be an effective Chief Executive. And, given that currently, the Governor's
involvement in the appointment of the Deputies is limited to making a recommendation
to the Board of Directors the disadvantages may outweigh the adyz;ntages. :
&F D
Perhaps more seriously, the literature suggests that commit eg(of internal gxgt;mN

tend to fall viclim to groupthink, especially when the wojjd»is\’u certain. xt&{’nfﬂ
committee members play a role in counlerbalancir}gf‘\he\h elihood of .grou th_r}k)
occurring due to their greater diversity of backgro\gpzé{[his would be }Jéﬁic ifarly
important for a central bank with a dual mandate which by necessity would Q/ed to
make trade-offs between inflation and, for exapuz! ;\unemployment- Such. trade-offs
can only be made on the basis of subjective o ipik o_diversity of p;nio\erill increase
the likelihood of all alternatives being canva éﬂﬁ 5 % G\ s

.

s Vé s
External committee members also affec t@ha\ilour of i té;ﬁa\g? mbers through the
illusion of supervisory scrutiny. Ho\.@v K 'f/e)xternal mem \er§ ré appointed purely

for their supervisory function, theg} ay be 1§ss necessg’wif.,p blic transparency is very

high. Increased transparency wilkin ease the belief-in"olitside scrutiny irrespective of
the membership of the group. @\2 &\x
- SO
@R
/&2/\ <( \\S
)

>

Withheld under s9(2){g)(i)

Finally, (CQB iitq@/@ with exté%@é'gers may help improve democratic legitimacy
further by pge’énng more represer }aéiCe of society than an internal committee. This is
parti/ch rly if the e%emal mermbers are non-experls in monetary policy. There

(ﬁj}d also fikely be,grea er/conflict in such a commiltee with non-experts (further
‘eq QI/)ng hances of\groupt ik but also decreasing the likelihood of consensus). On
1R hand, the'technic¢al nature of the current monetary policy decisions may mean
< Jheother ha %E\:i }a \a ry policy y
< that.degree ofé\i’ng s%/a ion is unnecessary and the usefulness of non-experts on the

co mltte? qu Sil_@f?! s

Mo
(&

Len tﬁ‘xbﬁ@m:

Thelefigth~af term of committee members may also have an influence on the
pgdgr\@ce of the group. A shorter term reduces the depth of camaraderie between
‘¢ mmitlee members and, therefore, the likelihood of groupthink (which increases with
higher’cohesiveness). Most of the literature also suggests staggering the terms of
office to maintain continuity through time.

=

Some central banks, such as lsrael, also limit the Governor to two terms. This limit
may help to reduce the amount of control the Governor can harness over the decision-
making process built up through understanding of institutional knowledge and long
tenure.

8 sentral Bank Governance Group. (2009). Issues in the Governance of Central Banks: A
Report from the Central Bank Governance Group. Bank for International Settlements. 87.
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A committee structure for the purposes of deciding monetary policy reduces the risk of

errors of judgement in theory. However, in practice, the struct
a profound effect on the likelihood of reaping its benefits,

d under s9(2)(g)(i)

f the committee has

ur
discussion ahoy
ga%vd?d Eaclﬁon ab\/\c[ta;i

su_}?q_esls that, for New Zealand, a move to committee is a~gg Sl !

wiilield _ | becau e%n\i%ﬁi't tional fra@s
should be designed for the bad times and poor/limited gé? it{égt*c oices. %Q
jecl_(ef it is

The best decision-making framework is very much de&\\ nt on th

trying to achieve.
enhancing learning capacity, low group

by ensuring the markets respond as expecie

legitimacy levels need to be approprié{eg%y

against central bank independence<

be based on what weighlf

outlines some of the deCis
objectives @ N

“Vole e.g BO

There are trade-offs involved i’@g&gt E these o ‘%}j\\
t objectives.
-making fra e/Fr-klk &?;

This paper outlines three Qj tives each wit
components. Firstly, we want good decisions e;,b%ﬁ% &’which relie

ink~and (
e\tﬁaé transmissio

committees. Secondly, we want to make-sur

enhancing th

the decision?a
needs tocbalance
TSl

e
b e

Noch

ac
Finally, democratic
countability levels

-0b)
%&el ing sub-

n-accountability
dvantages of
ism functions

d the right framework will

ou place-on each

sible which

%?

S

1 Genuinely-C

The table below
would meet the

Autocratically-Collegial

~Consensus (could include = Consensus (could include |
L &n ' vote) e.g. ECB | vote) eg. FOMC !
High o=—>altributed High - unatiributed High -  unattributed
min%tew votes minutes published (BOE). minutes published and if
publi e.q. If votes taken they too votes taken they tloo
Riksﬁznqkb should be published (BOE should be published.

@l e.g. BOE
al (if Governor is

| knowledge pooling (5-

Good

attribute votes).
Group e.g. ECB
Internal if transparency is

 consensus easier (closer

" Individual (en autocrat)
External members would

from high and  Governor ensure that a diverse
removed from range of views is heard

performance processes recruilment/performance by the Governor (Norges
of other members) processes of  other Bank).
otherwise  mix  of members) — otherwise
externalfinternal mix of externaliinternal
experts (BOE). experls.
| Larger group increases | Smaller groups make Larger group would |

increase the amount of

-10) e.g BOE. ' to five) — note: this hasn't | information provided to
‘ prevented ECB reaching ' the Governor e.g FOMC.
I consensus (23 members). | |
' Very high ' High but more potential ' Moderate
i for  groupthink  than
| | individualistic committee
Less weight placed on Much better than Very high
{this — though may not | individualistic commillee
' be problemalic | |

- Good . Good

The discussion above is based solely on monetary policy decision-making with a clear
focus on price stability. Of course, in New Zealand, the Governing Committee focuses
on decisions over the breadth of the Reserve Banks mandate, including financial
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stability. Thus, future work looking at the most appropriate arrangements in relation to
the other functions of the Reserve Bank will be needed and how well they mesh with
the conclusions of this paper. Future work will also be needed on whether it is
appropriate for one committee to make decisions for all of lhe(Bgnk's services. T?s>
work should be done regardless of whether the type of comngi tg/e“suggested as pést~.
for these functions aligns with the recommendations of this pa @}nonelary policy \)
decision-making. /\% )

P /.\> e e

If the mandate of the Reserve Bank were to charig i\@%\}:aper shouﬁ alsobe
revisited. This is because a broader set of objectives wauld increase lhggqfentiai
trade-offs between different goals, which may i \/éoMg_rgreater subjgslive,_]que’ments,
increasing the persuasiveness of the argume t/(;( iﬁa.iﬂé!usion of/exte%members to
diversify the decision-making process. </\f§_ e e

Finally, if the decision is made to m v@ “\-fémewor éi\K&T rmal commiltee
decision-making body, more work wi[tb n ??ed to work-out_the“practicalities. For
example, the function of the PTA. Will;_’ge\eé* o be re i“s‘itedi%i\.!_ n its current position
within the employment contract of th @"’érno ‘%,(/‘
) 2
7

S

r.
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Decision-making comparators across the state sector

This note summarises the key themes of decision-making structures across the state

sector relative to the RBNZ governance structure. Refer to the table that outlines thé)
structure of each entity in the following doc: (Table of Comparators‘for RBNZ Decision:

Making Work:3115875) g\\ <f/ —

There

independent responsibilities at arm's-length from the Jo,v nme

i 3
are a number of agencies and individuals aéios (%0 ernment that-have

N
5

A (.’\'“
Several examples of individual degisi_gmnlaking positiorx&ﬁvlh some
independent statutory functions e.g. Polic Ggmrhissioner(—Tﬁc\ Comrhissioner,
and Commissioner of Crown Lands(l d/é%/ezpdenl Crow! e’mi\l%véuch as the
Commerce Commission and Fi ane@l Markets Authori }gFM ) have much
clearer independence regardin th@r core functions’ ar gr’e not subject to
ZIRIANN

government direction. ’H&\\p S

All are accountable to their respegtive Minist’ﬁrﬂinas,@me capagcity regarding
operational and financja I% agement as, w I\té’ndéring policy advice and
responding to the government's interests. \&e\\\>

The State Servi es\C mmission Sg\c)“\eg\/s.nres that chief executives
(CEs)/commissi e&s\e\m et their re Qosnbili}v)to the Minister as outlined in
section 32 of ;C?t S\ctﬁo Act. \\

Independent<.Cr in-g tities are\/Lﬁdi idually and collectively accountable to
Ministers C(l@u h™{heir outp t’ég\p@e ts and statement of intents e.g. the

Commerce_Gommission mast e orf regularly on a quarterly basis to the
Minister_ot.<Cofmmerce _;fhs\\%@sier of Communications and Information

T}?ﬂb@‘-v a MB!E./\\%\

AV
Appg@en\‘a//nd dismissal procéss'can vary across these comparators:

g

P
5’)\/QSE,séommis ioner re appointed and have their performance monitored by

_</S5C. Appointments Tequire sign-off by Cabinet and the Governor-General.
(C ;\ f-;/gsc can | eénh\@{}

0

Cr,
{’/,\;B/Garg/members of independent Crown entities are appointed and dismissed by

o

i nd the dismissal of most C.E's with the agreement of the
Gover{c&;@e eg\dl. This is similar to how the Reserve Bank Board operates i.e.
Board. an _redommend the removal of the Governor to the Minister of Finance.
9?:e\gc$;ni6n is the Police Commissioner who can be removed at the sole
discretion‘of the Governor-General.

m% Governor-General on the advice of the respective Minister.

(T&e “Commerce Commission and FMA are the only clear examples of committee
structures that implement policy independently:

These boards/commiltees have multiple functions to carry out and can establish
divisions to address policy issues covered by their legislation.

Associate board members can be appointed and removed at the discretion of
the Minister from time to time. These members are only able to work on a
matter or class of matters they were appointed for.

The Minister cannot override decisions implemented by these entities.
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External experts can be involved in policy implementation and appointments:

¢ Associate members are appointed to the Commerce Commission and FMA on
certain matters and many of the Board members are appointed from outside t
organisation who have worked in related industries. j 5 é <

o The appointment of CE’s under the State Sector Act equnres a panel clN}
requires an external expert. \ (

Areas where the RBNZ governance structure is umque/ N v

<’
o Clear policy target set out in employmetr te ggnlract (PTA) and a g eater degree
of independence in achieving its mandate:. < -~
e Compared with other independent cdmfriiite
the governing committee at th /RBI\\IZ/// appclnt r?ga\ly by the RB
Governor and are not collectw ly a_@ ntable to thé R ée rd or the Minister
of Finance. Only the Governo\N a\/;e held as/oou\%) given the single-
decision making model of
e Other CE's and indepgn e>Qrown enlm slx /a/c|ear set of abjectives

}eclsmn -m ‘g en tties those in

where outcomes can easured a alnsf ule of law, in particular if
individuals and entltxe\s public d n\ r nhappy with decisions, they
can ask for a 1 iew Mon ta@ thy decisions are very difficult to

assess ex-po l |5 no cl ar rK%w drk to measure against except for
CPl inflation. f

* No clear/compare ors whe/e ITQ dual is expected to make a policy-
impleme Iajlon) eclsmn o e hand which could be in disagreement to
thelr oa ~while at the sz{\e time are accountable to their boss for general

F))oy mént.”One exe: é tlon\ m\e Commissioner of Crown Lands who is
ol te &and monﬂor “the Chief Executive but reports directly to the

/ regardln their s lutory powers and duties.
O %

<>< % Q%

/22\

/</

Ok
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Accountability/ % .
% Area of Disputes Resolulion/ Other Points of
Role/Agen D +
gency esctiptian Independence Appolntment Pr}cess P&gsﬂ;ﬁzge Dismissal Relevance
R = / ; For exarmple, do they
g " have any need or a
. \ v O‘tﬁnl‘n’e the p'r oces:s for tendency fo consu't with
Outine ‘aa?e reviewing the'r decisions 57
A o i appoint J —who {e.g. ifa Mnister can extedal eiperts? Do aiy
Brief description of the Outline what tegal s m ot o of have substantially dual
Format entitypositon, what it functions it has ﬁg & dmuf aton‘:)!; '_;,WU& a ,r:e‘g:"!’ . functions — e.g. dual
does, elc independence on o i perionmance0ecsionsin | mandates for separate
f{o.&v long is the term__| ™. cases of paiticu'ar 5,
< forele. S concern) and for DUarerlagping arsas
P dismissal ¥ required with dual policy levers,
4 N (o~ akin to monetary po'icy
\ K_ and financial stabiiy?
Underseot 5(2%‘)\ \\” Although the Potice is not
< covered by the State
musl acz\ ‘*\ ALY Sector Act, the Police
‘Q\ is expacted
to fu'fil their ro'e to the
2:; -General Ménister of Pofice under
nays section 16(1) of the
f ton of the Poficing Act 2008 as if
&m;:gr appoint a Pofice was a mﬂbﬂm The cal lhe.;ts‘-easu"e ME ;
méssioner for a term Sector Act. Section 16(1) is m"m& Vornor-Ganeval
exceeding 5 years. simlar lo the general 3
SSC is responsible for responsibdities of other
managing the process for CEs sst out In section 32 of ;Slsu?emiamggsmtﬁ:;nissal
1he appointment of the the State Sector Acle.g. Coiarar Baraal
Commissioner and carrying out duties and '
providing advice on functions, tendering advice
nominations to the Prima to ministers, and economic
Minister and the Minister. management.
’ = This also means that
N> performance management
O\>~ L5 ) Q\ g ol Minister 1o use and annual reviews are
A= F 2 ) ./ | Pofice as a ool carried out by the State
\\ ( (& T\/ Services Commissioner.
/Q i )
/{/> N
> N
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2
The Commissibner i

*} responsibletatha Minister

of Infand
al and
of
ue

Seclion 35(4) requres
that a panel be
established to assess an
applicant belore he/she s
recommended to the

regarﬁag
the Rev The State Services Minister for appointment.
T S 1 : nlas ovinedin | Gommissioner may, with
pRsirabe i "‘m- o1 State Sector wemg;zdir &gmmisesof
% nor-Gener: ssioner or
Responsible for the care icm‘i"l miif’u'e ; Suie Coundi, for justcause or | Deputy Commission as
and management of the rolalon 1o th; ale Senxes excuse, remove the chief | chairperson; and the
taxes covered by the ministration oF ThE~2). AL 'ssioner has the executive of a Deputy Commissioner of
Tax Infand Revenue Acts. itis I R i ho -{ ights, powers, and duties department of an employee of the
Commissionsr | e duty of the N{) of an employer in relation | deparimental agency missioner; and 1 or
Commissioner lo collect 1o the chief executive. from office. maore parsons 1o be
over tme the highesl net Conditions of employment appoinled by the
revenue thatis are finalised after the Decisions are subjectto | Commissioner after
practicable. Prime Minister and Minister | judicial review if Minister | consuitation with the
of State Services have doesn’t believe the appropriate Minister. The
been consulted. Commissioner has acted | panel therefore requires
in accordance with its external experls to be
The State Services statutory functions. consulted.
Commissioner is
responsible to the Minister
of In'and Revenue for
reviewing the performance
of the Tax Commissloner.
Appointed by the State Siate Services The Stale Senices In accordance with
Services Commissioner in | Commissioner has the Gommissioner may, with | section 35{4) (see
accordance wilh rights, powers, and duties | the agreement of the e).

subsectons {2) to (5) of
section 35 of the State
Sector Act {1288).
Appointed for a tetm not
more than 5 years.
Needs to be agreed with
Cabinet and signed off by

of an employer in relation
to the chief executive.

In the Government
Statisticlan's case, the

require the agreement of

Governor-General in
Council, for just cause or
excuse, remove the chief
executive of a
department or
departmental agency
from office.

)

gover| Statistician lo collect | Governor-G i the Prime Minister and
o 7
N
ﬁ<\/") NP
S Treasuy:3115875v1 IN-CONFIDENCE 2

o
S




IN-CONFIDENCE

Doc 3

Page 27 of 48 Released

elc. or cease collection of Menister of State Services | Decisions are subject to
slatistics of any kind | The Commissloner may to finafise the tions of | judicial review il Minister
provided for by the from time to time r employment. doesn't befieve the
Statistics Act (1975). | the Government - Commissioner has acted
Statistician for " Seclion 3260 §atg in accordance with its
leﬂn without m/ Aﬁ 1 ines statutory functions.
ths-. g ibifities
opriate
n.ms
Sl va
The Commission is an than3,andno - Gdﬂ tvely and The Nenister must not
independent Crown entity | individpally, the recommend a person for
i st R i S [ siole S
o8 d
(1986). It enforces \:‘ggJ })onwneace and Associate person is qualified for
legistation that promotes b*g ;yx—’ Minister of Commerce for | The Goveror-General appontment, having
competition in New - | its performance. may, at any time for just | regard to the functions of
Zealand markels and cause, on the advice of the Commission, by
prohibits misleading and The Commission delivers the responsiote Minister | virtue of that person’s
deceptive conduct outputs under an Output given after consutation knowiedge of or
traders. It also enforces a Agreement with the with the A Y «perience in Industry,
number of pleces of Minister of Commerce and | General, remove a COMMENT2, ECONOMICS,
legis'ation that promotes the Minister of member of an law, accountancy, public
competition in eettan Com ications and indspendant Crown entity | admiristration, o
Information Technalogy. from office. consumer affairs.
The Commission's The Minister may remove | The chalrperson may, by

|-Minister for performance is measured | any associate member writing signed by him,

ications and against a very detaled set | from office enthe same | direct that the powers of

Information Technology. of Output Measures, which | grounds andin the same | the Commission under
are agreed with MBIE. A manner as the Governor- | this Act or any other Act
The Min‘ster may from tme | SOl Is produced annually General. in relation to any matter

7 to time appeint any person | selting out their future work or class of matter, sha'l

i policy to be an associate member | programme and is reported | Mnister cannot override | be exercised by separate
< uniess it breaches its | of the Commission. An 2gainst on a quarterty decisions. Divisions of the

\:féﬁsry powers and | associate member shall be | basis to the government Commission. A Division
_fupttions. appointed only in refation via MBIE, and annuafy to of the Commission may

7 to a matter or a class of the government and exercise powers of Lhe

) matters to ba specified in taxpayers of New Zealand Commission.
~ that member's notice of via the Annual Report.

55
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appointment, and for such

financial reporting, and

<

!rxiependen

i n ‘ 5
'Wruslerof

Collectively and individually

given after constitalion

period, not exceed?ng An obtgation to disclose
5 years. They can confiicts of int
vole al a mesting llze/
Commission re@t :f/ae/
matter or cla
spec:fed in 55}{,1@;-@’ \K 5/}
1‘5!9 l.l'eéboa!dofa The FMA or chatrperson
'statut entity may daterming that the
| eqsue that the enbty acts pawers of the FMA in
e IQ‘ amanner consistent with re'ation to any matter or
,,/ d mambers are /"\ ts gbjactives, functions, The Govemor-General class of matters may be
The FMA s an i by EheGm( ent stalement of intent, | may, at any time for just exercised by separate
independent Crown entity g on the current statement of cause, on the advice of divisions of the FMA.
wha enforces securites, | o cyia ( :\ ’ performance expectations. | the responsiole Mrister

company laws as we well Hr\ they are responsile tothe | with the Attorney-
as regl.la!:ng security slaMoFr Member&\a{\?(pg@ﬂed for | Minister of Commercefor | General, remave a
exchanges, financia! 5 year terms. canmying out their duties member of an
F advisers and brokers, ang‘ ai] oy and functions. indepandent Grown entity
inancal trustees and issuers. ngg 18) fie. 1y appoint from office
Markets s!ahmfy.pwmr 5
“an| wilo be an The Performance and

Authority The governance 4\ ¥ WA must fob e.( ssodat member of the Remuneration Committea | The Minister may remove
structure consists of & » ™ 4 Aoty rd.of the FMA after {a subcommittee of the any associate member
board wihich the ch%el oL et “corjsuiting the chalrperson. | board) handles the from office on the same
execulive repor)s & each es i m a;;\ associate member is assessmenl of grounds and in the same
board of the FM&,/— 3 ted only in refation performance and manner as the Governor-
consists oI lo a matter or a dlass of remuneration measures General.
5 and e u\ag Q\ matters, simlar tothose | across the FMA and

S S appointed to the especiafy for the chief Munister cannot override
%\Y; 4 Commerce Commission. execitive. decisions.
An obtgation to disclose
/ \/,> confiicts of inlerest.
\'V is adepan ~|_Noindependent Appointed by the State GCERA is responsiole lothe | The State Services
CERA vithin of DPP!G ﬁalu‘iory power. Services Commissioner Minister of Earthquake Commissioner may, with
DRMG? - ersees < Purelya governance | under the State Sector Act | Recovery for its operations, | the agreement of the
2 sua‘teg',', le!ah‘msh‘p. (1988). but ths host department Governor-General in

S

<>§>
"
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dissemination’ reporting
of the earthquake
recovery in Christchurch,

The functions, duties,

(DPKC) is responsitle for
slrategy, employment and

(O |t

Council, for just cause or
excuse, remove the chief
executive of a
department or
departmental agency

and powers of CERA are . S8C mor(; Qh:\éf from office.
determined by the y >0 e ive of CERA's
Minister of Earthquake ( petf 5
Recovery in conjunction \ =
with the Minister of e
DPMG (the Prime S}\
Mnister).
Management of Crown
Lands on behalf of the \5
] éﬁn")":ﬂh T Commissioner must | Chief Executive of LINZ
;,ega -0 I report directy to the is the employer.
tukawltl Trespassing or Minster on the exercise
Commissioner L'}bﬂmb'gg 4 def?sng Kl and performance of the Decisions are subjecl to
of Crown &l mﬁ;ms The Commissioner’s statutory | judicial review if Minister
Lands g S powers and functions. doesn't believe the
Board also assigns other Commissioner has acled
gutics lrom ine o Gaie: Chief Executive montors | in accordance with its
parformance statutory functions

Al actions and

proceedings by or on < £
behall of Her Majesty >
respecting Crown o)

e

& » (\/ Q<‘\\J)
FF &
&
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Governance: Multiple roles & Committee Structure

Scope & Purpose

The purpose of this paper is to provide background information on the nature of the RBNZ's roles as
background Withheld under 59(2)(g)(i) 1 Z

The paper looks at the 7 g\/\‘&g/? b, ‘ \\\/
e The RBNZ's roles //2/\\} c \\\w
“\/ \’<

e Differences between these roles;

rd
=
» The interaction between functions; and \ i B

P o
& S
« Potential international comparators. & )

A summary of the RBNZ's Rales Z%
Operational Functions \ &5 >
The RBNZ co-locates the iollowmg 0 \a>l functions; ,\/\\

o Monetary Policy o

o Macro Prudential /\\ <

s Supervision & Reguég% ctivities

¢ Payment Syste

o Other operatlonradyi%
The scope a ight put on thes %s as evolved over time, with the RBNZ taking on a
growing role/ Qf ancial siabmt{é cé the RBNZ Act was first drafted in 1989. The scope
of RBNZ reé u Qa/"e\.rol\.'ed alo\g gulatory practice and the scope of entities regulated has

expand n ears
Pon'c/ Fu i’O s \V

/ATon he tradmonﬁeQK 1/ bank operational duties, the RBNZ is relatively unusual in taking on a
tkg pohcy role U{aHFu )q/s me management of changes to primary legislation.

lnreragenc%&@gs

Then Z or opérational independence for monetary policy and prudential regulation is well
establi

Segal w& is currently underway to try and define how the RBNZ and Treasury deliver on areas
requiring @’more collaborative approach under their Memorandum of Understanding (refer figure one),
notably with respect to areas where the two organisations have recognised a joint lead (i.e. crisis
management and framework changes).
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Figure One: Treasury-RBNZ Memorandum of Understanding

Differences between individual functions /’:
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WORK AREA RELFONSIELITC

MONETASY FOUCT
Irprent
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VIHAT THIS MEANS IN Fi-l;.“’E - l

REMZ o1 fomralsbon ard | Tha Bark Tas 21 irdsperdied s i boondadng ad |
piTertng rencisy poicy conssient wiy ha FTA

The Treaoay e e Bark tsch provide advics b B
Wirista o0 et reaing 1o B9 PTA and B3 fargack
wih n wven e Bane iFplemects rorslay pocy.

TRS3 RECOUTION E=TyrEs] Toordrie ¥ok pUganmel &°d wox Bgesd n a
indring pre-patens colsbiratne and b FATH Prosgh T remant
Elages of pol oy deeiprant
E3ch baa Fight 10 intats ergage: u-mz( of
Frarsy
FRMJ'«L STADLITY FRAVENORK Joriesd Cordas W’k pogarval -\1 :nn \: g/ 3
For ©ra=gle (vulual Gargs o Te ok dive and t=vive o n. .-: /'
fﬂ:m Bork Aot Irs I'.r‘_-r: ooverngs, £33ea of poicy d:mxn'eﬁ
or betessn Each Pas gt bo inkats |1a
umma‘lil?‘admi\iu\umlﬂ Frarss
Byiten
FRUCENTLEL SLPERV. SICH Lead, Tramasy | FENZdetana amieg ol ﬁ}--;’ﬂwt
Devtlingig erd ImpeTaning prudential t.».-ﬂm;ﬁ:k- with Liriator
wardwdy (Basd I, bgacty, cixcosurs Esdy ctrv sy, syay rn.qd’e'e’*'\; tirkirg |
el sepe bt g of La b ulll--‘.udhajl. ;....n.:\

Craissgs Rele

FEZ Lead Tressuy | Ued Hd?ﬁ:pmvlh. o
L arargraet
rer;? (%eeuu?-aub;mcﬂewekq&:

tu’j:mm pre, 1.

1. The nature of the roles and funcllons&\ )

Monetary policy <\\\ > |

S\g{al\i ghrfd Supervision

TargeV/Objeclives

Single measurable output_ - Jaiion — that |s
measured by a- vielt undersiood index with.a™ \

clear meth logv\as nd its constructior.
P @\

sy

LN

T%va‘l é«ctwes wilh potential tradeofls - stabilily vs.

,J361h objectives are difficult to measure or even,

perhaps, define (i.e. efliciency) and could be
assessed by a wide range of interrelated metrics.

The RBNZ targets systemic soundness — there is
no objeclive way to measure Lhis fisk objeclively in
terms of a numeric farget.

Tools

@\ \S{r’g/e 160l (OCR) _ \X

Many lools wilh different trade-olfs against RBNZ
objectives and others the govemment of the day
may have.

Deczunx\ \ Every six ngs\\/)

As required based on identification of weaknesses.
Policy changes may be infrequent and
made based on identification of risks.

- Supervision intensity changes within a
risk based approach.

{ par _évai}abllily
S B

b !

Public :hd%\bga lo be externally monitored and

/ criiued

\ \Tk s,> active debale about the
%aleness of monetary policy.

Public — disclosure statemenls

Privale, supervisory data and conversations
creating sensilive information that is more difficult
to monitor.

Data regularl “Redular release of data 1o test internal
\ judgements and provide feedback on decisions.

Quarterly disclosure documents and private
material based on supervisory relationship inform
internal assessments of risk within the system.

Confn{n%a‘lio\\/

MPS — an accountability decument and
monetary/communicaltion tool Le. Used o set
expectations and signal changes.

FSR - primarily accountability may become more
anodyne as confidence weakens.

Government Input

Sets the PTA which forms part of the
Governor's conltract

Non binding: Minister can communicate policy
Govt objeclives (s68b) , RBNZ only to have regard
to direclives

Fiscal and
economlic Impacls

Diffuse effects that affect a range of interesls in
a variety of different ways (Beck and Gros ,
2012).

Savers and borrowers affected differently,
although the effects are cyclical over the long
term.

The Government faces an indirect fiscal elfect
through the cost of borrowing or tax, although
this has a large cyclical componenl.

Large direct effects.

Regulated enlities face an immediate direct cost.
The elfects on the sovereign (tax payer) are implicit
and need to be probability weighted, although this
is hard to do in practice.

Fiscal costs are long-lasting and permanent with
significant inter-generational implications.
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2. The degree of independence

The level and degree of independence differs between the respective functions. The IMF (Tuladhar,
2005) divide central bank independence into three levels of decision making (i) goal, (ii) target, and
(iii) instrument.

Figure Four: Types of independence.

S L P
3 ( 5y . &k %
Monetary Policy Financial Stability S S S
Goal Legislated Legislated <?’\)
oa egislate egislate {-\> _ ( )
Target Numerical target defined by agreement in Not D in ‘_\\‘\,_,_ 4
the PTA 4 ?\ X7
Instrument RBNZ discretion, but currently uses the _RBNZ dwsc%ﬁen overarange/of &!5 I 1455.
OCR r.guidelines.
inlstedal |nvuhremeulm§ ¢invasive tools,
/>\uc\ s directions. \%

Options to provide for ex-post accoum‘a@ review \\

The IMF (Hupkes et al. 2005) note that th p\ ipal-agent re!auta?svjpsm he supervisory area are
p\p and that r éccountab:hty is multi-faceted

more complex than those around moga j

responding to a range of affected pame\
E{}ntablhty Wlth%kh}? F framework has been included below.
in phllosophy as to how I

Ithough diff }g mdy in many cases relate to a difference
observed in New Zealénd Ho gﬂ

4 rus rafted bility factors cited by the IMF can be
evg’r for exal UK legislation often involves a lot more
procedural requiremefts? Thus,fhe RENZ. ‘\ve f

but may do so ex&en%ﬁ ﬁracuce

More recent litérature has

r instance, no formal requirement to consult,
to be sirengfgr(g Sén the comple

2011) e

g />

3.

A summary of the key aspect{
The table below suggests

e§ o\a ed whether the regulatory accounlability channels need
symmetric nature of supervisory information (Levine,

Ac@ afy\l}y Contemand{i{}\m 2l Type of Arrangements Assessment
to Wl\om } /

Qiahw;? ez:ﬂaj\nrbi\a}on to assembly | Ex-post - explanalory Yes — the Governor presents the financial
Branch hanitga) ™ stability report to FEG,

<Ad ques(Jumng and oral

3/< if)?es tations

@oc presentalions of proposals
I/
-
%

Ex-post - explanatory Yes — FEC inquiry, Minister can request

advice

Ex-post - explanatory Yes - presentation to committee if required.

Presentation of budgetary outcomes Yes —

Audit Report

Ex-post - explanatory report to MoF/House (s163)

annual financial audit (s166), no provision for

Ex-post - explanatory
routine performance audit except by
Ministerial request.

for new laws
Executive

Regular report to the Minister Ex-post - explanatory Yes — annual reports, monetary statements,
FSR.

The RBNZ holds a financial system issues

Branch

Ad hac formal presentations, Ex-post - explanatory

information on sectoral meeting every two months

developments

Review of proposals for new Ex-ante explanatory The Minister/Gab has delegated regulation

regulations powers. Thus, conditions of registration do
not receive scrutiny by Cabinet Regulation

Review Gommiltee elc.

Judicial Review | Judicial Review Ex-post —amendatory,

Yes, although judicial review does not

Treasury:3127026v1
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procedural

include a merits review and is not

amendalory per se.

Supervisory liability fer faulty
supervision

Ex post — amendatory and

substantive accountability

//.

/2

2.
<// N \\‘ ’

Yes —the RBNZ can be taken to court

But Crown indemnifies the RBNZ against

any liability. (5179a)

?B Z staff indemnified againgt personal
o5 (517981 é\

\NOQO@% explicit legal safeguartle around

-

@ ry powers allow g\@};‘?mde of the

\(51 21) hierarchy Qf c\% itors differs from

¥

FSB recommendations.,/

Supervised
Industry

Consultation on new regulations

Ex-ante and ex-]

t
explana 4 gn{er@eitgry
AN

5 b3
No 10rrna_1ieq;hi(emer}t.r'but the RBNZ

consuﬁt(i\lh:irg.d_getion. Informal internal
|

P
processes-irplace within the bank.

Regulatory impact statements

<

;x-an\@?cig%ost -

A

¢

£

@ed\uné?er S162AB, but the review

5 for RBNZ RIAs differs from that for

‘ct}her types of regulation e.g. on Preliminary
assessments etc.

Jf

Information on regulatory

peas

the website, annual reports, 855
po Pf\

explanatory

\E;(Aame or ex—gd\a \25\
depending g1 \§\7
pending g 13 §

Yes -RBNZ publishes a regulatory banking
handbook, is active in publishing articles,
speeches to industry, etc.

Customers and
public at large

“
.

<

oS

-

Mission statem

S

conferences, publicsfatements
~

7

No (?) - Unclear what this involves or an
example, but the Act has clear objectives.

|nforma'ﬁ3}r§{‘§»é}o% and

supervisory fices, annual
pervisary prac

4

<

nferences, and™.

Regular publishing of articles and bulletins
on regulatory practice, although targeted at a
technical audience, no fermal requirement.

/ '})ul.)}il&at:%nls

“({8550 12! education

%

No requirement to do this. FMA surveys
suggest the regulatory approach to
consumer protection is poorly understood
after the removal of the DGS.

Ombudstm

}ns\}XrB{a\s and
cor}.ﬁm@r?ﬁeva e Board.

Not relevant.

~/

4. Gr ﬁ{?)\h‘%pd decision making biases

Slatutqr@q}ﬂr

poﬁ/gy ista
der|

ents (above) define a framework for ex-post accountability, although the cost of
I%‘. may have been already been realised at this point. Internal or external challenge ex-
}Jin the expectation that group decision making may outperform individual decision making

ante un
ové@]é./Namely that challenge offers a safeguard against decision making biases.

Decision making biases affecting the quality of decisions are common to any decision. Relevant
biases could include:

- Groupthink: a psychological phenomenon that occurs within a group of people, in which the
desire for harmony or conformity in the group results in an irrational or dysfunctional decision-
making cutcome.

- Confirmation bias: the tendency to search for, remember, or interpret ambiguous information
in a way that confirms one's beliefs or hypotheses.

- The recency effect: a tendency to remember (overweight) more recent information.

The risks of groupthink or other forms of bias may differ between functions given the nature of the role
and risks. These biases may also increase as the scope of the role increases as decision makers
may move to depend to a greater extent on heuristics, rules of thumbs, or unchallenged assumptions.

Treasury:3127026v1
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Monetary policy's relative target transparency, measurability of inflation, and regular release of data
provides feedback to decision makers. By way of contrast, systemic risk builds gradually, is difficult
to measure, and can crystallise rapidly in an unpredictable fashion, which may lead to collective blind
spots (Haldane, 2014)

The solutions around functions may differ as a result. There has been a move towards greater \
transparency around monetary policy abroad, which may support extemal d ba[e to test the
appropriateness of policy. Achieving ihe same degree of external chall around regulator)/
supervisory functions may be more difficult as: ; \>

assessments of risks rely, in part, on supervisory work an&@b ation. Q 3)
TR
_.? LN
o, y

The nature of risks may be difficult to quantify objectively;
- Any assessment depends on a preference for risk.

s

Banks have an incentive to lobby against regulation; / . 3

Governance arrangements that support internal debat é nfa}bccur ona conﬁmt }are being
trialled abroad in countries such as the UK or at the 9} " & ex
S

. . _/
Interaction between Functions

)
Much of the literature covering central ﬂho\S\uperwsory ?ou‘ef\an\c d|scusses the interaction
between collocated functions rather t a ovemance of the \}dual functlons themselves. The

debate considers a range of factors { Q% \/{
AN
of

- Policy Synergies: |ntormau n sharin: spema y.in tupe isis can be important. Prudential
tools are increasingly use\gstjlllsallon purp -\f mh@ macroprudential policies.

- Conflicting objecti e/s??h(;yd cisions to I r;;e stablllly vs. financial stability may
conflict at differen (@In écycle (/e)r\p §>/HBNZ 2014).

Priority and se\or agemeni supawlsory activities may decline in perceived
importance ol elegated own. \hme suggesting more limited management oversight
than wrz!? *be ihe eina st on agéncy

elm ?resources relati e e-prioritisation of supervision could lead to reduced
s\o;y source over rk(n ted in the UK peer review).

=N ca e’ \froles and % eed Ior specialist expertise: Consideration of the makeup of a
/ O porr@u lee(s) sh snd\r whether specialist experience is required' or whether general

oyérnance Q r%lakmg skills are sufficient.
- Declsmn e scope for groupthink, overuse of heuristics, or rules of thumb may
|ncrea§ h% ope of roles increases. Complexity and the risk of information overload
cope of roles increase.

e i

= &Ql/aﬁonal risk: the failure of a registered bank may lead fo a loss of confidence in monetary
@g itigs during times of market distress.

nterdaction with external parties: the BIS governance group notes that relationships and
nature of interaction with external parties may differ by central bank function.

! Influential with the 1997 Australian ‘Wallis’ inquiry which recommended the establishment of APRA.
See Commonwealth of Australia Financial System Inquiry: Final Report (1997), also discussed in the
UK arrangements.
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Direct governance comparators: Central banks with monetary policy and supervis'y(l
Source: BIS hitp /iwww bis crn'reaauth him , Tab'a Fsts countries where the cerlral bark is Fsted as st?'}i'm
B

dantal authority.

AR

STEP ONE: Exclude Small or Emerging Markels 100 smal, or undardaveloped lo consider (;'rga %,éommes
such as Argeniing, evcludsd on govemnancs grounds. g: oy

$T TEP THREE: Gonsider other small central banks
Sy

Alg=ria Cyprus Lithuan'a fﬁl&;{e(mg:alors wilh a single board
Atharia Croatia Macedona \>/ 7

Angat tadaga Fatoar

Args ‘jha E%:ga Fl Satvadar f:..au-‘.e:ca”' el ‘!Qgﬂ Zealand - Proposed Sng'e Goverring Comnittes
Aruba Ethiopia Maunitus Czech Republic - sng'e Board

Azerbajan A Moldova

Bahamas The Gambia Morocco

Bahran Georga Mozambiqus Small countries with multiple Boards,
% dos h g‘;ﬁ :IjamJ y.:r /{ s lsrael - (po'icy and adm'n'sirative commitiee)
Belarus Gurnea Nepal \\\

Belize Gunea Bssau Oman i\ %

Bermuda Guyana Patistag” > 5

Bhutan Hali Pa S

Botswana Hungary PNG \

Bugaria Indanesia '

Burandi fran Pna};ig

Cape Verda Jamaca - -

Cayman Jstands Jordan ia 4 Sk

Conga Kenya “Vietnar

Costa Rica Kosavo Y a

Cuba Kuaat N Marina ¢ '\ we

Curacao and St Kyrgyz Saudi Arabiz~, N )

Maarten Lebanon L Serbia z (A5

Lesotho ’ ki

STEP FOUR: Consider other major central banks

Libya
STEP TWO: excluds banks wliE significant golicy my@}n ary policy

7 Vo
European Cenlral Banka™ £xc! é they only imp' i {% mongtary pocy decisions. Financal regu'aton setby
European Banking Autinority. (‘EB\I_\},’ id Sing'e Supenvis: Q«; 'sm (SSM) {i.e. not so'e oanersh’p of prudental pa“cy

) G d (dual boafd), Neth : \ia, S
- Span, hal ‘ﬁ‘?: and (dual boad). Nethedands, S'avakia, Sloven'a
o Sk \}K

Smaller
Hong Kong {
e

Macao —ﬁa\a@ykncy boad 7\\\ /
Singapore — foal, z\g({\- kic?};red by Min'ster of Finance

Malor Central Banks with mulliple boards

UK - MPG, FPC, Prudential Reguaton Authority (PRA) is a legally separate
and has its gwn board

ECB —Supervision is separated ard reports to the separa‘e Supenvisory Board
Russla - (ta'n monetaryfinancial supenvisory boards)

Brazll - (twin monetary Fnancal supenvisory board structure)

India - (t4'n moretary fnancial supenisory boards)

Vs Q/Jf \\

Treanrpatzreen <) \\>

4
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Direct comparisons — small central banks

Direct International comparisons are difficult as the scope of the RBNZ's scope functions remains broad
compared to most other central banks (see table above). The table above narrowed down by:

- Scope — exclude all central banks with no supervisory duties (i.e. narréy central banks with a/?

monetary focus); </ \\>
[

b <? =
{ i
- Development status — exclude LICs, underdeveloped counlri(s;\oi p&g ountries wht—irré\ f)
governance may be at issue. & 2 \« e
ok, N
- Operational/Policy Restrictions — exclude all Euro Area cemra@anks as the.scope of{operations is
limited by ECB policy and European regulatory staridards. Similarly excl d_:}z_;g;‘er\tral anks with
currency boards or currency pegs; 2 Qe K
1}

i A e N
0/ 2 > IS
This leaves a set of small or larger central banks we cd d{g?} r. K& ))

—
Small central banks \\ /
3 Rt
Three central banks could be considered as. d‘rec% arators to tie current.governing committee in all
A omp e\\} =4
cases: %I\ \‘{J /\a o
: . \/ NN . . . "
the central banks either release @jﬁe reqmred{ﬁ§%\fpll transcripts and minutes;
N = R
- the Board includes external members. R
} Qﬂy
- In the Czech Republig@, uﬂét/e of Finan{:_‘sit @9’9 Board as an observer.

This may suggest sma!le@t@@nzs with ségﬁi)?;:\ni\a itonomy and wide policy scope have tended to have
input from outside the or arjsp;iop and relativély high levels of transparency. The Czech republic, for

example, releases fusanscﬂ;its of board misetings With a six year lag.
0

There is a mix g@?/y@le boards%o@}i'm all cases policy decisions were made by a single board.
.

"Single | Banking [ Insurance | Monetary | Minutes | Full Externals | Other
| 'Board r\/) Policy Transcripts
/>\\
Israel = = Y i R0~ Y Y—t:.;o No Yes
move i cy i week lag
frém )>"'- oard and \\\ §
single. 1" Administra 7 A7
decision-.” | tve {
maker to Councii\\ >
Boardin MINS
2010 \>
Czech /Y?s‘ Y Y Y Y —ratio | Y —sixyear | Yes MoF sits
4 <7 ofvotes | lag on Board
2 as an
//7-\ Observer

o
Large%enlral Banks

Larger central banks with the scope of functions (i.e. include regulatory duties) observed in New Zealand tend
to have specialist regulatory and monetary policy boards often with overlapping memberships.

Single Banking | Insurance Monetary | Minutes Full Externals | Other
Board Policy Transcripts
Brazil Yes Y Yes Y Yes No No - Financial
internal Stability

monetary Committee
committee | (advisory)

- -Minister
externals sils on
on the Board
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supervisor
y comittee
ECB Three - Y No b N No Yes (7)— Chinese
ECB NCB walls
Board and Governors | between
Supevisor parts of |
y Board, the ECB” 2
Payments (& 5 (B )
council l ENRY B
India Three... Y N Y = N /Yés /
-Central summary of '\\> = Qf
Board discussion <\g G -
“Financial & \
Stability é 4

Board \/

-Paymenls _\ \'{ ‘
Board N/ Q —

Russia Two — Y N ¥ [ No Noon—
Execulive /\/\ . S Q Ex\ehjrbe
Board and s LA A pa)d
National = . \ _(monetary)
Financial ) |, Yes—on
Board financial
y a o board

UK Three — Y N

e J| = g, Yes Tsy
monetary \) release ’\ %/Esishéd Observer
board, D v immediat \ ith an eight on the
prudential = _ypér delay MPG and
board, s F— y

financial 6\\6

slability S Q} e

FPC.

. board = \
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Financial stability decision making in countries where central banks are not the
financial supervisors

This note surveys features of financial stability policy decision making arrangements in few
countries where authorities other than the central banks regulate ?d) supervise the financial
system. In particular, we examine the role played by the key regu) tg;?'n \financial sta@ﬁ[ in
five countries in Latin America, Canada, the United States a 'd\llu\tr?ra. Some common_»
features emerging from the cross-country survey are as [ollq 837 o > (& O

2 g T

o The central banks are addressing financial sta{jﬂ'ty\th oﬁgh their ce t‘r‘a?ﬁgﬁking
functions — namely, liquidity provision for the financialinstitutions and ove s\igﬂt of the
payment and settlement systems. //Q\\—- /—.,.\,_'-;\\ 7

o Financial supervisors are incorporati gf-éz},%ys(flﬁ‘l—wide ap’pro%}ii;ir_{ their micro-

prudential frameworks to implicitly e?jr sS fLﬁ?Eﬂal stabil’ly.\\f )
5, %
i

o Neither the central banks nor the.fi <a}a | Supervisor/s? ave_Jncluded the financial
stability objective in their stalutes?}h%e licit tar et\jé?*&zcentral banks continues
to be price stability, whilgc\ﬁn\angiap superviso \\é‘r“e--/-; sponsible for ensuring
soundness of individual fi@Qa)‘iSstttulions. \5“

o Countries are creating-ﬁnana‘aks ability ¢ m@e@to explicitly address the financial
stability objective. I@’re g0 atory agencks’jn 4u?ﬁg financial supervisors and central
banks are memp? \El\bv%ver, in Ghile:thé~Gdvernor of the central bank is not a
member of the fi écl/al;s ability co{ Hte% as this could constrain the central bank's
independen %-,Zin\t rgeting price>. std i]ity. Mostly, these commitiees have

recomme%g/pp\}vers whEIE'\tcé/,Pegulalors are the final decision makers and

t

implemeﬁ\n {}thorities of financi |.stability policies.
%
’s

Fin{géi Bility comm(ﬁ\s\:r_ > mostly headed by the government representatives.
hile-havi g government support helps in undertaking legal changes, at times this
ol y\hi%ier pushing?neag,,u es involving deceleration of economic activity particularly
5(1 iring-électoral peric}__cjs.\\

é‘)}&.\l’he}ro[e offﬁt\le\ ofé‘r/nmenl is more active in the US in financial stabilily. The
- < —~Treasury dgﬁahﬁe coordinates policies of independent regulators of the financial
" institu(joﬂs\anﬁ \arkets. The legal changes in the US have constrained the Fed's
authorty\m}enar& out emergency measures. Under the new law, the Fed must get
:er _vgj from the Treasury Department before exercising its extraordinary lending
U Hoik> In addition, the Fed may extend credit only under a program with broad

f_i lié'@ilily. It can’t create programs designed to support individual institutions.

‘- %
Le{@p}rlcan countries (Chile, Mexico, Columbia, Costa Rica and Peru)

Role of central banks in financial stability decisions

The central banks in five Latin American countries’ (Chile, Mexico, Columbia, Costa Rica
and Peru) do not supervise the financial system. They target price stability under their
legislative mandates, while financial stability is not explicitly stated as an objective. In some
countries (Chile, Columbia, Mexico and Peru), mandates of the central banks are legislated

' In three other countries not covered in this note (Argentina, Brazil and Uruguay), the central banks
are also in charge of financial supervision and regulation, although the objective of price stability has
priority.
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in their Constitutions making it difficult for them to formally include the financial stability
objective. For instance, the Governor of the central bank of Chile is not a member of the
Financial Stability Committee so as to avoid any conflict of independence for the central
bank that targets only price stability. Nonetheless, the central banks give inputs to financial
stability policy making, and contribute to financial stability thrgjgjh_preserving mo(n tary
stability and normal functioning of internal and external paymen s/y\g,tems. They re Gl'a\é\
reserve requirements for banks, and in Chile and Mexic%gi;&\ l"(/ stipu!ale@@@j)n
exposures of banks to the inter-bank market, which Contri{bm flity.

to{éﬁﬂ?financia@) ;f;; ;

Role of financial supervision agencies in financial stability decisions Fo.
E S \

. ; o (/ % \.1 S‘\\ ; .
In all the five countries, authorities separate fropt e central banks supervise_the financial
system (Table 1). The financial supervisors in fie$e countries only I{%Iicgl ‘refer to financial

stability with the focus being on ensuring safet !\dg’égsits or corisumer [ /réteclion (Jdcome,
et. al, 2012). In particular, 4 i\\ < / B,

N ;

e in Chile, the Superintenden qu%js and ﬁna@%‘r’nsﬁuﬁons (SBIF) supervises
banks and financial institu i%ls?ai ing at pro!egtihg h geﬁosilors;

e in Columbia, Financial Suée{?@n ence focv{f}s@ }e erving public confidence and
consumer rights; = = e

o in Peru, the mandat “\f\or the Super{rté]ideﬁgé of Banks, Pension Funds and
Insurances focu r?tp@?ecling deposi og\é';'>‘insured, and pensioners is prescribed
in the Consiitut‘(ok ¥ 9\ 5

¢ in Costa Ri g;fhe\ ioneral Su éﬁpiea__@nce of Financial Entities aims to preserve
stability, strengthrarid efficien%&:

o in Mexicoxt Nattional Commission>

devglébmh {ifrthe cont
{<, /R}

tiohing of the financial system; and
issionyof Banks and Securities focuses on inclusive
@%st bility and integrity of the financial system.

NS,

N = e
Taé(e 1 .\Aﬂ}horily for Supgtvision of Banks, Insurances, and Securities

Fap s BanKs { Insurances Securities
\Glliré';«/ anking authority Securities and Insurance | Securities and Insurance
~ n&j 2 h Supervisor Supervisor

Columbia N \;%ing- uthority Banking authority Banking authority
Costa Rica/ % king authority Insurance Supervisor Securities regulator
Mexico ;\ Banking authority Insurance Supervisor Banking authority
Peru / Ui anking authority Banking authority Securities regulator
So rce:\.{'ago e, L., E. Nier, and P. Imam (2012), Building blocks for effective macroprudential
policiesi lﬂ tih America: Institutional considerations’, IMF Working Paper WP/12/183, IMF,
Washington.

These supervisors regulate the financial system by various instruments (dynamic
provisioning, exceptional capital buffers, exposure limits to inter-bank market and loan-to-
value ratio (LVR) limits on financial institutions) which also impact systemic financial stability.
Since regulatory decisions of both central banks and financial supervisors could impact
financial stability, some countries have established financial stability commillees to
coordinate policy decisions.
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Role of Financial Stability Committees

The five countries now have commiltees/councils coordinating information exchange/policies
across the financial regulators. Chile and Mexico have created Fmanmal Stability Councﬂs
(FSCs) that explicitlly monitor systemic risks, recommend pohc:e he central banks a d
financial supervisors and secure a consistency in financial s 1 (\ rts. How
central banks and the financial supervisors are the final aulhok ie ‘\QG cide and i ()]e nt
the policies. FSCs do not have decision making powerS/a t accou \for the
policies. Mexico’s FSC also has financial crisis managen@n\ s while in C \ercrisis
management is vested with the individual institutions, Jn Chile;*FSC recomin nds th criteria
for the determination of budget for the financial superﬂ;s ry agenmes ( "%

7 g \
FSCs in Mexico and Chile are headed by thej< ister of Fmance arqd c&‘n nse the heads of
financial supervisory agencies as membel/sf h n Mem overnor of the central
bank is not a member of FSC in Chile éo s vmd any tI i 1ndependence for the
central bank. Chile’s FSC meets evz |Ie Mexi -o§ F eets every quarter.

\,_
In Costa Rica, the National g\Dncil of Fina c‘a\Sy Superwsmn (CONASSIF)
coordinates financial se?r pol:mes in genXm“ (alhe\r)lhan from a financial stability

perspective. Peru has a fm:a) ommittee a Qrum/b|a has a formal committee, but they
are mainly for exchan ’\flhan ial sect n%brnahon and do not have recommending
powers.

f/;) ?

Role of Govern i <F4n)an0|al S a%\\

The role 0@\&{ ment vant%\r the countries. In Chile, Mexico and Costa Rica, the

Gover ay a key ro| since M F acts as a chair of the financial stability/coordinating
com )—lowever the nt/\l banks and the financial supervisor are autonomous
/fﬁﬁking and lmple tlng authorities as per their statutes. In Chile, the

/ Ssz} endent of t F/s appointed by the President of the Republic and is a single

degls on maklng md n eni authorily although it relates to the Government through the
Mmlstry of ana ce I Costa Rica, MoF is a member of CONASSIF and can influence
macroprude/nt)} p\Iscles In Colombia, the Government plays a more active role as MoF is in
charge ohﬂ al sector regulation as the financial supervisory authority legally reports to
MoF On tI{ her hand, in Peru, the Government plays no role in financial stability.

Cal@\

In Canada, the central bank's main role is to conduct monetary policy and maintain price
stability, while financial regulatory and supervisory authorities are housed separately.
Supervisory responsibility for financial sector is divided among Federal Government, the
provincial governments, and a group of agencies within Federal Government:-

e the Office of the Superintendent of Financial Institutions (OSFIl) regulates and
supervises federally registered banks and insurers, trust and loan companies,
cooperative credit institutions, fraternal benefit societies, and private pension plans;

o the provincial governments supervise securities dealers, mutual fund and investment
advisors, credit unions, and provincially incorporated trust, loan and insurance
companies;
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e Minister of Finance oversees incorporation of banks, permitting foreign bank
branches, and reviews large bank mergers;

o Canada Deposit Insurance Corporation operates the federal system of deposit
insurance;

o The Financial Consumer Agency of Canada (FCAC) informs-and protects consumgrs
of financial products and services. /> o

/\ i ,\/\\)

o ,& >‘ K
Role of the central bank in financial stability x
Q( ioning of

The Bank of Canada coordinates with the other agencies for?aﬁtmenl andﬁak

the financial system. While financial stability is not’ @\exphcn objective;-the Bank ensures
efficient and safe functioning of the financial sys hrough prowsm]%oi liquidity, giving
policy advice on the design and development/f téljhn ncial syst rg (\3 S|ghl of clearing
and settlement systems and provision of banki g ices to t e\QQIi ns and systems.
The central bank also publishes semi—anmfah%ancra! Sysregzs e .'ew which covers issues
relating to financial stability. _7_&

R
Role of the federal financial super@l}gonty in fi rk}}s \gbmty

The Office of the Supennt fdenit.of Flnanmal luuons (OSFI supervises and regulates
federally registered flnaﬂ?l\l\s\ ions. The i rihary goal is to safeguard depositors
and policyholders of Jnstitutions fro n account of risks associated with
significant activities latlons The b LH signates a relationship manager (RM) for
each institution wh@fv/lﬁ letter an u I?tcﬁ e institution about the latter's overall risk-
rating and the mea res re/qulred to bp\ kg})y the institution.

While the OS} ({d sfrtno! explicitl &C t\jlnan0|a| stability, it continuously “scans the external
enwronment th “|nst|tut|o ic and system-wide concerns”. It reports the issues
conc gf}\ ial stabili %;ﬁe Finanmal Institutions Supervisory Committee (FISC), and,
m tu ?)/ 2(9;;3;}1 s inform no\i the Committee that may impact the individual institutions

\The OSFI is an :ﬁ epﬁ t agency of the Government (housed outside the central bank)
and-feports to th \M/\g ster of Finance annually about the safety and soundness of the
federally ? 2 % financial institutions and their compliance with the Government
regulation

Role of t/f%\l-‘r ancial Institutions Supervisory Committee (FISC) and the Role of the
Goverament
N

The Fin;mial Institutions Supervisory Gommittee (FISC) is the chief coordinating body of
five regulatory agencies, namely, the Department of Finance, OSFI, the Bank of Canada, the
Canada Deposit Insurance Corporation (CDIC), and the Financial Consumer Agency of
Canada. The five agencies report to the Minister of Finance, who is responsible to the
Canadian Parliament.

The FISC meets at least every quarter to share information, coordinate actions, and advise
Federal Government on financial system issues. It also conducts a legally mandated five-
year review of the National Bank to ensure that federal regulatory legislation is modernised
periodically.
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United States

The US has a complex supervisory framework where regulatory jurisdictions of supervisory
agencies overlap each other across banking supervision and non-banking supervision
(Figure 1). After the Global Financial Crisis, the Government a nd the Congress ha
adopted the Dodd-Frank Wall Street Reform and Gonsumer Pro}e {lo Act that has _{;;t
to rationalise the framework so as to address financial stability, _GGQS\ ef financial %/cul\lo
and consolidated bank supervision objectives. <\ z

Figure 1: U.S. System for Supervising Financial Markels > P _
/ O (___&_V‘;.‘Nuper\.{um

)'sm% fi“)\\m

N

Executive Branch

Office oftha
Comptraterof

National /»? ~ -
(/ < \A!lez‘
D) ) Feder

\f h u
giiem.
vbsane)

Chartered
Thrifts

Protecten

s
Finsrce Agency
((nc; nemy

Fore'gn Exchangs OTC Derivatives ton-Bank Lendars

Q\\> UNREGULATED MARKETS
o

U 5. Treasurizs {(Secondary) Private S=curities Markets Hzdgs Funds

Source: Jackson, J (2013), ‘Financial Market Supervision: Canada's Perspective’, CRS
Report for Congress.

The Financial Stability and Oversight Council (FSOC) was created to identify and respond to
risks to financial stability. The Council comprises members from the Federal Reserve and
eight other financial supervisory agencies. The Congress has created a number of
independent agencies supervising different parts of the financial system, namely, the
Consumer Financial Protection Bureau (CFPB) within the Federal Reserve to supervise
various consumer financial products, the Federal Deposit Insurance Corporation (FDIC) to
supervise state banks not supervised by the Fed, and the Office of Financial Research
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(OFR) to gather and analyse data financial system-wide data from regulatory agencies to
supporl the FSOC. The National Credit Union Administration supervises the many credit
unions.

In the area of non-bank supervision, the Congress has chartered three independent
agencies, namely, the Securities & Exchange Commission, Co o/dily Futures I@dlnq
Corporation and Federal Housing Finance Agency. ~ £ E

\<>\\\,J
Role of the central bank in financial stability /\\$> \% 3
N \:‘/ =

Financial stability is not explicitly stated objective in the %Eér@‘]zﬂeserve’;a\foun iqg statute.
The Fed supervises only banks and bank holding co’gn}?)“zii\[lies, while the/préd_BrQnanl portion
of financial system including non-banks and -Gapital markets are “regulated by other
supervisors. Following the Global Financial Cri{sﬂ T@Dodd Frank Act.2010’has made the
Fed's role in financial stability more explici}( ‘hQ the Fed cor)tin\-i tsft} irectly supervise
only part of the financial system, the Fed hgsgq piled/ a four—PHl W\s@eg’y towards financial
stability objective as set out below (Bralﬂér\_ : ,\\L,\E/O 4): ,-Qf_"\\

I. Surveillance: created the O(Q\c%\cifigl‘r{ancial !@ﬁy?ifbiiéy Research (OFSPR) to
identify system-wide 1i®r@ti [ L‘Jlnerabiliti{e\x\\>
Il. Macroprudential policy: aims.1o strengthen<lgs§tested time-varying counter-cyclical

2

tools to manage i%l{s:\\ /( L5

IIl. Working with oth}age\qul@to s: networks \%t -other supervisors through the FSOC as
well as thrco{g j@?:rylemakingﬁndj int supervisory efforts

IV. Monetary poliey; rece nises lhat/mpn\ tary fools are too blunt to target sector-specific

risks, Qd;q‘r best sui ed/}o\-—eny complement rather than substitute

macroprudential tools. {0
p 5 s

The Fed has ﬁrs”?\ created a %an\i I Stability Commitlee (headed with the Fed Vice-
Chaign IF\i cluding fwo Goveriiors) that deliberates on the financial stability risks
identi @ \bng QOFSP .ag\d\{a/(y}es how the central bank should respond.

/é{y}_f _f\teﬁderal Dep@i\\rﬁ)gfaﬁce Corporation (FDIC) in Financial Stability
S e
5o s
%&.FDIC, an ir@é}ge@%ni agency of the Federal Government, insures deposits of banks
and thrift insll@ie s _(within a threshold limit) to preserve public confidence in the financial
system. ll,ff/ uélateéslate banks not supervised by the Fed. The FDIC is managed by a five-

person Boar Directors, all of whom are appointed by the President and confirmed by the
Senate, ith no-more than three being from the same political party.

H@ncf&! Stability and Oversight Council (FSOC)

The FSOC has 10 voting members and 5 non-voting members and brings together the
expertise of federal financial regulators, state regulators, and an independent insurance
expert appointed by the President. It has nine member agencies, namely, the Federal
Reserve Board, FDIC, OCC, NCUA, SEC, CFTC, FHFA, CFPB and the Treasury. The
Council meets every month.

Besides monitoring and coordinating policy responses to risks to the financial system, the
FSOC has the authority to designate a non-banking financial company as a threat to
financial stability and place it under the Fed's supervision. It is also authorised to designate a
Financial Market Utility as systemically important institution whose failure can create
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significant liquidity and credit problems and subject it to special risk management standards
and additional requirements set out in the Dodd-Frank Act.

Role of Government in financial stability

The role of the Governmenl is more active in the US in f|nancua// ability. The Tr afory
department coordinates policies of independent regulators of tr(e findncj jal institut] on and~
markets. The legal changes in the US have constrained t g{Fed s\authonty to< ry/ ut
emergency measures. Under the new law, the Fed must \/al from the
Department before exercising its extraordinary lending author\ly\Jn addition, S e, Fed may
extend credit only under a program with broad eligibility. “’/En\preate programs\{ glgned to
support individual institutions (FRB, San Franmsco(?ms

Australia 2/ Fy \
S (O

Australia distributes financial stability resp sikh jty)across va<r u gulatory agencies:-
e Australian Prudential Hegula nsn (APHA) s/\tss.\p/;udenllal standards and
supervises banks and hnancK riﬁ no 8 Wy o

Tre

o The Reserve Bank of Aus{ alia“(RBA) as the Kal ank provides liquidity to the
financial system and regu ate payment\sysl s/(lncludmg oversight of clearing
and setllements systems)

o Australian Securitj ﬁnd\ vestments 6mm|s/$|5n (ASIC) works with the RBA 1o
minimise system sKs. |n clearing and s&t%\r&em systems

¢ Australian ry ad lses the (?( GLJ" nt on financial stability issues, and the
legislative a(e?fe ulatdr yframewo\ nderﬁmmng financial system infrastructure.

The Council Qi }éhél ‘Regulat rs%@ R aays a central coordlnatlng role and provides a
p!attorm wh our regulatdry b\ es’meet to discuss trends in the financial system,

examine lﬁ f|nan01a| stab@y d coordinate their policy actions to mitigate those
rlsks AU aI sybsumes 1 system= “wide view within the prudential supervisory framework
d' V/l inancial lnstlt ionsg. »>The institutions which are found systemically risky are
ct P cter prud eq irements (like higher capital adequacy ratios) by APRA.

gl ares‘“ils syste lysis including information of non-financial entities. Based on both
agg}galed and ag ated information, the two agencies examine the concentration of
risks in parts ft .€con omy and its capacity to mitigate the effects of particular shocks.

Role of xfmanaal stability

Th RBA\t\lPhcmy pursues the financial stability through its originally mandated objectives of
en?uqt rrency stability, maintaining full employment and contributing to economic
welfare. I 2010, the Government and the RBA recorded a common understanding of the
RBA's longstanding financial stability responsibility (RBA-APRA, 2012). Financial Stability
Department in the RBA monitors and analyses financial stability developments which are
discussed in the pre-Board and Board meetings of the Bank every month. This Department
prepares a financial stability paper which is discussed in the RBA's March and September
board meetings and publishes Financial Stability Review semi-annually. The RBA conducts
studies as commissioned by the CFR every year.

_,APH?A\Qh/a es dlsa QF e}d ~data of individual institutions with the RBA, while the latter

Role of APRA in financial stability

APRA Act 1998 requires APRA to promote financial stability while “balancing the objectives
of financial safety and efficiency, competition, contestability, and competitive neutrality”
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(RBA-APRA, op.cit). APRA subsumes industry-wide risk management framework in its
prudential supervisory framework for individual institutions. Within APRA, the Industry
Analysis team maintains ‘risk registers’ on material concerns observed in more than one
institution that could have an industry-wide impact. Industry groups of cross-divisional staff of
APRA review these registers annually and also liaise with profes onal bodies to ide /1t/lfy
issues to be escalated for appropriate policy or supervisory res Supemsore uge ris!
registers to prepare Supervisory Action Plans (SAPs) based on'r K }\t could be( évén\)

to each entity. \

APRA operates macroprudenilal tools mainly at four Igf\eait modu!ates th 1M1Iy of

financial supervision by varying prudenllal tools (particularly p}tal requlrem\?ls t counter

the risks arising from the economic cycle. It also sets p\rydenllal restrictjons.on.exposures to

certain sectors that are changed less frequenily\ It éso Jnfluences_ be¥ aviour’ of financial

entities through suasion via communlcalpﬁ/ ith. |nd|v1dual( ntlh ) industry-wide
d

communication and open public messages 5//APH iss lreEt; ns to individual
entities.
Role of the CFR QK

efficiency and effectiveness of regulat d prom stability. It is a non- statutory
body and has no regulatory functions eparate f %e of its members. The CFR is
chaired by the Governor of 4#19\" A and meets ql{a er. The CFR provides a forum for
discussion and resoluti /o sues beiwee _regulators. It is also responsible for

ensuring that there are aﬁp opriate coordiyiati ?T\ %ngements for responding to actual or
potential mslances of fi S}B! instabilitys T JCFR had played an important role in
coordinating policy éepqr?s of the reg@;y agenc:es during the crisis.

The CFR is an inter-agency body OF\Q‘: %rgregulators v@ar\r;?qrdmales policies to achieve
& finaneial
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