
 

` 

Nick Tuffley – Chief Economist – 021 891 881 – (649) 301 5659  nick.tuffley@asb.co.nz   

Mark Smith – Senior Economist – 027 578 5635 – mark.smith4@asb.co.nz 

Please refer to the important disclosures at the end of this document. 

Economic Note  
RBNZ May Financial Stability Report 

5 May 2021 
 

 

Holding pattern 
• Similar financial system assessment: sound but vulnerabilities remain. 

• Initial thoughts on other potential macro-prudential measures: RBNZ favours debt serviceability measures. 

• RBNZ ready to act further if housing-related risks remain, but in wait-and-see mode given recent policy moves. 

The RBNZ’s latest assessment of financial stability risks had the similar refrain of the financial system is sound but 

that vulnerabilities remain.  

There were no new macro-prudential measures forthcoming.  The RBNZ has already tightened up the loan-to-value 

ratio (LVR) restrictions and these have only just fully come into effect, with the Government having also announced 

measures to slow housing investor demand. The RBNZ will be reporting back to the Finance Minister later this month 

on its investigations into other measures such as interest-only loan restrictions and debt-to-income (DTI) restrictions. 

If further tightening is required in the short-term, the RBNZ would prefer increasing LVR restrictions. Of the new 

tools, the RBNZ favours debt serviceability restrictions (e.g. DTI limits) for supporting financial stability and 

sustainable house prices over the medium term. 

Housing-related risks remain in focus.  The RBNZ noted that a higher proportion of recent home lending has been at 

high LVR or DTI ratios, and suggested these borrowers are more vulnerable to a rise in mortgage rates. 

At a first glance there are no fresh RBNZ policy implications nor housing market implications from this latest Financial 

Stability Report.  The RBNZ stands ready to take further macro-prudential action if it views housing-related financial 

stability risks as still being too high even after the market digests the recent round of LVR and government policy 

changes.  However, we do see the housing market as cooling over the rest of this year, which should limit the need for 

further near-term macro-prudential action – at least from a pure risk perspective. 

Other financial stability developments are likely to be a slow burn.  Permission and development of new tools (e.g. 

interest-only restrictions or DTI limits) is unlikely to be imminent.  The work underway to develop a process for the 

Finance Minister to decide on lending standards and what tools the RBNZ will be permitted to use will also take time.    

Housing risks up for recent borrowers 
The key takeaway from the RBNZ’s assessment of financial 

stability risks is that recent mortgage borrowing has been at 

higher LVRs and DTI ratios, and so is more vulnerable to future 

increases in mortgages rates.  In turn, that flags greater 

vulnerability of the financial system from those borrowers. 

Notably, it is first-home buyers that have seen the greatest jump 

amongst new lending in the combination of high-LVR and high-

DTI borrowing, and they continue to have a higher proportion of Source: RBNZ 
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such borrowing relative to property investors.  That outcome flags a potential tension between the Government’s 

intent to favour first-home buyers over residential property investors and the RBNZ’s own assessment of the riskier 

types of lending.   

Tool time….sometime 
No fresh macro-prudential tools were announced.  With the government having proposed measures to slow housing 

investor demand in late March (see our take here) and the LVR restrictions having being increased recently there 

looks to be less a sense of immediate urgency. 

RBNZ assessments of additional tools such as interest-only lending and DTI restrictions will be given to the Finance 

Minister later this month.  From that could come Ministerial endorsement for their use through adding them to the 

existing Memorandum of Understanding between the Minister and the RBNZ.   However, the new process for the 

Finance Minister deciding on how lending standards will be applied to types of lending, and the sign-off of what tools 

the RBNZ can use, has yet to be designed.  The devil will be in the details, though it appears that the Finance Minister 

wants the RBNZ’s policy actions to be more aligned with the Government’s broader socio-economic policy objectives.   

The RBNZ’s initial assessment was that if further tightening in policy settings was needed in the short term, the most 

straightforward approach would be to tighten LVR restrictions further. However, the marginal benefits (with respect 

to financial stability and house price sustainability) are likely to decline while tighten further while efficiency costs 

would rise. Of the potential new tools, the RBNZ’s view is that a debt serviceability tool would be more effective than 

interest-only lending restrictions, and that the latter would be “challenging to implement and enforce”. 

RBNZ wary of financial stability risks from rising asset prices 
On broader level, the recent climb in global asset prices and their elevated levels have the RBNZ concerned over the 

sustainability of asset valuations, with investors not fully internalising risks. The RBNZ is concerned that asset prices 

are due for a correction, with increasing risk aversion or increasing discount rates likely triggers.  

RBNZ still wary on dairy and the business sector 
The RBNZ noted that strong commodity prices are supporting ongoing debt consolidation and risk deleveraging in the 

dairy industry.  Banks have continued to diversify their loan portfolios away from dairy in favour of sheep and beef 

farming and horticulture.  However, RBNZ stress test results indicate that while the sector overall has been gradually 

deleveraging, dairy debt is highly concentrated and pockets of vulnerability to a milk price downturn or drought 

remain.  

As the RBNZ noted, the business sector had experienced a mixed recovery.  COVID-19 is having different outcomes 

across commercial property segments (strong conditions for industrial, the uncertain outlook for office space and 

headwinds for retail). While activity has partially recovered, business investment intentions remain low given the 

overall uncertainty about the resolution of the pandemic and the strength of the economic recovery. Firms are using 

current positive cashflows to deleverage and reduce risk on their balance sheets. Asset quality metrics for banks’ 

business lending improved over the latter half of 2020. However, the RBNZ is wary that the full effects of the COVID-

19 hit have yet to flow through and trading conditions may deteriorate. 

RBNZ still keen to push ahead with higher capital requirements  
Banks were adjudged to be in a strong position, with profitability having recovered to pre-COVID levels, and a limited 

impact to date of the global pandemic on financial system soundness, in part due to policy support and given high 

capital and liquidity buffers.  

However, the RBNZ deemed that more capital was deemed to be necessary to support resilience in the future. As part 

of this process, the RBNZ confirmed that the pathway to higher capital requirements under the Capital Review will 

begin in 2022 after a two-year delay. The Capital Review reforms will progressively increase capital requirements for 

banks, ensuring that the sector is resilient to all but the most severe shocks in the RBNZ’s view. In addition, the 
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Reserve Bank intends to increase the minimum core funding ratio requirement from 50% at present to its previous 

level of 75% on January 2022.   
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.  We believe that the 
information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information 
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are 
subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank 
Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any 
person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this 
document.  Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are 
subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent 
or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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