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Ongoing Vigilance  
 Financial system sound, with financial system vulnerabilities much the same as discussed in the previous 

Financial Stability Report.  

 No changes signalled for loan-to-value restrictions on housing lending, with the RBNZ signalling they are likely 

to be eased if subdued housing lending continues. 

 No fresh implications to our view on the economy, with the OCR on hold until August 2019. 

Summary 
There was little new in today’s Financial Stability Report (FSR) despite the change in presentation.  The RBNZ 

continues to note that the NZ financial system is sound, but it remains wary about housing, dairy, and the reliance of 

banks on foreign funding, with these vulnerabilities having remained broadly stable in the past six months.   

The nationwide housing market and low rates of housing credit growth have tilted risks in favour of a further 

relaxation in the loan to value restrictions, but this will be conditional on subdued lending growth “being sustained”. 

This seems prudent to us given uncertainties over the impact of the Government’s housing-related policies and 

buoyancy evident in regional house prices. 

Despite the positive price outlook, the RBNZ remains wary over risks in the dairy sector, with high debt levels and the 

concentration of debt leaving the sector still vulnerable to shocks. The comments on Mycoplasma Bovis appear to 

have been written before Monday’s Government announcement to proceed with an expanded eradication attempt. 

In a nutshell, the message remains one of ongoing vigilance, with the message that the RBNZ will be ready to adjust 

policy settings when needed.  There are no fresh implications for the OCR or the housing market from the May 

Financial Stability Report and we expect gradual increases in the OCR from August 2019.  

Same message despite different format 

As was the case with the Monetary Policy Statement, the Financial Stability Report was presented in a different 

format to earlier vintages - The Financial Stability Report in pictures section was a new innovation - with the focus on 

making the report and policy measures more accessible to a wider audience. Importantly, however, there were few 

changes in the RBNZ’s policy messages on financial stability.  

No change to LVR Restrictions, but the next move is likely to be a relaxation 

Given the subdued tone to the nationwide housing market and low rates of housing credit growth, the RBNZ has 

signalled the next move on the loan-to-value restrictions (LVR) on housing lending is likely to be a relaxation. The 

RBNZ did note that financial risk had lessened with both lending and house price growth slowing in the last 12 months 
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– part of which was due to the imposition of loan-to-value 

(LVR) ratio restrictions and tighter bank lending standards. 

However, the RBNZ remains concerned over high 

indebtedness of parts of the household sector and 

reiterated that “more subdued lending growth needs to be 

further sustained before we gain sufficient confidence to 

again ease the LVR restrictions”.  Clearly, the RBNZ remains 

concerned over the risk of another housing market upswing 

and is taking a cautious approach.  

 
In the RBNZ’s assessment the LVR restrictions had been 

effective in mitigating risks in the housing sector and had 

not impeded greater home ownership. The FSR showed that 

in recent years, a substantial and increasing share of high-

LVR loans has gone to first-home buyers and the share of 

total new commitments going to first-home buyers has 

grown steadily (see figure). This suggests a higher hurdle 

than otherwise to the relaxation of LVR restrictions for 

housing investors.  

 
While the nationwide housing market has remained 

subdued the RBNZ decision seems prudent to us in light of 

the well-publicised buoyancy of the housing market in 

regional areas.  There are considerable uncertainties over 

the nationwide house price outlook, with the market caught 

in a tug-o-war between stretched affordability and 

regulatory changes to dampen investor demand versus the lack of housing provision given our still-strongly growing 

population. We expect the nationwide market to limp along until at least the end of the year until a clearer picture 

emerges. Regional centres are expected to continue to outperform those of larger centres until they run into 

affordability constraints, and we will be closely monitoring rental yields. 

 

Dairy debt high 

As in the past the RBNZ continues to note that some parts of 

the dairy sector are highly indebted with debt becoming more 

concentrated, and therefore vulnerable to 

shocks.  Mycoplasma Bovis is one example of such shocks, 

with its likely impacts on productivity in the sector and the 

impacts for individual farms facing culls.  Dairy farmers will 

also over time face greater environmental compliance 

requirements that would affect operational costs.  The 

transition towards lower leverage is starting, though, with 

outstanding dairy debt largely flat for 18 months.  Aside from 

the emerging risks from Mycoplasma Bovis, the RBNZ judges 

that dairy-related risks have not changed materially since the 

November FSR.  The comments on Mycoplasma Bovis appear 

to have been written before Monday’s Government announcement to proceed with an expanded eradication 

attempt. 

Commercial property risks receding 

The RBNZ sees lower vulnerabilities from this sector, with price growth having slowed, lending standards tightened, 
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and low commercial property vacancy rates with limited fresh supply on the horizon.  The RBNZ notes that lending to 

this sector only accounts for 8% of bank lending: the impact of problems in this sector would be more through 

weakening banks’ resilience to deal with other challenges rather than through a direct financial stability risk.  

Financial system in general 

The RBNZ continues to see the financial system as sound, 

with ‘sufficient’ capital and liquidity buffers.  NZ banks’  

offshore exposures have reduced relative to their balance 

sheets and relative to NZ’s GDP, and within the offshore 

funding the proportion of long-term funding has risen.  

Both of these developments have bolstered banks’ 

resilience to a financial crisis.  

Risks to NZ’s financial stability remain from potential 

overseas developments.  Monetary policy is either 

starting to tighten (the US) or expected to do so in coming 

years (e.g. the UK, Australia, as well as in NZ).  With that 

comes the risk that asset prices fall, having been boosted 

by the period of extremely low interest rates.  The RBNZ 

also noted China’s debt build-up of debt, particularly amongst corporates.  And brewing trade tensions could yet 

bubble into trade protectionism that affects NZ’s export growth.  

The RBNZ also noted the need for NZ financial institutions to retain the trust of the public.  This added focus comes in 

the wake of the Australian Royal Commission into the financial services sector and the RBNZ’s and Financial Market 

Authority’s joint requests to NZ banks and life insurers to demonstrate that there are no systemic misconduct issues in 

the NZ industry. 

May 2018 FSR media release 
Tena koutou katoa, welcome all. 

New Zealand’s financial system remains sound. The banking system holds sufficient capital and liquidity buffers, 

guided by our prudential regulatory requirements. These buffers reduce New Zealand banks’ exposure to adverse 

shocks. 

An ongoing driver of financial soundness is the conduct and culture of banks and insurance companies. These features 

are being jointly reviewed by the Financial Markets Authority and ourselves, and we will report our findings over 

coming months. 

The financial system vulnerabilities are much the same as we discussed in our previous Financial Stability Report. 

Household mortgage debt remains high. However, financial risk has lessened with both lending and house price 

growth slowing in the last 12 months – in part due to our imposition of loan-to-value (LVR) ratio restrictions. This more 

subdued lending growth needs to be further sustained before we gain sufficient confidence to again ease the LVR 

restrictions.  

In a similar vein, the dairy farming sector remains highly indebted. Most dairy farms are currently cash-flow positive, 

but remain vulnerable to any possible downturn in dairy prices and agriculture shocks. Reducing this bank lending 

concentration risk requires more prudent lending practices. 

The high dairy-farm indebtedness, and the fact that LVRs were necessary, reflects that banks’ allocative efficiency – eg 

deciding how much to lend to whom – can be impaired due to the pursuit of short-term, rather than longer-term, 

profits.  

We have launched the Bank Financial Strength Dashboard to make it easier for financial information to be compared, 

such as bank capital buffers, non-performing loans, and risk concentration. Our aim is to improve the public’s 
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understanding of their banks, and hence the incentives for banks to operate soundly.  

The banking sector is broadly efficient, although some lending allocation remains a vulnerability. The major New 

Zealand banks are in the top quartile of OECD banks for their return on assets. Bank services are also wide ranging and 

of reasonable cost. These outcomes are possible due in part to the low cost-to-income ratios of our major banks, and 

the current low level of impaired loans.  

The insurance sector as a whole also remains sound, profitable and adequately capitalised, once again guided in part 

by our prudential regulatory requirements. However, some insurers have relatively small capital buffers necessary to 

meet future events. We are discussing this directly with the insurers.  

We have sought a court order to put one New Zealand licensed insurance company – CBL Insurance Ltd – into interim 

liquidation in recent months.  There will be a full liquidation hearing in the High Court. 

There are also challenges to efficiency in the insurance sector. Market share remains concentrated. Life insurance 

commissions are particularly high, which inevitably flows through into higher premiums. We believe technology 

developments will be a key driver of competition in the future.  

Nga mihi, thanks. 
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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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