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1. Introduction 

The Reserve Bank’s policy decision-making approach has continued to evolve since inflation 

targeting was first introduced in 1991. This has partly been in response to a widening of the 

Reserve Bank’s decision-making responsibilities to include prudential supervision and 

macro-financial policy. It also reflects the Reserve Bank incorporating developments in 

international thinking on decision-making, for example with the introduction of the Governing 

Committee in 2014. 

The Reserve Bank believes its current decision-making arrangements work well. In the 

longest standing decision-making function – monetary policy – the Reserve Bank is highly 

regarded internationally1.  Decision-making for financial policy is less easy to evaluate, but 

there has been considerable interest in the development of New Zealand’s macro-prudential 

policy approach2.  

This paper reviews the Reserve Bank’s current decision-making model against the 

developing research into policy decision-making, and against international practice. The 

paper takes the current Reserve Bank decision-making approach as its starting point, and 

then considers whether changes to the approach could potentially enhance decision-making 

given the New Zealand context.  

The paper finds that the Reserve Bank’s decision-making approach is sufficiently flexible to 

enable further evolution as considered desirable. Some formalisation of the committee 

structure may be beneficial, as well as establishing separate decision-making committees 

(with overlapping membership) for monetary and financial policy. Consideration of the role of 

the external advisory members may also be beneficial, with any associated implications for 

transparency mechanisms. 

                                                

1 The most recent qualitative assessment is Turner (2017), who reviewed the Reserve Bank’s 

February 2017 monetary policy round. A recent quantitative assessment of the Reserve Bank’s 

performance with regard to inflation targeting found that the Reserve Bank and the Swiss central bank 

were the outstanding performers with respect to the lowest volatility of the inflation/output trade-off 

(Farvaque, Stanek, & Vigeant, 2013). With regard to transparency, the Reserve Bank is rated as the 

third most transparent central bank, as measured by the Dincer and Eichengreen transparency index 

(Eichengreen & Dincer, 2014).   

2 The Reserve Bank was recognised as “central bank of the year” in 2015 by centralbanking.com, in 

part because of its “joined-up” approach to monetary and macro-prudential policy, and its excellence 

in communication and governance. See Central Banking (2015). A comprehensive review of the 

Reserve Bank’s financial policy was carried out by the IMF in 2017. See International Monetary Fund 

(2017). 
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2. Elements of good decision-making 

The objective of decision-making design is to tailor institutional settings so that genuine 

deliberation prevails. The consensus of the decision-making literature is that committee 

decisions tend to be more effective than decisions made by an individual.  Committees can 

process a wider range of information, are less likely to take extreme positions, and tend to 

impart an inertia to policymaking that can be desirable3. 

Former Federal Reserve Governor Kevin Warsh identifies three key contributors to rigorous 

decision-making: optimal committee design, high quality inputs, and genuine deliberation. In 

addition, the accountability for decisions should be considered, which helps ensure 

alignment between decisions and objectives. 

Figure 1: Key ingredients to sound decision-making4 

 

 

Maier (2010) identifies four criteria for good central bank decision-making committee.  

 A clearly defined goal, and a high degree of central bank independence. 

 A relatively small committee size. 

                                                

3 See, for example: Fischer, Stanley (2017), “Monetary Policy by Rule; Committee; or By Both”, 

remarks at the 2017 U.S. Monetary Policy Forum, 3 March, 2017; Warsh (2016), Blinder and Morgan 

(2005); and Lombardelli, Proudman, and Talbot (2005).  

4 Based on Warsh (2016), with the addition of “accountability for decisions”. 
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 Measures to avoid member “free-riding”. 

 Measures to avoid polarisation and group think. 

3. Current Reserve Bank decision-making model 

Committee design 

The Reserve Bank operates similar decision-making models for each of its three main policy 

areas, but with differences specific to the nature of the policy decisions (see figure 2).5 

The decision-making powers of the Reserve Bank are defined in the Reserve Bank Act, as 

passed by parliament. 

The policy objectives of the Reserve Bank are agreed by the Governor with Minister of 

Finance, through the Policy Targets Agreement (PTA) for monetary policy, and the 

Memorandum of Understanding (MoU) for Macro-financial policy.  A document directly 

comparable to the PTA does not exist for prudential policy. Prudential policy deliverables and 

strategic priorities are set out in the Statement of Intent6 (tabled by the Minister in 

Parliament) while the Minister of Finance’s annual letter of expectations covers a range of 

policy and operational matters.  A summary of the Reserve Bank’s regulatory policy making 

processes, including consultation, regulatory impact analysis, timelines and principles are 

also provided by the Reserve Bank’s Statement of Policy Making Approach.7 

Policy decisions are made by the Governing Committee comprising the policy governors8. 

The committee operates by consensus. If members’ views are balanced the Governor has 

the casting vote. Once a decision has been finalised, each member of the committee adopts 

the outcome as their own position ensuring a consistent message and a unified voice9. 

For each main policy area the Governing Committee receives information and proposals, 

deliberates, and receives advice from separate advisory committees.  

The advisory committees are comprised of the governors plus relevant expert staff members.  

  

                                                

5 Detailed descriptions of the monetary policy decision-making process are in Richardson (2016), and 

of the macro-prudential decision-making process in Rogers (2013). Certain aspects of the prudential 

decision-making process is described in Fiennes & O'Connor-Close (2012). An overall description is 

of the Reserve Bank’s decision-making is in Wheeler (2013). 

6 Reserve Bank of New Zealand (2017a) 

7 Reserve Bank of New Zealand (2017b) 

8 From 2012 to September 2017 the Governing Committee comprised four governors. From October 

2018 the Committee comprised three governors. 

9 Dr John McDermott (2016), “How the Bank formulates and assesses its monetary policy decisions”, 

speech delivered to the Manawatu Chamber of Commerce, 13 July 2016. 
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Figure 2: Key institutional aspects of RBNZ decision-making framework 
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 The Monetary Policy Committee has a membership of twelve, including two external 

members who bring expertise in areas of contemporaneous importance to policy. The 

external members are appointed for a term of two years. 

 The Macro-financial Committee has a membership of thirteen, with no external 

members. 

 The Financial Stability Oversight Committee has seventeen members. Its larger size 

reflects the wide range of financial sector, regulatory policy, and legal expertise 

required for its deliberations.  

The Governor is appointed by the Minister of Finance, on the advice of the Board, for a five 

year term. The Deputy Governors are appointed by the Board, on the advice of the 

Governor, for a five year term. The Governor appoints the members of the Governing 

Committee, who in effect are appointed by role.  

The Governing Committee appoints the members of the advisory committees, who are 

mainly appointed by role, with the exception of the external members, and a small number of 

expert staff members appointed for their personal expertise. 

As the decision makers are essentially agents of parliament and the government, in the 

discharge of their responsibilities, parliament needs to ensure the performance of the 

Reserve Bank is monitored. The Reserve Bank Board is appointed under the Act primarily to 

monitor the Governor and the Reserve Bank, reporting to the Minister. The Reserve Bank’s 

four (per year) Monetary Policy Statements, two Financial Stability Reports, and Annual 

Report are reviewed by the Financial and Expenditure Committee. These publications are 

publicly available. 

High quality inputs 

Decision-making at the Reserve Bank is supported by a broad range of high quality inputs.   

Each advisory committee receives analysis prepared by the relevant teams from the 

Economics, Financial Markets, Macro-Financial and Prudential Supervision departments10.  

These inputs include the views and perspectives of external parties from the public, business 

and financial sectors, and from overseas.   

External input 

Input from the business and financial community is a critical ingredient into the Reserve 

Bank’s policy decision-making. Such input is obtained in a variety of ways: 

 Two external advisors on the Monetary Policy Committee provide insights from their 

engagement in the economic sectors of interest.   

                                                

10 In the case of the Monetary Policy Committee, this is described in detail in Richardson (2016) 
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 The Reserve Bank undertakes around 150 structured visits to businesses across the 

country to gather information on current economic conditions and related issues.  

 The Reserve Bank runs an active outreach programme involving approximately 140 

off-the-record speaking engagements each year. These generate substantial two-way 

engagement with participants from the financial sector and other interest groups such 

as the real estate, exporting sectors and business chambers.   

 The Reserve Bank participates actively in the international financial and economic 

community and gathers significant intelligence through forums hosted by other central 

banks, EMEAP, the Bank for International Settlements, the IMF, OECD and other 

parties.  

 Surveys of both the business and household sectors are conducted on the Bank’s 

behalf covering expectations of key economic data, which we use in addition to 

surveys produced by other parties.   

In respect of financial policy, the Reserve Bank has developed clear policy-making 

processes that include extensive public and industry consultation, regulatory impact analysis, 

and underlying principles that inform the approach.   

Consultation processes provide a formal opportunity for public and industry submissions on 

proposed policies and are often preceded by the release of issues papers providing 

background on the policy problem the Reserve Bank is attempting to resolve.  The level of 

consultation will typically be proportional to the size of the problem the Reserve Bank is 

seeking to address.   

Engagement with industry takes many forms including the release of information via 

newsletters, discussions with regulated entities and industry bodies, and industry workshops.  

These interactions are critical given the often highly technical nature of prudential regulatory 

policy.  The Reserve Bank also engages and cooperates with other government departments 

and agencies, when its own or another institution’s policy decisions may (positively or 

negatively) affect the objectives of the other.   

The Reserve Bank applies the Regulatory Impact Analysis (RIA) framework for all its 

regulatory policy work, including macro-prudential policy. This framework is a systemic 

approach for critically assessing the positive and negative effects of proposed or existing 

interventions. Its central purpose is to ensure that interventions are welfare-enhancing – that 

is, where total benefits to society exceed total costs.  A RIA is generally conducted in a 

comparative context with different options for achieving the policymaker’s objective(s) being 

analysed and compared. Such comparisons may be made using cost –benefit analysis 

(CBA), cost - effectiveness analysis or a purely qualitative set of criteria (where a CBA may 

be impractical or unwarranted).   The Reserve Bank is committed to reviewing its existing 

policies on a regular basis, subject to available resources.   

Economic forecasting 

Economic forecasts are integral to the monetary policy decision-making process (and also 

macro-financial policy). Reserve Bank analysts use a combination of data monitoring, 

feedback, and structural and statistical modelling to form judgements about the likely path of 

key variables. The Reserve Bank uses a DSGE model (NZSIM) to develop its medium term 
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forecasts for economic variables, including inflation and interest rates. Monetary policy 

decisions are model assisted, not produced. 

Risk-based analysis 

Policy decisions for monetary and financial policy follow a risk based approach.  In monetary 

policy, a risk survey of MPC members is undertaken to assess contributor’s degree of 

uncertainty about the forecasts of key economic variables, and the balance of risks. 

Prudential policy also takes a risk based approach, where the scale of regulatory actions will 

be proportional to the risk each sector poses to financial stability.  Such an approach helps 

ensure that policy resources are devoted to areas most likely to have the greatest impact. 

Regular review of inputs 

The Reserve Bank regularly assesses the quality of the inputs to its decision-making 

process.  

With respect to monetary policy, it periodically invites overseas experts to attend and report 

on the process. The most recent review was in February 2017 by Philp Turner. He concluded 

that that “the written materials provided … covered comprehensively the many aspects that 

could be relevant for the central bank’s broad mandate.  Much thoughtful analysis and 

research had clearly gone into its preparation, and it was clearly presented11”  

With respect to financial policy, the Reserve Bank is subject to the IMF Financial Stability 

Assessment Programme (FSAP). Although these are conducted at relatively long intervals of 

several years, the most recent was in 2017. The IMF made one recommendation with 

respect to the information available to the Reserve Bank: that it should adopt a more 

intensive approach to supervision, which would enable it to obtain more reliable 

information12.   

Genuine deliberation 

The Governing Committee deliberates on key economic and financial decisions in two 

phases: 

 In the advisory committees (each chaired by a governor), where presentations and 

wider discussion takes place. 

 In the Governing Committee, where final policy decision are made. In the case of 

monetary policy decisions, the Governing Committee receives written advice from 

each MPC member. In the case of Macro-Financial and Prudential decisions, the 

Governors normally receive specific policy recommendations at the relevant advisory 

committee, and may make their decision in open forum, or may convene separately. 

The Governing Committee will advise the relevant advisory committee and department head 

of its decision, so that the decision can proceed to implementation. 

                                                

11 Turner (2017) 

12 International Monetary Fund (2017) 
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The process described for the deliberations is designed to ensure that the decision-making 

process canvasses widely for information, and extensive discussion is facilitated. This 

ensures that a broad range of perspectives are considered and helps to avoid group think13.  

The objective is to build towards a consensus, which allows for differences of individual 

opinions, but reaches a joint position that all Governing Committee members can agree to. 

Phillip Turner, in reviewing the Reserve Bank’s monetary policy process in 2017, observed 

that “there was one striking general characteristic of the all discussions during the MPC 

process. This was the efforts, reinforced at various stages of the policy round, to ensure that 

everybody irrespective of rank was encouraged to make relevant points”. He concluded that 

“the open working-level culture is a credit to the RBNZ”.14 

Accountability 

The RBNZ is accountable to Parliament, and ultimately to the New Zealand public, for the 

decisions it makes. Therefore it is appropriate that there are decision review mechanisms to 

ensure that decision makers will strive to align decisions with objectives. 

Two main decision review procedures exist: 

 The public review of decisions based on information that the Reserve Bank releases, 

and including the Reserve Bank’s public presentation to the Finance and Expenditure 

Committee on the release of each Monetary Policy Statement or Financial Stability 

Report. 

 The formal review of the decision-making process by the Reserve Bank Board as 

required by the Act and as reported to the Minister of Finance, and to the public 

through the Annual Report.  

The RBNZ is seen as one of the most transparent central banks in the world15. In reviewing 

the MPC decisions, the Board has access to all the materials considered by the MPC, and 

the opportunity to question governors. It receives the written template advice provided by 

each member of the MPC, with the advice of the Governing Committee identified, though not 

by name. The information provided to the Public and the Board is summarised in figure 3. 

 

                                                

13 There is some evidence that if a proposal is presented early in a meeting it can act as a common 

signal and crowd out member’s private information. This has been shown to have adverse effects on 

the prior probability that MPC members reach the correct decision. See Berk & Bierut (2009) 

14 Turner (2017). This was also the observation of Svensson (2001) 

15 As measured by the Dincer and Eichengreen transparency index which is based on the 

communication of monetary policy (Eichengreen & Dincer, 2014). Amongst 120 world central banks, 

the RBNZ’s transparency score has only been exceeded by the Riksbank, and since 2011 by the 

Czech Republic’s central bank. 
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Figure 3: Accountability information 
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4. Committee design issues 

Codification of Governing Committee 

Issue 

The Governing Committee does not have formal status under the Reserve Bank Act. 

International practice 

Most countries codify in their legislation the policy making function of the monetary policy 

decision-making body, although Canada and New Zealand are exceptions. With respect to 

macro-prudential and prudential policy, codification depends on the decision-making model. 

Many central banks operate through normal line management processes, in which case 

there is no codification. 

Discussion 

In the New Zealand case, if the Governing Committee was codified in its current form, it 

would: 

 protect the committee decision-making process from future change; and, 

 improve the transparency of the Reserve Bank’s decision-making process. 

Ultimate accountability for decisions could continue to be retained by the Governor as 

currently stated under the Act: the Governor would continue to be accountable for the 

decisions made by the Governing Committee, and for the manner in which the Governing 

Committee conducts itself. Alternatively greater collective or individual accountability 

mechanisms could be considered. 

Instead of codifying the Governing Committee it is possible to continue to strengthen public 

understanding of the Reserve Bank’s decision-making approach though public 

communication. This has been the approach of the Bank of Canada, who makes decisions 

through the Governing Council, upon which the Reserve Bank’s Governing Committee was 

modelled. For example, the membership processes and terms of reference could be placed 

on the Reserve Bank’s website. The Reserve Bank has already described the Governing 

Committee decision-making process in several speeches and articles16. 

Conclusion 

Updating the Reserve Bank legislation to reflect current practice may be beneficial, by 
bringing the Governing Committee into the Reserve Bank Act. If the Governing Committee 
was codified in its current form, it would: 
 

 protect the committee decision-making process; and, 

 increase the transparency of the Bank’s decision-making process. 

 
Ultimate accountability for policy decisions made by the Governing Committee could be 
retained by the Governor, who would be responsible for the manner in which the Governing 

                                                

16 For example, see McDermott (2016) and Wheeler (2013)  
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Committee conducts itself. Alternatively greater collective or individual accountability 
mechanisms could be considered. The Governor would remain the Chief Executive of the 
Bank. 

 

Codification of objectives 

Issue 

The objectives statement for monetary policy is the 2012 Policy Targets Agreement. For 

financial policy the Bank relies on the high-level objective stated in Part V of the RBNZ Act 

(s68: to promote the maintenance of a sound and efficient financial system) and the MoU 

with the Minister on macro-prudential policy. 

The 2017 IMF FSAP review identified that the macroprudential objectives statement, the 

MoU, created an “important but narrow” policy framework. It limited actions to banks and 

included just four instruments in the tool kit. The IMF felt that this constrained the Reserve 

Bank’s actions, and recommended, for example, that debt-to-income instruments be added 

to the toolkit.  

The IMF also found that the procedures to amend the toolkit were not transparent to the 

public. They suggested that the Reserve Bank’s recommendations to amend the toolkit 

should be publicly disclosed within an appropriate timeframe. They also suggested that a 

formal review, more regularly than every five years as at present, may be useful17. 

Conclusion 

The objectives for monetary policy are clearly defined in the PTA. The objectives statement 
for macro-financial policy will be reviewed as planned in 2018 (jointly with Treasury).    

The scope of the Governing Committee 

Issue 

The Governing Committee makes all key monetary policy and financial stability (macro-

financial and prudential) decisions. A question arises as to whether there should be separate 

Governing Committees for each area, albeit with overlapping membership. 

Discussion 

Monetary policy and financial stability policy each have their own primary objectives, required 

expertise, and accountability processes. Although there are benefits in coordinating policy 

decisions, separate decision-making processes has the advantage of supporting the 

credibility of monetary policy - by not allowing it to become unduly focused on financial 

                                                

17 International Monetary Fund (2017), p29. 
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stability. Further, the accountability and transparency frameworks of monetary and financial 

stability policy are not undermined by the primary policy objective being unclear18. 

Currently the Governing Committee makes the policy decisions for both monetary and 

financial stability policy, but policy deliberations and advice are kept separate through the 

relevant advisory committees. In general this has worked well, separating the policy 

considerations but achieving policy coordination as desirable.  

International practice 

International practice is quite varied (see figure 4). Of the 31 inflation targeting central banks, 

about an equal number have responsibility for banking supervision (16) as do not. In the 

latter case it is the responsibility of an outside agency. Thirteen make specific reference in 

their public documents to having financial stability responsibilities. 

Where the central bank is the supervisory authority, seven central banks manage the 

responsibilities though line management. Four central banks have a single committee 

overseeing all policy areas (New Zealand, Czech Republic, Serbia and Indonesia); two 

central banks have two separate committees19 (Romania and Iceland); and two central 

banks have three separate committees (England and Armenia). 

Conclusion 

While the current Governing Committee has operated well across both the monetary policy 

and financial stability functions, there may be benefit in having a clearer separation of 

decision-making through separate policy committees. They would each be chaired by the 

Governor, and likely have overlapping membership. Because monetary policy and financial 

stability policy each have their own primary objectives and policy instruments, separate 

committees would more transparently delineate decisions. It would also enable the 

composition of the Committees to be tailored to the different skill sets required for each 

policy area.   

The size of the Governing Committee 

Issue 

The Governing Committee comprises four members. An issue is whether this is the 

appropriate size. 

Research 

Academic and social policy research into optimal committee size has expanded in recent 

years. There have been several studies into the optimal size of monetary policy committees. 

                                                

18 See Dunstan (2014) for a detailed discussion of the coordination of monetary and macroprudential 

policy. 

19 The Norwegian 2017 review of the central bank act (Norwegian Ministry of Finance, 2017) proposes 

that one committee make key policy decisions for both monetary and financial stability policy. The 

Norges Bank does not have responsibility for banking supervision. 
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Interestingly, no equivalent research has been undertaken into optimal committee size for 

macro- prudential or banking supervision committees. 

The literature identifies that larger committees have access to greater resources, information, 

and knowledge. They potentially reduce policy volatility, and improve relations with outsiders. 

However larger committees come with greater coordination costs, potentially lower individual 

motivation, and broader communication challenges20.  

Figure 4: International Practice 

Scope, size, and composition of policy making committees 

 

Source: central bank websites 

 

The economic and social literature indicates that smaller committees of about five are 

optimal with respect to decision-making. This size allows for discussion, diversity of opinion, 

                                                

20 Vandenbussche ( 2006). 

Country Committee type Monetary # Ext Macropru #2 Ext2 Prudential #3 Ext3

Australia Board Board 9 6

Norway Board Board 8 5 Board

Armenia Board Board 8 5 Macropru comm 7 0 Pru comm 6 0

Guatamala Board Board 8 7

Colombia Board Board 7 5

Czech Rep Board Board 7 0 Board Board

Peru Board Board 7 3

Philippines Board Board 7 7 Management

Chile Board Board 5 3

Ghana Ext Committee MPC 7 2 Management

Thailand Ext Committee MPC 7 4  

Poland Ext Committee MPC 10 9

Hungary Ext Committee MPC 9 5 Management Management

United Kingdom Ext Committee MPC 9 4 Macropru comm 13 7 Pru comm 8 5

South Korea Ext Committee MPC 7 5

Turkey Ext Committee MPC 7 1

India Ext Committee MPC 6 3 Management

Israel Ext Committee MPC 6 3 Management Management

Iceland Ext Committee MPC 5 2 Macropru comm 5 3

EU Federal GC 24 18 Partial Management

USA Federal FOMC 12 4

Romania Int Board/Committee Policy comm 10 0 Pru comm 10 0

Indonesia Int Board/Committee Policy comm 6 0 Policy comm Policy comm

Canada Int Board/Committee Policy comm 6 0

New Zealand Int Board/Committee Policy comm 4 0 Policy comm Policy comm

Switzerland Int Board/Committee Policy comm 3 0

Brazil Int Board/Committee Policy comm 9 0

South Africa Int Board/Committee Policy comm 8 0 Management

Sweden Int Board/Committee Policy comm 6 0

Mexico Int Board/Committee Policy comm 5 0 Management

Serbia Int Board/Committee Policy comm 5 0 Policy comm Policy comm
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and majority decisions. Coordination losses21 and the incentive for individuals to reduce their 

effort (“social loafing”) increases as committees grow above this size22. 

Alan Blinder identifies four criteria (figure 5) as being important for determining the optimal 

policy committee size23. Based on these criteria, a smaller policy committee in the New 

Zealand context is indicated, but with an issue of how best to gain knowledge across the 

Reserve Bank’s wide functions. 

Figure 5: Criteria governing optional policy committee size 

Factor Inference for New Zealand committee 

size 

The scope of the committee’s activity.  

A wider scope infers a greater need for 

member diversity, and therefore a larger 

size. 

Larger committee 

The Reserve Bank has wide policy 

responsibility for monetary policy, macro-

prudential policy, and prudential regulation.  

The degree of desired consensus.  

If consensus is important the committee will 

be smaller.  

Smaller 

The Governing Committee makes decisions 

by consensus.  

The size of the country.  

Smaller countries with less access to expert 

members will tend to have smaller sized 

committees. 

Smaller 

New Zealand is a relatively small country, 

with a small financial sector. 

The nature of the government.  Smaller 

New Zealand does not have a federal 

government system. 

                                                

21 In one example of coordination failure, Kawamura & Vlaseros (2017) found that larger committees 

tend to overweight expert information, and underweight the aggregation of private information, leading 

to inefficient outcomes.   

22 Sibert (2006) reviews the optimal committee size literature and concludes that committees should 

be no larger than five. Blinder and Morgan (2000), in the seminal experimental study on committee 

decision-making using Princeton students, used a committee size of five. They did not however 

investigate the optimal size. Other important studies include Slater (1958), who asked group members 

which size worked most effectively, with an optimal size of 4-6. This result was supported Lundgren & 

Bogart (1974), and Napier & Gershenfeld (1997). However Farvaque, Stanek, & Vigeant (2013) found 

that the insight that a good committee is a small committee is verified only in crises periods. The 

Svensson Review (Svensson, 2001) recommended a MPC of five. 

23 Blinder (2009). 
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Federal government systems infer larger 

policy committees if representation is 

important. 

 

Only limited empirical research has been carried out into the influence of committee size on 

outcomes, and only with respect to monetary policy committees. The research finds that 

smaller monetary policy committees of less than five members are associated with worse 

inflation outcomes and that larger committees - of greater than ten members - do not 

improve performance 24. 

International practice  

International practice shows that the average size of monetary policy committees in inflation 

targeting central banks (excluding the federal models of the Federal Reserve FOMC and 

ECB) is fewer than seven. That is only slightly greater than the optimal size found in the 

literature.  

The average committee size of separate macro-prudential and prudential committees in 

countries which have them varies, but doesn’t tend to be noticeably larger or smaller than 

monetary policy committees (see figure 4). In the five countries which have one committee 

for both monetary and financial stability policy the committee size is obviously the same. 

Iceland and Romanian have separate financial stability committees that are the same size as 

the MPC, while the relevant Armenian financial stability committees are smaller. However, in 

the UK and Thailand the separate financial policy committees are larger25. 

Conclusion 

The current Governing Committee appears to be close to the optimal size: international 

research into committee performance finds that committees of about five members are 

optimal, bringing the benefits of diversity of knowledge without incurring significant 

coordination costs. International practice shows that the average policy committee size is just 

under seven (Attachment 2). Consequently, there is scope to modestly increase the size of 

the Governing Committee if desirable, for example to include additional expertise. 

The composition of Governing Committee 

Issue 

                                                

24 (Erhart, Lehment, & Vasquez Paz, 2007) found that countries with less than five MPC members 

have been found to have larger deviations from trend inflation than MPCs with five members. Raising 

the number of MPC members above five did not contribute to a further reduction in volatility. In 

contrast, (Berger & Nitsch, 2011) found a U-shaped relation between membership size and inflation, 

with the lowest level of inflation reached with MPCs of 7-10 members. 

25 See Appendix 1 for more detail. 



DRAFT 

16 

 

The Governing Committee comprises internal bank staff. Many overseas central banks have 

external members on their committees. The question arises whether the Reserve Bank 

should have external members on the policy making committee. 

Research 

The consensus in favour of committee decision-making is that it creates more efficient 

decisions by increasing the heterogeneity of the decision makers. Therefore the argument 

for external members is that they may increase heterogeneity. There are two main ways this 

might occur:  

 they might bring different decision-making criteria, which might be important when 

trade-offs between competing objectives is required26; or, 

 they might bring information not otherwise available to the committee.  

Research into whether external members express different preferences to internal members 

has been conducted on the Bank of England’s monetary policy committee. It has found that 

external members react differently to forecasts of inflation and output. It has also found that 

internal members are more likely to vote as a block, choose higher interest rates, and vote 

with the final decision. However the division into external and internal members may be 

overly simplistic: evidence on individual voting patterns suggests that a large part of the 

variation is caused by a small number of individual members27. 

Svensson, in his 2001 review of New Zealand’s monetary policy, argued that the Reserve 

Bank monetary policy committee was a “technical” rather than “political” committee28. The 

Reserve Bank does not have goal independence; it has operational independence. The 

political objectives – as defined in the Reserve Bank Act and PTA - are decided by 

parliament and the government, and agreed with the Governor. Consequently he saw 

monetary policy decision-making as a technical activity. It followed, in his view, that members 

should be experts in monetary policy. Svensson concludes that an internal committee 

conforms to that requirement, but a committee comprising external members could also be 

constructed so as to bring the requisite expertise and heterogeneity to decision-making29. 

                                                

26 The heterogeneity of member preferences is not to mimic society’s preferences: economic theory 

indicates that to be welfare maximising the central bank’s preferences should by more conservative 

than societies as a whole (Rogoff, 1985). The heterogeneity of member preferences is to reduce the 

risk of extreme preferences. 

27 Harris, Levine, & Spencer (2011) 

28 Svensson (2001) 

29 (Apel, Claussen, Gerlach-Kristen, Lennartsdotter, & Roisland, 2013) also opine that to preserve 

heterogeneity it may be desirable for external MPC members to be part-timers, retaining their outside 

jobs. 
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With respect to diversity of views, committee research has shown that external members do 

bring information not available to internal members30. Nonetheless, a survey of the members 

of the Riksbank and Norges Bank monetary policy committees found that most MPC 

members did not consider their fellow members a very important information source, and 

found information provided by staff as more important31. 

The argument in favour of internal members is that if the policy area is highly technical, then 

internal members are likely to have greater expertise. Monetary policy decision-making 

requires full-time monitoring of the domestic and international economies, of financial 

markets, and understanding the policy settings of other central banks. Prudential policy 

(including macro-financial policy) often requires understanding the financial and legal 

situation of individual institutions, and the environment in which they operate. It requires an 

extensive time commitment to understand the related policy issues and the judgements 

required. Therefore it is desirable that external members have the prerequisite expertise and 

time to devote to keeping current in the policy area. 

Alan Blinder, in his work on monetary policy committees, believed that expertise is more 

important than diversity, and concluded in favour of internal members32. 

Empirical research into MPC member composition and inflation performance is limited. One 

study has found no relationship between MPC composition, including industry and 

government representatives, and economic outcomes33. 

International practice  

With respect to monetary policy, of the inflation targeting countries, ten countries (including 

the Reserve Bank) have only internal members on their monetary policy committees (see 

figure 4). Ten countries include externals members. In the nine countries where policy 

decisions are made by the central bank board, which has a wider mandate that just policy, 

then external members are always included. 

Discussion 

Both the MPC and the financial stability committees are aware off, and very focused on, the 

importance of receiving external information and viewpoints. The Reserve Bank gathers a 

wide range of market and financial information, and consults widely with market participants. 

Interactions which members of the Governing Committee are directly involved in include: 

 Attending many of the 150 business visits made by the Reserve Bank each year.  

                                                

30 For example, see Hansen (2010). 

31 (Apel, Claussen, Gerlach-Kristen, Lennartsdotter, & Roisland, 2013). See also (Romer & Romer, 

2008) who concluded that the United States FOMC member’s forecast did not add any extra value to 

the staff forecasts. 

32 Blinder (2009).  

33 (Berger & Nitsch, 2011) 
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 Giving speeches each year, for which the purpose is not just to convey the Reserve 

Bank’s view, but to receive the views of the business and general public attendees.  

 Meeting regularly with financial institution boards, executives, and financial market 

analysts.  

 The Board and the governors also meet with the boards of the major banks through 

the year. 

The MPC comprises two external members, who bring expertise in sectors of particular 

interest to the monetary policy decision-making process, who contribute fully to the 

discussions, and give written advice to the Governing Committee. This written advice (non-

attributed) is available to the board for review. 

As part of the prudential and macro-financial decision-making process any major regulatory 

changes are subject to formal public consultation where affected parties, and other parties, 

may make submissions, thereby informing the decision-making process.  

Conclusion 

Whether policy committees might benefit from external members depends on the nature and 

objectives of the committee. Policy committees which have to make trade-offs between 

competing objectives may benefit from having external members to bring a diversity of 

judgement to the committee.  In New Zealand, the objectives of monetary policy are clear in 

the Act, and through the PTA34.  For prudential policy, the objectives of soundness and 

efficiency are clear, but their interpretation requires complex judgement. 

While external members bring outside information to the committee, it appears this is a less 

important consideration, with committee members possibly more likely to rely on the 

information and models presented by staff, rather than that provided by fellow members.  

Policy making in monetary and financial policy often involves complex considerations based 

on multiple indicators, sophisticated models and competing economic theories, and this 

suggests that members with relevant expertise may be better able to exercise judgement 

than members without such expertise.  

The decision-making process: voting or consensus? 

Issue 

The Governing Committee makes decisions by consensus, with the Governor having the 

casting vote where a decision cannot be agreed. An issue is whether the Committee should 

formally vote on decisions. 

Research 

                                                

34 The Labour Party’s proposal to add full employment to the Reserve Bank’s objectives, if equally 

weighted with price stability, would create objective trade-offs in some economic states. This may 

have implications for the appropriate composition of the policy making committee. The Labour Party 

has also proposed adding external members to the policy making committee for monetary policy. 
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Academic research finds that whether a committee should seek to make a decision by vote 

or consensus is linked to the size of the committee, the cost of the decision, and the 

uncertainty associated with the decision35. 

Consensus is considered a preferable decision process as it allows for more in-depth 

discussions, a frank exchange of views, more accurate judgement on average, and higher 

committee moral, although with a potential risk of converging views over time. As committees 

become larger some of these advantages can be lost and it can become more costly in time 

and effort to achieve consensus. Therefore larger committees have an incentive to reduce 

this cost by using voting36.  

 

Figure 5: International Practice 

Decision process and information published 

                                                

35 Maurin & Vidal (2012) 

36 Vandenbussche (2006) considers the bound for larger committees as greater than 10 members. 



DRAFT 

20 

 

 

Source: central bank web sites. 

 

Studies of actual committee decision-making suggests found that the consensus model fits 

actual policy decisions better than alternative models, regardless of the actual decision-

making model of the committee37. That is, even voting committees strive for consensus. 

International practice 

Voting is the prevalent decision making process for monetary policy committees, with 23 of 

31 central banks using that mechanism (figure 5). 

                                                

37 Riboni & Ruge-Murcia (2010), (Apel, Claussen, Gerlach-Kristen, Lennartsdotter, & Roisland, 2013). 

Country Committee type Monetary

Decision 

process

Votes 

published

Minutes 

published

Australia Board Board Consensus na Yes

Norway Board Board Consensus na No

Armenia Board Board Vote No Yes

Guatemala Board Board Vote No Yes

Colombia Board Board Vote Balance No

Czech Rep Board Board Vote Yes Yes

Peru Board Board Vote No No

Philippines Board Board Vote No Yes

Chile Board Board Vote Yes Yes

Ghana Ext Committee MPC Consensus na No

Thailand Ext Committee MPC Consensus Balance Yes

Poland Ext Committee MPC Vote Yes na

Hungary Ext Committee MPC Vote Yes Yes

United Kingdom Ext Committee MPC Vote Yes Yes

South Korea Ext Committee MPC Vote No No

Turkey Ext Committee MPC Vote No Yes

India Ext Committee MPC Vote Yes Yes

Israel Ext Committee MPC Vote Balance Yes

Iceland Ext Committee MPC Vote Balance Yes

EU Federal GC Vote No No

USA Federal FOMC Vote Yes Yes

Romania Int Board/Committee Policy com Vote No No

Indonesia Int Board/Committee Policy com Consensus na No

Canada Int Board/Committee Policy com Consensus na No

New Zealand Int Board/Committee Policy com Consensus na No

Switzerland Int Board/Committee Policy com Consensus na No

Brazil Int Board/Committee Policy com Vote Balance Yes

South Africa Int Board/Committee Policy com Vote No Yes

Sweden Int Board/Committee Policy com Vote Yes Yes

Mexico Int Board/Committee Policy com Vote No No

Serbia Int Board/Committee Policy com Vote No No
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There isn’t a strong relationship between committee size and whether committees make 

decisions by vote or consensus. However the very largest committees do use the voting 

mode.   

There also isn’t a strong relationship between committee type and decision making process, 

with the majority of boards, MPCs containing external members and MPCs comprising only 

internal members using the voting mode. 

Conclusion 

The Governing Committee makes decisions by consensus rather than voting. Research into 
decision-making practices finds that consensus is the preferred decision approach as it 
allows for more in-depth discussions, the frank exchange of views, more accurate judgement 
on average, and higher committee morale. However, as committee size increases it can 
become costly in time and effort to achieve consensus, and therefore larger committees 

typically use voting mechanisms. 
 
Provided the Governing Committee remains relatively small, it can continue to make 
decisions by consensus, with the Governor having the final decision if no consensus can be 
achieved.  
 

The appointment processes 

Issue 

All members of the current Governing Committee are appointed by the Governor, by 

position. 

Individual Governors are appointed to their roles by the different parties: the Minister of 

Finance (Governor), the Board (Deputy Governors, and the Governor (Assistant Governors). 

There are several alternative appointment possibilities. 

Research 

There is little research into committee appointment processes,  

International practice 

Where the central bank board is the decision-making body, appointments to the board tend 

to be made by the head of state, or the parliament. Where there is a committee that 

comprises some external members, appointment processes are quite diverse.  Responsibility 

for appointments may rest with parliament, the government, the minister of finance, or the 

central bank board. 

Where policy committees are required to make policy trade-offs, member appointment tends 
to be made by the head of state or parliament. But even where policy trade-offs are less 
relevant, external members are often appointed by the government. 
In the ten central banks which have wholly internal committees, in five cases the Governor or 

the central bank makes the appointment. 

Discussion 
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Whether a policy committee needs political involvement in the appointment process will 

depend on whether it is - in Svensson’s categorisation - a political or technical committee. He 

was of the view that Reserve Bank policy committees were technical in nature, as the 

political decision-making parameters were determined through the Act, the PTA (and since 

2013 the MoU)38. Consequently the Governing Committee does not need political 

involvement in appointments. Members can be appointed by the Governor, or if independent 

confirmation is desirable, by the Reserve Bank board. 

One advantage of the Deputy Governors being appointed to their roles by the Board, 

independently of the Governor, is that if the Governor in his role of Chair of the Committee 

operates ineffectively, the Deputy Governors can advise the board as the monitoring body. 

This creates a check on the decision-making process.  

Conclusion 

In New Zealand, the Governing Committee is a “technical” committee created to carry out the 

purpose and objectives set out in the Act, the PTA and the MoU. The Reserve Bank is the 

government’s agent in the carrying out of its monetary, prudential and macro-prudential 

policy objectives. Therefore policy committee appointments can be made by the Reserve 

Bank and not directly by the government. The Governing Committee can continue to be 

appointed by the Governor, or by the Reserve Bank Board on the recommendation of the 

Governor. 

Term of appointment 

Issue 

Appointments to the Governing Committee has no fixed term, except for the term of the 

individual governor’s employment contracts. 

Research 

Academic studies have found that higher committee turnover is associated with lower 

committee performance, which may be due to a higher composition of inexperienced 

members, or simply destabilising group routines39. There is also the proposition that where 

independence is important, committee members need some protection against being 

replaced where decisions have been politically unpopular40. These findings imply that 

committee members should have longer terms rather than shorter terms. 

International practice 

On international monetary policy committees, the typical term of appointment is 5-8 years. In 

the case of the Federal Reserve Board, whose members are all members of the FOMC, the 

                                                

38 Svensson (2001) 

39 See Farvaque, Stanek, & Vigeant (2013), and also Eslava (2010). In contrast, (Berger & Nitsch, 

2011) found that the frequency of MPC membership turnover did not appear to affect economic 

outcomes. 

40 Eslava (2010) 
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term extends for 14 years (although the three regional board members of the FOMC rotate 

every year). 

On the Governing Committee, the Governor and Deputy Governors are in effect appointed 

for the terms of their contract, being five years (renewable). An Assistant Governor would in 

effect be a member for as long as he held the position. 

Conclusion 

Terms of appointment to the Governing Committee are currently by term of role. This helps 

to limits committee turnover, and enables members to contribute to policy discussions freely. 

If individuals were brought onto the committee, then longer rather than shorter terms are 

desirable. 

Communicating how decisions are made 

Issue 

Communication of policy decisions matters for financial markets expectations and thus price 

setting. Actual and perceived transparency is beneficial as it leads to greater policy 

predictability. 

Transparency about how decisions are made is also an important accountability mechanism. 

The Reserve Bank currently releases considerable information about the rationale for its 

decisions, and it outlook for the economy.  

Two major issues for consideration are: 

 whether the Reserve Bank should release minutes of the policy meetings; and, 

 whether it should release the voting pattern. 

Research 

In his research into monetary policy committees, Alan Blinder distinguishes between the 

nature of the committee, and the requirement to release minutes. For what he terms 

“autocratically collegial” committees, which are chairman led, the statement and the minutes 

are in a sense substitutes and releasing both is not required. With genuinely “collegial 

committees”, getting agreement on a detailed statement may take time, and therefore 

releasing a more detailed statement after the decision (which may take the form of minutes) 

may assist the public understand the rationale for the decision. In an “individualistic 

committee”, where members may disagree, the burden of the explanation of the decisions 

falls on the minutes.  

The size of the committee may also affect how it communicates; where larger committees 

have greater difficulty in achieving agreement.41  

                                                

41 Blinder, Monetary Policy by Committee: Why and How?, 2007 
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Communicating the diversity of views regarding monetary policy decisions through either 

minutes or voting patterns may lead to greater uncertainty about monetary policy decisions 

in the short term. However the predictability of monetary policy decisions increases with the 

time a committee has been in office as market agents learn about individual committee 

member’s preferences42. 

The FOMC’s decision to publish transcripts from 1993 has been subject to research to 

understand to what extent it changed member behaviour. Kevin Warsh, former member of 

the FOMC, concluded from this research that the decision led to less robust deliberation, and 

increased use of prepared speeches by participants43. 

International practice 

Of the 30 inflation targeting central banks surveyed, 17 publish minutes of monetary policy 

committee meetings, 13 do not (see figure 5). The criteria for publishing minutes appears to 

be whether there are external members or not (3 of 10 internal committees publish minutes), 

and whether the voting behaviour is by consensus or not (2 out of 8 consensus committees 

publish minutes).  

With regard to macro-prudential and prudential policy, whether committees publish minutes 

or not does not seem to be an issue. None of the central banks publish minutes, including 

the Bank of England’s Prudential Regulation Authority. 

With respect to releasing voting patterns, of the 31 inflation targeting banks, only eight 

publish individual MPC member votes, and five the balance of votes. Of the eight banks that 

make decisions by consensus, only one publishes the balance of votes.  

Some overseas central bank policy committees release minutes of their decision process, 

and voting records. Whether or not this supports rigorous decision-making depends on the 

nature of the committee. In a committee where members may publicly disagree, or that 

includes external members, the release of minutes and voting records may help explain the 

decision process. International practice shows that policy committees tend to release 

minutes and voting records when they have external members, and when decisions are 

arrived at by voting (Attachment 3). 

Conclusion 

The Governing Committee is an internal committee with a consensus decision-making 
approach. Under that model, publishing voting records is not required, and publishing 
minutes would be unlikely to add to the information contained in the Monetary Policy 
Statements or Financial Stability Reports.44  
 

Monitoring and review: the role of the Board 

                                                

42 (Weber, 2007) 

43 Warsh, 2016 

44 The Labour Party has proposed adding external members to the policy making committee for 

monetary policy. Under that model there may be implications for communication mechanisms. 
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Issue  

The Board’s is given three tasks under the Act: 

 Monitoring: keep under constant review the performance of the Bank and the 

Governor.  

 Appointments: recommend the Governor appointment, or dismissal, to the Minister of 

Finance; and make the Deputy Governor appointment on the recommendation of the 

Governor 

 Advice: may give advice to the Governor. 

The issue arises whether these tasks appropriately support the policy making framework. 

Discussion 

The Board continuously monitors the performance of the Bank and its Governors. It is 

responsible for agreeing the performance objectives of the Governor each year, and for 

undertaking a review of the Governor’s performance against those objectives at the end of 

the year.  The process of setting objectives, monitoring and evaluation is a powerful 

mechanism for ensuring that best practice is strived for. 

The board monitors and reviews monetary policy financial stability decisions; regulatory 

policy; operational decisions (including financial management and compliance); and special 

projects (e.g. currency; IT projects). The Board has substantial exposure to managers within 

the organisation, extending to the capability and thinking of a large group of managers within 

the Bank. 

The role of the Board was reinforced in 2015 by the Minister’s “Letter of Expectations”.  The 

Board, in reviewing the best ways of operationalizing these expectations, has demonstrated 

that a great deal can be achieved to improve practice or to establish a de facto requirement 

that existing practices continue. 

Conclusion 

The Board’s role in monitoring the performance of policy decision-making is extensive. It has 

continued to adapt and improve its roles in meeting the needs of the government and the 

Minister of Finance to monitor the Bank’s performance. 

 

 

The role of the Treasury 

Issue 

It is generally accepted internationally that the Treasury does not have a role in monetary 

policy decision-making, so as to ensure central bank independence45.  

                                                

45 Blinder (2009) 
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With regard to prudential supervision, the 2017 IMF FSAP Review of New Zealand identified 

that there were several ambiguities in the roles and responsibilities of the Treasury and the 

Reserve Bank, and recommended that these be clarified so as to strengthen the Reserve 

Bank’s operational independence46. 

Research 

International thinking has moved away from greater Treasury involvement in prudential 

decision-making. Prior to the 2008 global financial crises (GFC) there was a global trend for 

the institutional separation of prudential regulation from monetary policy47. The arguments for 

separation rested on a number of internal conflicts that could arise between monetary policy, 

a central bank’s lender-of-last- resort role, and prudential regulation. The GFC has re-framed 

the benefits of placing responsibility for financial stability (including for macro-prudential 

policy) within the central bank48. 

The IMF continue to reinforce the importance of regulator autonomy in the FSAPs as a 

fundamental principle of good governance and regulatory design, while recent revisions to 

the various international standards for banking, insurance and capital market regulation have 

not in any way diluted operational independence as a fundamental principle. The IMF has 

also argued, in developing a set of principles for good governance of macro-prudential 

policy, that government should not play a lead role, and that decision-making should be 

vested in some independent body49.  

International practice 

With respect to monetary policy only two countries – Australia and Colombia – have 

Treasury representatives on their monetary policy making committees (being in each case 

the bank board). The United Kingdom has a Treasury observer, but who is not a member. 

With respect to macro-prudential and supervisory policy, practice varies greatly. About half 

the countries surveyed have prudential supervision placed outside the central bank, in which 

the Treasury may have a role. Where responsibility is placed inside the central bank the 

Treasury normally does not have a role.  

Conclusion 

The Treasury does not have a role on the Reserve Bank policy making committees. The 

areas of ambiguity with regard to prudential supervision will be clarified as recommended by 

the 2017 IMF FSAP Review.  

 

                                                

46 International Monetary Fund (2017) 

47 Pellegrina, Masciandaro, & Pansini (2013) 

48 Bank for International Settlements (2011) 

49 FSB, IMF and BIS (2011) 
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Appendix 1: Governance arrangements for prudential regulators 

While central bank governance arrangements for monetary policy have been widely studied, 

there appear to be fewer studies on the governance and institutional arrangements for 

prudential regulation.  However, as various authors have noted, the conduct of financial 

regulation differs from monetary policy in important ways and brings its own challenges:   

 

 Financial stability (and the quality of decisions taken to support it) are inherently more 

difficult to measure and explain than price stability (see Masciandaro and Quintyn 

(2013)). This makes decision-making, accountability and the ex-post assessment of 

policy effectiveness more challenging. 

 Financial policy is technically demanding and can be highly specialised, narrowing 

the pool of suitably qualified decision-makers. 

 Financial stability policy has crossovers with the Treasury (given the potential fiscal 

and economic implications of financial failures or financial sector inefficiency).  

 Decision-makers face the ever present risk of industry or self-capture (aka group 

think). 

 There can be concerns around the concentration of powers in the financial supervisor 

(particularly when regulatory remits are broad) and whether decision-maker 

incentives are aligned (eg there is a natural conflict between supervision and LLR). 

 In the case of macro-prudential policy, political economy pressures can be intense 

given the intrusive and redistributive nature of some tools.  This may argue in favour 

of policymaker independence but a counter-argument is that democratic legitimacy 

can be lost if macro-prudential decision-making is made truly independent of the 

political process (see Tucker 2016). One viewpoint is that governance frameworks for 

macro-prudential policy should be based on the use of rules rather than discretion 

and/or incorporate clear limits on powers.  

 

In short, the framework adopted for financial policy decision-making (and governance) needs 

to strike a balance across these competing considerations while being mindful of 

practicalities such as the size of the country, the broader institutional setting, the complexity 

of the financial system and the resources available to support decision and governance 

processes.   
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In one of the few broad surveys of governance arrangements for financial regulation, Seelig 

and Novoa (2009) undertook a cross-country study of governance practices at financial 

regulatory supervisory agencies from 103 countries.  The authors found that arrangements 

for financial regulation and supervision range from independent stand-alone agencies to 

consolidated supervisors responsible for supervising the entire financial sector.  The study 

found that most of these were separate stand-alone agencies, although, in the case of bank 

supervisors, the majority were part of the central bank.  While we doubt the landscape has 

changed dramatically since the 2009 study, there has been a trend, especially since the 

GFC, towards assigning central banks greater responsibility over systemic stability and 

associated macro-prudential policies. That trend is moving in the direction of the New 

Zealand model. 

The governance and decision-making arrangements adopted by regulatory agencies appear 

to differ greatly.  Seelig and Novoa found that 60 percent of all financial sector supervisory 

agencies were governed by a board of directors or a supervisory council – broadly 

analogous to our Governing Committee (given the role of the RBNZ Board in monitoring 

performance rather than decision-making).   Three quarters of the agencies do not have 

industry representatives on their boards of directors.  However, 44 percent of insurance-only 

supervisors had industry representatives on the governing body implying that industry 

participation for banking supervisors is rarer.   About 60 percent of the agencies with a board 

of directors had a combination of part-time and full-time directors. 

Three other findings are that: 

 In a slight majority of the agencies with a board or supervisory council, the chairman 

of the board is the CEO of the agency. This is most prevalent among unitary bank 

and securities supervisors but less so for insurance, consolidated, and integrated 

supervisors.  

 Most of the agencies with boards of directors have a combination of outside/part-time 

and full-time directors. This practice is most prevalent among insurance supervisors. 

Typically, other government agencies or ministries are not represented on the board. 

 In virtually all countries, the process for the appointment of members to the governing 

body of a financial sector supervisory agency is spelled out in legislation. Typically 

the legislation will include requirements for legislative confirmation of appointees, skill 

or education requirements, length of term, and grounds for dismissal.  
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An obvious question relates to the function of the board of directors or supervisory council.  

Most of the agencies (70 percent or more, depending on type) indicated that the following 

were the top three functions of their governing body:  

 Setting and overseeing the agency’s strategic direction;  

 

 Establishing regulatory and supervisory policies; and  

 

 Approving/ratifying major supervisory interventions, including sanctions and license 

revocations.  

While in law, boards or governing committees comprising externals often take a relatively 

central role in supervision policy formulation and decision-making, in practice much of the 

responsibility for decisions appears to be delegated to the CEO and management of the 

agency concerned.   This is almost certainly a reflection of the breadth and granularity of 

prudential policy matters.  Outside of the larger strategic decisions, a policy committee 

(particularly one comprising externals) could not possibly be expected to confront the full 

range of matters associated with designing regulatory policy and supervising institutions. 

In summary, there appears to be more diversity in institutional arrangements for financial 

stability functions and policies compared with those used for monetary policy.  To provide 

examples, the table below profiles regulatory governance arrangements in Australia, 

Canada, Hong Kong, Norway, Singapore and the UK.  As shown by the tables, decision-

making models range from purely internal committees or councils through to decision-making 

bodies that rely exclusively on external members. 

An important influence on governance frameworks is the degree to which the regulatory 

authority in question makes its prudential policy independently – European countries are all 

to some degree constrained by the requirement to implement EU directives and regulations 

– CRR/CRD for capital, BRRD for resolution, DGSD for deposit guarantee schemes etc.  

Thus, for example, the FSA in Norway is required to implement EU banking regulations and 

report to and coordinate with other European supervisors.  All of its members of its board of 

directors are externals with the over-arching responsibility for its activities. 

By contrast, Australia, HK and Canada use expert, full-time, internal committee (similar to 

New Zealand) or single decision-maker frameworks, and are each responsible for drafting 

their own regulations and guidelines. 
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 Country Australia 

Central Bank Reserve Bank of Australia 

Prudential regulator Australian Prudential Regulation Authority 

Macroprudential 

arrangements 

The CoFR (RBA, APRA, ASIC, Treasury) provides a 

mechanism to ensure effective cooperation and coordination on 

financial stability issues between agencies.  

Microprudential 

decision/policymaking 

structure and committees 

APRA’s responsibilities include the development of regulatory 

and supervisory policies relating to the performance of its role 

as prudential regulator, including the making of prudential 

standards under relevant legislation. 

 

APRA’s Executive Group comprises between 3 and 5 full-time 

members (currently 3), appointed by the Treasurer for terms of 

up to 5 years. The Executive Group members are collectively 

responsible and accountable for the operation and performance 

of APRA, and meet at least monthly to discuss and resolve 

major policy, supervision, and strategic issues facing APRA. 

FSAP notes APRA has clear responsibility for the supervision of banks in 

Australia.  APRA has the power to make, amend or revoke 

prudential standards without the need to change the underlying 

legislation. However, prudential standards must be tabled in 

Parliament and may be disallowed. After the standards have 

been laid before each House, a notice of motion to disallow the 

standards may be given within 15 sitting days. If the notice of 

motion to disallow is then passed within 15 sitting days after the 

giving of the notice, the standards will cease to have effect. 

APRA has said that neither of these provisions has ever been 

invoked and that they are not likely to be. Nonetheless, they 

have the potential to compromise the independence of APRA. 

References APRA governance: 

http://www.apra.gov.au/AboutAPRA/Pages/Governance.aspx 

http://www.apra.gov.au/aboutapra/publications/documents/corp

orategovernance.pdf 

Annual Report (APRA): 

http://www.apra.gov.au/AboutAPRA/Publications/Documents/A

R-2015-16-WHOLE-FINAL-WEB.pdf  

FSAP (2012): 

http://www.apra.gov.au/AboutAPRA/Pages/Governance.aspx
http://www.apra.gov.au/aboutapra/publications/documents/corporategovernance.pdf
http://www.apra.gov.au/aboutapra/publications/documents/corporategovernance.pdf
http://www.apra.gov.au/AboutAPRA/Publications/Documents/AR-2015-16-WHOLE-FINAL-WEB.pdf
http://www.apra.gov.au/AboutAPRA/Publications/Documents/AR-2015-16-WHOLE-FINAL-WEB.pdf
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http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Austra

lia-Basel-Core-Principles-for-Effective-Banking-Supervision-

Detailed-Assessment-of-40115  

 

Country Canada 

Central Bank Bank of Canada (BoC) 

Prudential regulator Office of the Superintendent of Financial Institutions (OSFI) 

Macro-prudential 

arrangements 

The Senior Advisory Committee, chaired by the Deputy MoF, 

consists of OSFI, the BoC, CDIC, FCAC and the Department of 

Finance, and is a discussion forum for financial sector policy issues 

which provides advice to the MoF. Each member of the SAC 

formulates policies to address identified vulnerabilities consistent 

with their mandates. 

Micro-prudential 

decision/policymaking 

structure and 

committees 

Under the OSFI Act, the Superintendent is solely responsible for 

exercising OSFI’s authorities and is required to report to the 

Minister of Finance from time to time on the administration of the 

financial institutions legislation. The MoF appoints the 

Superintendent for a 7 year term. The Superintendent appoints 

deputy and assistant Superintendents, each of whom head different 

functions (policy and regulation, deposit-taking supervision, 

insurance supervision, corporate services). 

 

OSFI does not have the authority to issue its own legally 

enforceable regulations, but can issue guidelines (capital, liquidity, 

risk management etc.), rules, legislative interpretations and provide 

supervisory approvals, which are de facto equivalent to this power. 

OSFI has developed a framework which outlines the regulatory and 

supervisory powers that are retained directly by the Superintendent 

and those that are assigned to specific positions within the 

organisation. This delegation is based on the principle that only 

persons in positions of sufficient authority can exercise the 

Superintendent’s powers. 

FSAP notes OSFI is a government agency whose formal head is the Minister of 

Finance and hence, is subject to some governmental disciplines. 

Despite this structure, operational independence is clearly in 

evidence in OSFI’s practices and decisionmaking and is confirmed 

by all stakeholders including the industry. 

The statutory framework governing OSFI provides comprehensive 

powers and operational flexibility and has been interpreted to grant 

http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Australia-Basel-Core-Principles-for-Effective-Banking-Supervision-Detailed-Assessment-of-40115
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Australia-Basel-Core-Principles-for-Effective-Banking-Supervision-Detailed-Assessment-of-40115
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Australia-Basel-Core-Principles-for-Effective-Banking-Supervision-Detailed-Assessment-of-40115
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OSFI de-facto independence. While OSFI lacks the authority 

present in some other jurisdictions to issue its own legally 

enforceable regulations, it has effectively worked around this gap 

through the use of guidelines, which banks view as equivalent. 

However, the Bank Act (and the Insurance Act discussed in the 

next section), provide the Minister of Finance with the authority to 

override the prudential judgment of OSFI in some key areas. While 

this has not proved to be a problem under the current leadership, 

the supervisory framework would be even stronger if the legislation 

was amended to ensure that when OSFI rejects a transaction on 

prudential grounds, such a decision cannot be overridden by the 

Minister except under extraordinary circumstances and with full 

public disclosure. 

References Annual report: 

http://www.osfi-bsif.gc.ca/Eng/osfi-bsif/rep-rap/ar-

ra/Pages/default.aspx 

FSAP (2014): 

https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Canada-

Financial-Sector-Stability-Assessment-41299 

 

Country Hong Kong SAR 

Central Bank Hong Kong Monetary Authority (HKMA) 

Prudential regulator HKMA 

Macro-prudential 

arrangements 

Financial Secretary (MoF) and HKMA are members of the Financial 

Stability Committee and Council of Financial Regulators, which 

provides coordination across other regulatory agencies (securities 

and insurance regulators). HKMA is empowered to independently 

set out and implement macroprudential policy instruments. 

Micro-prudential 

decision/policymaking 

structure and 

committees 

The Chief Executive of the HKMA is the ‘Monetary Authority’. The 

‘Monetary Authority’ is responsible for setting prudential policies, 

standards, guidelines, licencing etc. under the Banking Ordinance, 

supported by their office (the HKMA). The Monetary Authority is 

appointed for a 5 year term by the Financial Secretary (MoF). 

 

The HKMA has a set of internal authorizations that specify which 

staff within the HKMA is entitled to exercise the powers conferred 

on the MA under the different sections of the ordinances relevant to 

http://www.osfi-bsif.gc.ca/Eng/osfi-bsif/rep-rap/ar-ra/Pages/default.aspx
http://www.osfi-bsif.gc.ca/Eng/osfi-bsif/rep-rap/ar-ra/Pages/default.aspx
https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Canada-Financial-Sector-Stability-Assessment-41299
https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Canada-Financial-Sector-Stability-Assessment-41299
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the work of the MA. The authorizations are updated from time to 

time and approved by the MA. 

 

The Banking Advisory Committee advises the Chief Executive of 

the Hong Kong SAR on matters relating to the Banking Ordinance, 

and consists of the Financial Secretary (Chairperson), Monetary 

Authority (ex officio), CEOs of banks (5), Chairperson of the 

Securities Commission, Secretary for Financial Services and the 

Treasury, and a member of the Legislative Council. 

FSAP notes The HKMA enjoys clear de facto but not de jure operational 

independence. In practice the HKMA has autonomy over its day-to-

day operations and in the methods it uses to pursue its public 

policy objectives. However, the Chief Executive of HKSAR has a 

reserve power in the Banking Ordinance (BO) to give directions to 

the MA. This reflects the government’s responsibility for the 

formulation of monetary and financial policies and supervision of 

financial markets as enshrined in the Basic Law. The Chief 

Executive has not used this power. 

References Functions and responsibilities of Financial Secretary/Monetary 

Authority: 

http://www.hkma.gov.hk/eng/key-information/press-

releases/2003/20030627-4.shtml 

Annual Report (HKMA): 

http://www.hkma.gov.hk/media/eng/publication-and-

research/annual-report/2015/ar2015_E.pdf 

Banking Advisory Committee: 

http://www.hkma.gov.hk/eng/about-the-hkma/hkma/advisory-

committees/banking-advisory-committee.shtml 

FSAP (2014): 

http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Peoples-

Republic-of-ChinaHong-Kong-Special-Administrative-Region-

Financial-System-Stability-41575 

  

http://www.hkma.gov.hk/eng/key-information/press-releases/2003/20030627-4.shtml
http://www.hkma.gov.hk/eng/key-information/press-releases/2003/20030627-4.shtml
http://www.hkma.gov.hk/media/eng/publication-and-research/annual-report/2015/ar2015_E.pdf
http://www.hkma.gov.hk/media/eng/publication-and-research/annual-report/2015/ar2015_E.pdf
http://www.hkma.gov.hk/eng/about-the-hkma/hkma/advisory-committees/banking-advisory-committee.shtml
http://www.hkma.gov.hk/eng/about-the-hkma/hkma/advisory-committees/banking-advisory-committee.shtml
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Peoples-Republic-of-ChinaHong-Kong-Special-Administrative-Region-Financial-System-Stability-41575
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Peoples-Republic-of-ChinaHong-Kong-Special-Administrative-Region-Financial-System-Stability-41575
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Peoples-Republic-of-ChinaHong-Kong-Special-Administrative-Region-Financial-System-Stability-41575
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Country Norway 

Central Bank Norges Bank 

Prudential regulator Finanstilsynet (FSA) 

Macro-prudential 

arrangements 

Responsibility for financial stability lies with the MoF, though 

key macroprudential powers are allocated to the Norges Bank 

(NB) and the FSA. The MoF generally bases their decisions on 

NB/FSA advice, but can and has overruled such 

recommendations. There is no committee structure for 

macroprudential policy. 

Micro-prudential 

decision/policymaking 

structure and 

committees 

Finanstilsynet’s Board of Directors has by law the overarching 

responsibility for Finanstilsynet’s activities. The Board has five 

members, all of which are external and part time members 

(mainly university professors and lawyers). Members and 

alternates are appointed by the Ministry of Finance for a term of 

four years. Two representatives of the NB are observers to the 

Board.  Two members elected by and from among the 

employees of the FSA supplement the Board when 

administrative matters are dealt with (typically senior 

supervisors). The Board of Directors meets each month to deal 

with important supervisory matters related to regulations and 

licences, budget and action plans. The Board receives regular 

reports on Finanstilsynet’s activities. The day-to-day 

management is in the hands of the Director General of the FSA 

who is appointed by the King in Council for a period of six 

years.  

 

As a member of the EEA, Norway is required to implement EU 

banking regulations. The FSA assists the MoF by transposing 

EU requirements and regulations into Norwegian law. As a 

national supervisor, the FSA is required to report to and 

coordinate with other European supervisors. 

FSAP notes The BCP assessment suggests that the regulatory and 

supervisory framework is generally good. It is largely based on 

EU supervisory laws which, as a member of the EEA, Norway 

transposes into national laws. The FSA employs a risk-based 

approach to supervision with an enhanced focus on institutions 

of systemic importance and important risks. Its supervisory 

framework is comprehensive, taking into account 

macroeconomic and system-wide aspects…. Nevertheless, a 

number of weaknesses exist in the system. In particular, the 

authorities should further (i) strengthen the de jure operational 

autonomy of the FSA, increase supervisory resources to allow 
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an increase in the frequency and depth of inspections of small 

institutions, and expand the range of its sanctioning tools. 

References Annual report: 

https://www.finanstilsynet.no/en/publications/annual-report/ 

FSAP (2015): 

https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Norw

ay-Financial-Sector-Assessment-Program-Financial-System-

Stability-Assessment-43263 

 

Country Singapore 

Central Bank Monetary Authority of Singapore (MAS) 

Prudential regulator MAS 

Macro-prudential 

arrangements 

MAS is an integrated supervisor, resolution authority, 

macroprudential authority and central bank.  

Micro-prudential 

decision/policymaking 

structure and 

committees 

The MAS Act gives the MAS the authority to regulate the financial 

services sector in Singapore. The Board of Directors of MAS is 

appointed by the President for a term of 3 years and is 

responsible for the policy and general administration of the affairs 

and business of MAS.  

 

4 of 9 Board members including the Chairman and Deputy 

Chairman are government ministers, including the Deputy Prime 

Minister. 2 of 9 are internal to the MAS, and none are full time 

board members. The Chairman’s Meeting is a subset of the 

Board, and makes decisions on major changes to the regulatory 

framework and supervisory policies. It is comprised of the 

directors who are government ministers and the MD of the MAS. 

The MD of the MAS is appointed by the President for a term of 2 

years. 

FSAP notes The governance structure of MAS raises the potential for political 

influence in the operations of MAS. While the mission neither 

observed nor was informed of any instances of inappropriate 

interference in the banking supervisory operations of MAS, 

having a Board at the top of MAS, of which four out of nine Board 

members including the chairman and deputy chairman are 

government ministers and another member is a permanent 

secretary at the MoF, raises the risk that under different 

https://www.finanstilsynet.no/en/publications/annual-report/
https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Norway-Financial-Sector-Assessment-Program-Financial-System-Stability-Assessment-43263
https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Norway-Financial-Sector-Assessment-Program-Financial-System-Stability-Assessment-43263
https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Norway-Financial-Sector-Assessment-Program-Financial-System-Stability-Assessment-43263
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leadership, the supervision of the financial system by MAS could 

be subject to undue governmental influence. This deficiency does 

not raise serious concerns at the moment of the assessment. 

While it is always possible that a new government may adopt a 

different posture, the current government appears to have fully 

recognized the benefits to Singapore, as a financial center, in 

maintaining its reputation as a supervisor with very high 

prudential and licensing standards. 

References MAS Board of Directors: 

http://www.mas.gov.sg/About-MAS/Overview/Board-

Members.aspx 

FSAP (2013): 

http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Singap

ore-Report-on-the-Observance-of-Standards-and-Codes-41052 

 

Country United Kingdom 

Central Bank Bank of England (BoE) 

Prudential regulator Prudential Regulation Authority (PRA), part of the BoE 

Macroprudential 

arrangements 

The Financial Policy Committee is the BoE’s macroprudential 

policymaking body. The FPC can issue directions and 

recommendations to the PRA, which the PRA implements with 

reference to its own objectives.  

Micro-prudential 

decision/policymaking 

structure and 

committees 

The Prudential Regulation Committee (PRC), created in March 

2017, is responsible for the strategic direction of the PRA, as well 

as major policy decisions and the supervisory strategies and 

major supervisory decisions for large firms. It replaced the former 

PRA Board of Directors. The PRC consists of 4 Governors, the 

CEO of the FCA, a member appointed by the Governor with the 

approval of the Chancellor, and 6+ members appointed by the 

Chancellor. The Governor is appointed for 8 years by the 

Chancellor, Deputy Governors are appointed for 5 years by the 

Chancellor. The Treasury can make recommendations to the 

PRC about aspects of the government’s economic policy to which 

it should have regard (e.g. competition, growth, innovation etc.). 

 

The PRA’s policy framework is to a large extent agreed at the 

European and global level (e.g. capital framework (CRR/CRD), 

resolution framework (BRRD), TLAC (MREL), deposit guarantee 

http://www.mas.gov.sg/About-MAS/Overview/Board-Members.aspx
http://www.mas.gov.sg/About-MAS/Overview/Board-Members.aspx
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Singapore-Report-on-the-Observance-of-Standards-and-Codes-41052
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/Singapore-Report-on-the-Observance-of-Standards-and-Codes-41052
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(DGSD) and through participation at BCBS, FSB etc.). The UK is 

required to implement the ‘single rulebook’ for banking 

supervision in the EU; EU Directives are implemented and 

codified in the UK through legally binding PRA rules, while EU 

regulations and technical standards are referred to directly as 

part of PRA requirements of firms. PRA-regulated firms are also 

subject to guidance from European supervisory authorities (e.g. 

EBA). 

FSAP notes The Act creates a Prudential Regulatory Committee (PRC) 

alongside the FPC and the Monetary Policy Committee (MPC). 

The PRC will still draw on a range of perspectives in steering its 

work, as its governance body will include both senior BoE bank 

officials, including some involved from the other two committees, 

and an external majority similar to the composition of the PRA’s 

existing Board of Directors. The Act seeks to preserve the 

operational independence of the prudential supervisor, which 

would retain its power to fund its operations through a levy on 

supervised firms. The PRA will retain its independence in making 

rules, policies and supervisory decisions. The statutory objectives 

of the PRA, which underpin its forward-looking, judgment-based 

approach to supervision, will remain unchanged; 

References PRC Terms of Reference: 

http://www.bankofengland.co.uk/pra/Documents/about/prctermsof

reference.pdf 

Chancellor’s letter to the PRC: 

http://www.bankofengland.co.uk/pra/Documents/chancellorletter0

80317.pdf 

FSAP (2016): 

http://www.imf.org/en/Publications/CR/Issues/2016/12/31/United-

Kingdom-Financial-Sector-Assessment-Program-Basel-Core-

Principles-for-Effective-43977 

 
 

 

 

 

 

 

http://www.bankofengland.co.uk/pra/Documents/about/prctermsofreference.pdf
http://www.bankofengland.co.uk/pra/Documents/about/prctermsofreference.pdf
http://www.bankofengland.co.uk/pra/Documents/chancellorletter080317.pdf
http://www.bankofengland.co.uk/pra/Documents/chancellorletter080317.pdf
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/United-Kingdom-Financial-Sector-Assessment-Program-Basel-Core-Principles-for-Effective-43977
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/United-Kingdom-Financial-Sector-Assessment-Program-Basel-Core-Principles-for-Effective-43977
http://www.imf.org/en/Publications/CR/Issues/2016/12/31/United-Kingdom-Financial-Sector-Assessment-Program-Basel-Core-Principles-for-Effective-43977
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