


































Introduction 

1.1 Bank of New Zealand (BNZ) and its ultimate parent, National Australia Bank Limited 

(NABL), have jointly prepared this response to the Reserve Bank of New Zealand’s 

Review of Policy for Branches of Overseas Banks. 

1.2 Firstly, BNZ and NABL (together, NAB) want to acknowledge the high quality of 

RBNZ’s consultation paper and commend RBNZ on the breadth of the assessment 

principles used to develop RBNZ’s policy proposals. We would also like to thank 

RBNZ for the opportunity to provide feedback on this consultation. 

1.3 Our feedback to this consultation is developed on four key foundations: 

• Protect New Zealand retail and small and medium enterprise (SME) 

customers by ensuring banks serving these customers are within RBNZ’s 

supervision. 

• Uphold the intent of the RBNZ’s capital review framework to develop a 

well capitalised, resilient New Zealand financial system that can 

function through severe stress scenarios. 

• Establish a level playing field for all banks operating in New Zealand. 

• Preserve New Zealand banking competitiveness for global businesses. 

1.4 We broadly agree with RBNZ’s policy proposals with some amendments and 

clarification sought. Of note, we: 

• Support a NZ$15bn total asset size as appropriate to balance New 

Zealand system capital adequacy and foster global competitiveness;  

• Seek clarity on repercussions of a short‐term breach of the asset cap and 

expected timeframe for remediation, noting the financial stability risks 

of a binary non‐compliance outcome; 

• Recommend increasing the turnover threshold from >$50m to >$100m 

to limit the branch access to truly large corporate/institutional 

customers only; 

• Believe there should be no differentiation in requirements between dual 

and single‐registered branches; and 

• Recommend disallowing securitisation activity in the branch given the 

underlying exposures are mortgages and other retail assets. 

 
Restrictions and Qualification Criteria for Branch Activities 

1.5 NAB agrees with RBNZ’s assessment that a NZ$15bn total asset threshold for local 

incorporation will balance the risks to financial stability and the need for 

transparency, while being practical and fostering competition in wholesale 

markets.  However, NAB has concerns that a definitive asset cap can be overly 

restrictive in times of stress and recommends consideration of potential options to 

mitigate associated risks. 

1.6 In other jurisdictions where similar total asset caps exist for branches, surpassing 

these size thresholds often results in more prudential oversight and requirements, 

rather than a binary outcome of non‐compliance.  NAB seeks clarification from 

RBNZ on the calculation and operational guidelines surrounding the branch total 



asset size limit, specifically:  

• Any potential carve‐outs to the total asset measure;  

• Consistent calculation of total assets ensuring consistency in approach 

for any netting applied; 

• Repercussions of a short‐term breach in the total asset cap; and 

• Expected timeframes for remediation.  

1.7 While we agree that the total asset threshold should not be reviewed too 

frequently to avoid unnecessary complexity, it is important that this asset cap 

recognises growth over time in the financial system.  To this aim, NAB 

recommends a periodic review (at least every 5 years) of the asset threshold for 

continued appropriateness.    

1.8 We agree that branch activity should be restricted to large corporate and 

institutional customers based on turnover. However, we believe branches should 

be allowed some exposure to financial institutions for hedging activity, primarily 

related to customer risk management strategies.  

• For example, the branch may lend a foreign currency loan to a corporate 

customer. Consequently, the branch may require exposure to a financial 

institution counterparty to hedge this currency risk.  

1.9 NAB proposes increasing the turnover threshold from >$50m to >$100m to ensure 

medium‐sized enterprises continue to be serviced via locally incorporated banks.   

• Given large corporate and institutional customers typically have their 

own treasury functions and are multi‐banked, they are better placed to 

determine the risk in dealing with a branch rather than a locally 

incorporated institution.  

• The increased threshold to >$100m strikes the right balance between 

being globally competitive yet retaining New Zealand SME exposures 

with locally incorporated banks; which are better capitalised and 

operate within RBNZ’s capital adequacy requirements and supervisory 

framework.  

• Our recommended turnover threshold increase will still allow large 

institutional customers (who in some instances will already be accessing 

funding in international markets), to continue to access funding via New 

Zealand branches. This also reduces the risk that these customers fully 

source funding from offshore markets and diminish the full‐service 

offering currently provided by New Zealand‐domiciled institutions. 

1.10 NAB seeks clarification from RBNZ on the calculation of the turnover threshold. 

This includes guidelines on the level of consolidation permitted to calculate the 

turnover threshold and the process if qualifying customers in the branch fall below 

the required turnover threshold. 

• We believe that the turnover threshold should be calculated at a global 

consolidated group. This will encourage large multinational companies 

to invest in New Zealand, facilitated by access to competitive funding to 

establish and grow their New Zealand operations.  

• Also, once a customer meets the turnover threshold, they should retain 

qualification for the greater of 5 years or until the committed maturity 



date of their lending facility.  This will provide certainty of funding to 

customers, while also mitigating operational complexities and undesired 

customer outcomes. This also facilitates an orderly refinancing of the 

debt. 

• We believe that requiring a customer to move their banking relationship 

at a time when their turnover decreases materially will induce further 

financial risk and instability to New Zealand large corporates, which is 

not consistent with principle three of the consultation paper, to support 

kiwi businesses and the economy through various economic cycles. 

 
A level playing field and consistent set of requirements for all 
branches 

1.11 We note RBNZ’s proposal that dual registered banks should only be permitted to 

conduct business with corporate and institutional customers who are over the 

proposed turnover threshold. We also note this restriction is currently proposed to 

not apply to branch‐only banks.  

1.12 By having different requirements applied to branches dependent upon their bank 

registration status, RBNZ is creating an uneven playing field.  NAB believes that any 

restrictions on branches should apply to all banks, not just dual registered banks.  

• The unintended consequences of having differing requirements can 

create regulatory arbitrage in the New Zealand system, and unfairly 

incentivise a concentration of high net worth customers and SMEs to be 

banked by single registered branches.  

• For many SMEs in New Zealand the boundary between business banking 

and personal banking can be intertwined.  For example, a family home 

is often a source of collateral for loans or equity injections into SME 

business.   

• NAB’s view is that deposits and lending to SMEs should be held in locally 

incorporated banks for the same reasons RBNZ has already articulated 

when restricting branches to Wholesale activity. 

• The intent of the branch structure is to provide globally competitive 

banking services to large corporates and institutions. To achieve this, 

our settings need to consistently reflect this for all branches. 

1.13 We propose that lending restrictions apply to all branches equally, whether single 

or dual registered, in order to create a level playing field.  This will promote New 

Zealand financial stability by ensuring all SME and retail customer banking 

activities are subject to RBNZ capital requirements set for locally incorporated 

banks. 

1.14 We also believe a restriction should exist for term lending/bond investments to 

financial institutions including lending via special purpose (securitisation) 

structures. Securitisation can create a “loop‐hole” to repackage retail exposures in 

the branch creating an opportunity for banks to structure around restrictions. 

• In a stress event, mortgages in the securitisation trusts may be novated 

to the branch, with these retail customer loans directly on the balance 

sheet. The branch would not have the retail customer, risk management 

and compliance processes and capabilities in place to manage these 



exposures, causing potential further harm to New Zealand’s financial 

stability.  

• During such an event, the RBNZ will also have reduced oversight of these 

branch operations and reduced ability to require the retention of capital 

within the New Zealand system in time of stress, compared to a locally 

incorporated bank where the RBNZ can place restrictions on dividend 

payments and hybrid capital redemptions. 

• An example would be if Finance Company X Ltd borrows cheaper 

funding via a branch and then lends to New Zealand retail customers for 

home loans or unsecured lending. While the branch exposure may be to 

a financial institution (or corporate/trust), the ultimate lending is made 

to New Zealand retail customers without the same level of capital as 

would be required if the retail customers borrowed directly from a New 

Zealand incorporated bank. 

 

Other Non‐lending Activities 

1.15 Subject to the customer turnover threshold, branches should be allowed to take 

deposits of any size from large corporates and financial institutions. These 

customers can be expected to understand the risks involved and will have their 

own treasury policies and experts to support decision making.  This would also 

foster competition in New Zealand for deposit investments. 

1.16 NAB recommends RBNZ consider restricting allowable activity within branches to 

those activities directly related to the branch’s portfolio risk management and 

hedging activities, noting this is a sub‐optimal outcome from a level playing field 

and customer perspective. In addition, the branch should be able to provide 

hedging activities for those customers with debt issuances. This is needed to 

maintain a minimum level of competitiveness with Overseas Authorised Banks 

(OABs). 

 
Next Steps 

1.17 To avoid any vagueness and loopholes, we recommend that the final outcomes of 

the branch consultation are included and prescribed in the branch conditions of 

registrations, rather than just provided as a guidance document. 

1.18 OABs can also operate in New Zealand under individual authorisations and 

permissions.  Many of the issues and principles surrounding the usage of a branch 

structure also apply to these banks.  NAB requests RBNZ to review its supervisory 

approach to OABs post finalisation of the branch consultation. 

• Branches managing to a NZ$15bn asset cap would mean there is limited 

capacity for markets activity if lending is also present in the branch, 

given the potential mark‐to‐market volatility associated with derivatives 

and the necessary buffers that would need to be maintained.   

• With only limited markets activities in branches, customer flows could 

move to OABs who could price sharper due to their lower capital 

requirements. Ultimately this will lead to NZ banks being uncompetitive 

against OABs and a hollowing out of New Zealand markets capability to 

overseas institutions. 



• We also recommend smaller limits and transparent controls on activities 

undertaken by OABs, to protect the New Zealand markets business 

operating under RBNZ capital rules.  

1.19 Should RBNZ have any questions in relation to this submission, please contact   

, . 
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2. Definition of wholesale investors and clients for dual registered banks  

The proposed definition of wholesale investors and clients (pages 15 and 18) for dual registered banks is a 

“corporate and institutional customer with an annual consolidated turnover greater than NZ$50 million”.   

CBA NZ recommends that the RBNZ consider expanding the definition for both wholesale investors and 

clients.   CBA NZ’s suggestion is the definition of wholesale clients for dual registered branches be based on a 

NZ$50 million turnover or total asset measurement.    

CBA NZ believes this dual approach is preferable as it removes the volatility that a pure turnover test brings.  

For example during the Covid pandemic there were significant corporates that were unable to operate due to 

government restrictions, hence the turnover significantly dropped.   Including an “or Total Assets” test allows 

a branch to continue to support a client or investor in the most trying of times without potentially breaching 

conditions of registration.   It also mirrors, other than quantum, the Financial Market Conduct Act definition 

which could minimise confusion on definition interpretation  

3. Content of Reporting and Disclosure 
 

The RBNZ's preferred option on “Content of Reporting and Disclosure”, page 22 section 4.2, is to “require 
reporting of balance sheet data by all branches on a solo and consolidated basis”.  Would the RBNZ clarify the 
reporting frequency and requirements?   CBA NZ’s interpretation is that the additional information required 
is a balance sheet for a branch on a standalone and consolidated basis at the half and full year.     
 
Does this obligation remove the requirement for full disclosure statements on a consolidated basis at half 
and full year, i.e. just consolidated branch and subsidiary balance sheet reporting rather than combined full 
financial statements, noting a subsidiary will complete a full disclosure statement? 
 
Did the RBNZ considered the removing the requirement for monthly reporting by branches from a monthly 
cycle to a quarterly or half yearly cycle? 

 

In conclusion, we believe our suggested amendment of the definition of wholesale clients to include total assets as a 

measure will enhance the proposed overall conditions of registration for overseas bank branches.    Providing 

expansion on the requirements for the operational separation and reporting will ensure clarity of the obligations of 

branches. 

 

CBA NZ views the RBNZ consultation paper’s broad recommendations will achieve the RBNZ’s original intent of 

creating a simple, coherent and transparent policy framework for branches of overseas banks.    
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If you require any further information in relation to this response, please do not hesitate to contact me via email 

.   CBA NZ is also open to meet with the RBNZ to discuss our letter or answer other 

points. 

Yours faithfully 
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16 November 2022  

Review of policy for branches of overseas banks, 

Dynamic Policy 

Prudential Policy Department 

Reserve Bank of New Zealand 

PO Box 2498 

Wellington 6140  

 

 

 

 

Dear Reserve Bank 

Introduction 

1 Kookmin Bank Auckland Branch (Kookmin) welcomes the opportunity to make 

submissions on the Review of Policy for Branches of Overseas Banks (the Policy). 

2 Kookmin has been operating as a branch in New Zealand for 25 years since its 

registration in 1997. Over this period, Kookmin has provided customers in New 

Zealand with exceptional customer service through its offering of a range of banking 

services and products. In particular, Kookmin has placed a focus on servicing the 

Korean community in New Zealand, including immigrants from Korea and recently 

other Asian communities. 

3 Kookmin’s submission on the Policy can be summarised as follows: 

3.1  

 

 

  

3.2 However, the considerable costs of operating as a subsidiary, not to mention 

the transition costs, would likely make incorporation an uneconomic 

proposition for Kookmin. Without prejudicing its ultimate decision, Kookmin 

would therefore be likely to close its New Zealand operations if the Policy is 

implemented.  

3.3 Kookmin does not believe that outcome would be in the best interests on New 

Zealanders or the financial stability of New Zealand’s banking system, which 

has relatively few retail banks operating in New Zealand. 

3.4 Wholesale banking restrictions would incentivise closing foreign bank 

branches in New Zealand: Branches could conduct their current wholesale 

banking business more cost-efficiently from offshore under the Overseas 

Banks Class Authorisation (Class Notice), if their activities are limited to 

wholesale banking activities.  
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3.5 The Class Notice permits overseas banks providing wholesale banking 

activities in New Zealand, using the name ‘bank’, but requires only a short 

annual confirmation. Offshore banks do not need to meet the considerable 

compliance costs of maintaining a New Zealand banking licence and the costs 

of any local infrastructure, which licensed branches have to meet. And yet 

overseas banks can currently provide at least the same level of banking 

services as proposed for the 12 licenced retail banks which are operating as 

branches.  

3.6 Any rational overseas bank would then be incentivised by the introduction of 

the Policy to operate from offshore and not establish a branch in New Zealand 

– that outcome cannot be in New Zealand’s best interests. 

3.7 Transition and ongoing incorporation costs would make incorporation 

unreal for smaller banks: As the policy document observes, incorporation 

of a New Zealand subsidiary would bring considerable extra costs to a 

branch’s New Zealand operations and require it to incur significant costs of 

holding capital. The additional costs would be a barrier to entry, which is not 

fully acknowledged or accounted for in the Policy.  

 

 

  

3.8 The Reserve Bank should not assume that any branch would behave other 

than rationally when faced with the Policy changes, and so should anticipate 

branch closures would result if the Policy is implemented. 

3.9 The Policy’s impact counterfactual should have been the departure of 

all branches: Accordingly, the relevant counterfactual for determining the 

Policy’s impact should have been the loss of Kookmin to the New Zealand 

local market, potential loss of the other 4 foreign bank branches which are in 

a similar position to Kookmin, creating a harder entry point to establish a local 

bank in New Zealand, increasing dependency on the Australian banks and 

reducing the financial systems’ diversity (a significant risk mitigant in times of 

crisis) for the sake of a theoretical (but not real) financial stability 

improvement through driving away branches, a marginal consistency 

improvement, a marginal increase in transparency and potentially improving 

the Reserve Bank’s ease of business.  

3.10 Kookmin requests that the Reserve Bank evaluates the impacts of the Policy 

proposals on an interactive, rather than static, basis, and not ignore the likely 

rational reactions of participants to the Policy proposals and the incentives it 

would bring to shift banking business away from New Zealand. 

3.11 The Policy would cause considerable harm to the New Zealand 

financial system: Kookmin’s exit from the New Zealand market would cause 

serious harm to its existing and future customers in New Zealand. In 

particular, Kookmin provides an integral service to Korean immigrants to New 

Zealand, who are more comfortable continuing to bank with a brand they 

recognise and trust from their home country. 
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3.12 More broadly, Kookmin’s exit from New Zealand, and the exit of any other 

foreign owned bank branches, due to increased protectionist policies like the 

Policy, would send a very bad signal to the rest of the world, particularly at 

present following recent lockdowns, that New Zealand is ‘closed for business’ 

and withdrawing from its free trade principles.  

3.13 The Policy underestimates the impact of the departure of foreign owned banks 

from New Zealand by failing to recognise fully the diversity benefits of having 

a number of small foreign bank branches in New Zealand, particularly those 

whose connections are highly beneficial for trading purposes. 

3.14 The Policy paper overstates the benefits of incorporation and does not 

recognise sufficiently the financial stability benefits of having 

branches: Kookmin does not agree with the assumption that incorporation 

provides significantly increased financial stability benefits compared to those 

available through branches.   

3.15 The Reserve Bank can impose a full range of regulatory obligations on 

branches through their Conditions of Registration and other regulatory 

requirements. The Reserve Bank does not need to require incorporation in 

order to regulate foreign bank branches (to the extent necessary). 

3.16 The Policy (Principle 1) asserts there are “inherent limitations in [the Reserve 

Bank’s] ability to address risks at branches through prudential standards”, 

without specifying what these limitations are. New Zealand law has 

jurisdiction to regulate and pass laws over all persons present in New 

Zealand, including branches.  Accordingly, the Policy should specify the 

“inherent limitations” it is referring to and explore how they can be addressed 

(to the extent needed) to ensure financial stability, with minimal disruption.  

3.17 Kookmin submits that the Policy’s indications of the Reserve Bank’s 

powerlessness are overstated. Any limitations could be addressed without 

requiring incorporation. 

3.18 Incorporation is not a panacea for financial stability in times of a crisis. In the 

GFC, the Reserve Bank had significant concerns about the threatened home 

country preferential behaviours of the Australian banks when operating their 

New Zealand subsidiaries. These threats illustrate that the form of the 

registered bank (branch v subsidiary) does not decide whether there could be 

a threat to New Zealand’s financial stability in practice.  

3.19 Other factors should also be considered when determining the 

preferred choice:  The Policy’s problem definition should be solely to take 

any steps necessary to address any real financial stability issues raised by 

allowing foreign banks to operate in New Zealand, and the assessment 

principles should seek to ensure the minimum disruption to achieve that goal.  

By making consistency, transparency and practicality assessment principles, 

they have been elevated to a primary status which they do not deserve – 

their importance should be secondary at best.  
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3.20 Greater weight should be given in the Policy to the diversity branches bring, 

the financial strength of the international banks relative to their New Zealand 

subsidiaries, the benefit of foreign bank prudential requirements, the need to 

encourage more foreign banks operating in New Zealand and other highly 

relevant evaluative factors. Some of these are described further in Schedule 

1.  

3.21 As stated, the Policy definition underlying the current Review is flawed, and 

has led to the Reserve Bank’s disproportionate preferred responses. In reality: 

(a) any inconsistencies in the current policy are immaterial when compared 

to the dramatic adverse effects to the banking system which the Policy 

would cause; 

(b) the inherent limitations on the Reserve Bank regulating branches are 

overstated (as explained above); and 

(c) the conflicts of interests of home and host supervisors are overstated 

for countries with no home country preference (such as Korea). Where 

there is no home country preference, the home country supervisor 

would be incentivised to ensure their local banks honour their 

obligations to all their depositors, including those in New Zealand, and 

so there is a unity of interest, not a conflict. 

4 Submission: Adopt the status quo: Accordingly, Kookmin asks that the Reserve 

Bank reverses its rejection of the status quo option in the Policy (at least in respect 

of existing branches, but preferably generally), and if necessary the Reserve Bank 

addresses any real concerns with the financial stability of the New Zealand banking 

market arising from having foreign bank branches operating in New Zealand by 

adopting targeted, proportionate and balanced requirements through its Conditions 

to Registration and considerable other regulatory powers.  

5 Alternative submissions: If the Reserve Bank is unwilling to maintain the status 

quo, Kookmin makes the following submissions:  

5.1 Why would the Reserve Bank over complicate the exclusion 

threshold? Any restriction on foreign bank branches taking retail deposits 

justified by the introduction of the Deposit Takers Bill, should apply a 

NZ$100,000 threshold. It is simple, easily understood, and transparently 

consistent with the deposit compensation threshold. By contrast, the 

wholesale customer test has multiple thresholds and is confusing. It is not 

applied universally in practice in a banking context (“wholesale client” is used 

in the financial advice and client money contexts), and is designed for deposit 

takers only.  

5.2 In the alternative, the current BS1 definitional threshold for retail activities of 

NZ$250,000 should be adopted, ahead of the wholesale investor test. 

5.3 The restrictions should apply to deposits only: If the introduction of the 

Deposit Takers Bill is motivating the Policy, or even if it is a broader concern 
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about financial stability of the banking system, the justifications all seem to 

arise solely from a need to protect retail deposits. It follows, that if the 

Reserve Bank is seeking to achieve its Policy objectives with the minimal 

harm, the Policy should be limited to restricting foreign bank branches 

undertaking retail deposit-taking activities. Retail lending and other banking 

services should not be impeded. 

5.4 Lending has different considerations. In time of a crisis, mortgage and other 

lending could not be withdrawn by the foreign bank prior to maturity. Any 

defaults in a crisis would need to be addressed through usual default 

processes, which would take time and can be managed. New Zealand 

consumers would be protected through a range of laws that provide consumer 

borrowers protections, including the Credit Contracts and Consumer Finance 

Act 2003 (CCCFA). It is therefore not uncommon to treat bank lending 

differently for prudential purposes; for example the Non-bank Deposit Takers 

Act 2013 does not regulate pure lenders.  

5.5 If lending is allowed to continue for these reasons or otherwise, Borrowers 

should be allowed to operate deposit accounts to meet bank conditions that 

their salary be paid into accounts held with the lender. Financial stability 

impacts of such deposit accounts would be trivial as the borrower would still 

be in a net debt position and able to set off deposit balances against their 

indebtedness if a crisis occurs.       

5.6 Conditions to Registration and other requirements should be reduced 

for wholesale banks: If Kookmin was to continue as a branch solely for 

wholesale banking purposes under the Policy, the disclosure and other bank 

licence prudential supervision responsibilities should be reduced; for example 

it should not be necessary for six-monthly disclosure statements. Kookmin 

submits the Conditions of Registration should be no more than annual in such 

cases, and brought into line with the Class Notice.  

5.7 Existing foreign branches’ bank operations should be grandfathered, 

without harm to financial stability, or at the least the transitional 

period needs to be lengthened: For the reasons given above as to why the 

status quo should be preferred, Kookmin submits that the existing foreign 

bank branches’ operations should be grandfathered, so the new Policy only 

applies to new applicants. The existing branches have incurred the 

establishment costs of a branch under the business model permitted by the 

existing regime. Removing that model, principally for consistency, would send 

a poor signal to the international community about the risks of investment in 

New Zealand.  

5.8 The transitional period in the consultation paper should be extended from 

three to at least five years, with a further period permitted for run off of 

existing business if the foreign bank branch elects to exit the New Zealand 

retail banking market. A five year period represents a more reasonable 

amount of time for branches to digest the full implications of the Policy and 

decide on, and then implement, an appropriate course of action. Some 
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deposits or lending would have a longer duration, and so allowance needs to 

be made for them in run off as well. 

5.9 Incorporation through an Act of Parliament should be offered: When 

Westpac Banking Corporation transitioned from a branch to a subsidiary in 

2006, the Westpac New Zealand Act was passed to assist with vesting 

designated assets and liabilities in the new subsidiary. Alternative 

mechanisms to effect the conversion were considered inferior. If a foreign 

bank branch is to incorporate in New Zealand, the Reserve Bank should offer 

to assist through engaging a private Act of Parliament to vest the branches’ 

assets and liabilities in the subsidiary, and the timeframes should 

accommodate this process. 

6 Kookmin elaborates and expands on the points made above in Schedules 1 and 2 to 

this letter. 

Concluding comments 

7 The Policy, as it is currently proposed, would likely force Kookmin and other licensed 

bank branches to exit from the New Zealand market. As discussed, this would cause 

major harm to New Zealand retail customers, both on a specific and aggregate level.  

8 The harms and risks of branches discussed in the consultation paper do not justify 

the unintended consequences and the customer detriment which is likely to arise if 

licensed bank branches cannot provide retail banking services, especially in light of 

the Reserve Bank’s conclusion that, because of their limited scale, the contributions 

of branches to retail customers in New Zealand is immaterial. 

9 Kookmin therefore encourages the Reserve Bank to maintain the status quo. In the 

alternative, Kookmin proposes a range of options to the Policy which may mitigate 

some of the Policy’s material impacts.  

10 Thank you for the opportunity to make these submissions, and for taking them into 

account. 

11 Kookmin would welcome the opportunity to discuss the submissions with you. 
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SCHEDULE 1: WHY THE STATUS QUO SHOULD BE PREFERRED 

1 Kookmin elaborates on some of its reasons why the status quo should be the chosen 

option below.  

Facts About Kookmin 

2 Kookmin is a branch of Kookmin Bank established in 1963 under the Citizens 

National Bank Act in the Republic of Korea. 

3 Kookmin is not subject to a home country preference in Korea; and so it does not 

carry the same degree of financial stability threat in times of a crisis as other 

registered banks whose home country rules impose a home country bias, even those 

registered banks which are locally incorporated in New Zealand. 

4 Kookmin Bank is prudentially regulated by the Korea Reserve Bank Act (Korea) and 

supervised by the Financial Supervisory Service of Korea. Its prudent regulation is 

designed to ensure Kookmin Bank should not fail in times of crisis. 

5 Kookmin Bank has ratings of Moody’s Aa3, Standard and Poor’s A+ and Finch A; 

indicating Kookmin Bank is very stable. 

6  
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9 By virtue of being a branch, Kookmin Bank Auckland Branch was not required to 

hold any regulatory capital. This would change if Kookmin was to incorporate in New 

Zealand and introduce significant costs of capital to its business, which would be 

difficult to justify as part of its business model. 

Kookmin incorporation costs 

10 The proposed restrictions in the Policy would greatly limit Kookmin’s ability to 

provide services to its New Zealand customers. A high proportion of its New Zealand 

banking activities involve retail customers. As a result, Kookmin would face a 

difficult choice under the Policy, whether it is best to operate in a severely restricted 

s105(2)(b)

s105(2)(b)
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manner, incorporate locally in New Zealand and incur the significant costs of 

incorporation and the ongoing costs of maintaining the required capital in New 

Zealand and meeting the bank licence compliance requirements, or exit the market 

altogether. 

11 Kookmin submits that local incorporation is an unduly burdensome option. The 

relatively small size of Kookmin’s New Zealand customer base and business 

operations when compared to its international activities would mean that it is very 

unlikely that incorporation would be considered a worthwhile option. 

12 Further, Kookmin is of the view that it is difficult to justify local incorporation on the 

basis that a New Zealand regulator needs to have prudential oversight of Kookmin’s 

banking activities. Kookmin feels that it is already sufficiently regulated in its home 

jurisdiction and as a branch in New Zealand. Kookmin is not of a scale that would 

threaten New Zealand’s financial stability. If Kookmin did incorporate, the additional 

overlay of supervision would be unnecessary, costly and wrongly implies that the 

regulation in the home jurisdiction is insufficient.  

Customer harm in New Zealand from Kookmin exiting the market 

13 There would be serious harm created to customers in the New Zealand banking 

sector if Kookmin exited the New Zealand market. As discussed earlier, Kookmin 

provides its services to a wide range of customers in New Zealand; including many 

in the Korean community, especially recent immigrants from Korea looking to access 

banking services in New Zealand. 

Particular harm to Korean community 

14 Korean customers are comfortable using Kookmin over other registered New 

Zealand banks for a variety of reasons. Often immigrants have banked with the 

Kookmin group in Korea and are both familiar with and trusting of the brand as a 

result. They take comfort in being able to access banking services from a name they 

know and have banked with before.  

15 This relationship is particularly important for those immigrants who may come to 

New Zealand and feel isolated from the wider banking sector because of language 

and cultural barriers. Kookmin provides a more welcoming service for these 

customers by being able to provide services to them in their native language. 

16 Kookmin also provides a range of banking services that are particularly valuable to 

the Korean community and would be lost if Kookmin exited New Zealand. These 

services include: 

16.1 Easier customer due diligence processing: Kookmin customers are able to use 

Korean government issued documents as verification of a customer’s address 

in Korea as part of the customer on boarding process. This makes the on 

boarding process much simpler for these individuals, who would otherwise 

face difficulties at other banks using their Korean forms of identification. 

16.2 Overseas remittance: Kookmin provides international wire transfer services to 

customers in a more efficient and cost effective way when compared with 
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similar services offered by local banks. Kookmin converts currency directly to 

Korean won, rather than converting to USD as an intermediary currency. This 

is particularly important for Korean immigrants who regularly send money 

back to their families in Korea. These individuals rely on this service as a 

means of remitting part of their income to family members back home. The 

service is also significant for families in Korea who send funds to family 

members studying in New Zealand.  

16.3 Foreign currency exchange: Kookmin provides an exchange service for the 

Korean won, which is of crucial importance for Korean immigrants to New 

Zealand. It is unclear how customers would have access to a similar service 

through local banks, if Kookmin were to exit the market.  

16.4 Customer support: Kookmin offers support for individuals who conduct 

business with the Kookmin parent in Korea but have subsequently immigrated 

to New Zealand. Many individuals who had dealings with Kookmin in Korea 

are provided with support when beginning a relationship with Kookmin in New 

Zealand.  

17 In the event of Kookmin’s exit from the market, it is unclear who would provide 

these services and whether they would be offered to the same high standard. In 

light of this, Kookmin particularly notes the direct conflict between the harm created 

and principle 3 of the Policy’s consultation paper. The Policy is intended to recognise 

the role of branches and their contribution to a diverse and resilient financial 

system. Kookmin submits that the removal of the above services would greatly 

reduce the diversity of the New Zealand banking sector by disproportionately 

impacting the Korean community. 

18 This customer harm becomes more pernicious when we consider that many of these 

individuals would be considered vulnerable customers. They are reluctant to engage 

with the banking sector due to language and cultural factors, and Kookmin provides 

them with a familiar brand they recognise and trust. To force Kookmin to exit would 

greatly harm these individuals who are the most in need of protection.  

Broader harm to the retail banking sector 

19 There is also the broader harm to New Zealand banking customers if Kookmin exited 

the New Zealand market. Kookmin provides healthy competition to New Zealand’s 

banking sector through both its retail and commercial lending offerings.  

20 In particular, Kookmin has become well established in the market for offering 

construction companies with a competitive and efficient lending service. Kookmin 

offers a fast internal loan approval process, which has assisted newly-established 

construction companies with their required funding needs.  

21 Kookmin also provides retail customers with a wide range of banking services. The 

loss of Kookmin’s services would reduce competition and consumer choice. Further, 

it would increases the New Zealand banking market’s exposure and reliance on the 

Australian-owned banks who already dominate the market.  
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22 In light of the above harms to New Zealand banking customers, both general and 

specific, Kookmin submits that the status quo should be maintained.  

Other factors 

Foreign Bank branch retail investor activities are immaterial 

23 The logic underlying the Policy is internally inconsistent, because the Policy 

acknowledges throughout that the role of branches in retail banking business is 

immaterial. However, if the contribution of these branches is immaterial, then there 

is no financial stability rationale justifying creating the harm described above to 

customers in New Zealand’s retail banking sector.  

Foreign Bank branches provide valuable diversity 

24 The Policy does not identify that financial crises can come in many forms and affect 

different regions and countries differently. Having foreign bank branches from a 

number of jurisdictions can provide a significant degree of protection through 

diversity. With a free-flow of capital, foreign banks can move funds seamlessly into 

New Zealand, more easily through branches, when needed. Presently New Zealand’s 

banking system is under exposed to non-Australian banks. Accordingly, the Reserve 

Bank should be seeking to find economically rational ways to encourage more 

foreign banks to establish in New Zealand; not to dissuade them. As said earlier, 

disallowing branches would create a barrier to entry for foreign banks. 

Foreign Bank branches have scale and other advantages  

25 Insufficient weight is given under the Policy to the strength of foreign bank branches 

compared to what would be far smaller local subsidiaries. Home country supervision 

also imposes significant protections against foreign bank insolvency, which mitigates 

financial stability risks. In their home country, foreign banks are too big to fail and 

so are subject to considerable home country scrutiny and additional prudential 

protections. These protections would not apply to a New Zealand subsidiary.   

26 The threat of a default to an overseas bank operating as a branch would also be 

more significant to the foreign bank than if the default was by a New Zealand 

subsidiary.  If the foreign bank itself defaults through its New Zealand branch that 

would trigger cross default clauses and affect the foreign bank’s solvency, whereas a 

default by a New Zealand subsidiary would not have such significant implications for 

a foreign bank because a subsidiary is another legal entity. Accordingly, a foreign 

bank regulator would not be as incentivised to protect a New Zealand subsidiary, to 

the same degree as the foreign bank regulator does a branch. 

New Zealand needs more foreign banks; not fewer 

27 As mentioned, the Policy places too much importance on consistency, transparency 

and practicality. These are secondary benefits of lesser importance.  Because there 

are only a few banks operating in New Zealand, there can be flexibility to cater for 

each bank’s particular circumstances, without creating complexity or meaningful 

disadvantages.  New Zealand has only 27 banks, 22 are foreign owned and 12 are 

operated as branches. If dual registered banks are considered as a single bank, 
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there are fewer; 20 total and 15 foreign-owned. The current policy is not complex 

and can be managed practically, so these secondary objectives should be 

outweighed by the more significant factors raised in this submission. 

 

SCHEDULE 2: ALTERNATIVE SUBMISSIONS 

1 In the alternative, should the status quo cease, Kookmin submits the following 

responses to the proposed policy questions in the consultation paper.  

Retail deposit definition should align with the DCS threshold 

2 Kookmin opposes the Reserve Bank’s proposal to restrict branches to undertaking 

business with ‘wholesale investors’, as that term is defined in the Financial Markets 

Conduct Act 2013 (FMCA).  

3 If branches are to be prevented from taking retail deposits, a NZ$100,000 threshold 

for determining retail deposits would be the most suitable. The current BS1 

outstanding balance test methodology could be used, with a lower outstanding 

balance threshold of NZ$100,000 to align with the threshold for protected deposits 

under the proposed depositor compensation scheme (DCS).  

4 If the DCS threshold is not used then it would suggest that the DCS thresholds are 

inadequate and too low to address the financial stability impacts the DCS is meant 

to address.  

5 There is no reason why foreign bank branches cannot participate in the DCS if other 

licensed banks are to do so. Accordingly, it is not apparent why the introduction of 

the DCS should prompt suggestions of prohibiting foreign bank branches taking 

retail deposits. 

6 Depositors would not require further protection. Kookmin is already subject to a 

considerable amount of prudential regulation in its home jurisdiction of Korea. This 

includes a customer protection of up to 50,000,000 Korean won per depositor, which 

equals around NZ$60,686 (converted to NZD on 11 November 2022), and would 

extend to New Zealand depositors.  

7 The NZ$100,000 threshold also represents the least invasive approach in terms of 

reducing customer harm. As noted earlier in the submission, Kookmin’s exiting the 

New Zealand market would cause severe harm to the diversity and competitiveness 

of New Zealand’s banking sector. Similar consequences arise with an unnecessarily 

high prohibition threshold. The higher the threshold is placed for retail deposits, the 

greater the restriction on Kookmin’s ability to service customers in New Zealand.  

Retail deposit threshold should adopt BS1 if the $100k threshold is rejected 

8 If the NZ$100,000 threshold is not to be adopted, the current BS1 definition of 

NZ$250,000 is preferred ahead of the FMCA ‘wholesale investor’ definition. 

9 The NZ$250,000 BS1 threshold is similar to the approach taken by the Australian 

Prudential Regulation Authority (APRA) in Australia in relation to foreign Authorised 
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Deposit-Taking Institutions (ADIs). APRA’s policy is that foreign ADI’s are not 

permitted to accept initial deposits (and other funds) from individuals and non-

corporate institutions of less than NZ$250,000. Beyond this, no other specific 

restrictions are placed on the sources of funding or on the use of funds by the 

foreign ADIs. To increase the threshold to the wholesale investor test would be more 

stringent than the position in Australia. 

The FMCA ‘wholesale investor’ definition is inappropriate for use as a 

threshold for branches engaging in banking activities 

10 The proposed restriction on branches to undertake business with only ‘wholesale 

investors’ is inconsistent with the principles of other protections, and application of 

the ‘wholesale investor’ test would be difficult to apply in practice.   

11 As illustrated above, the messaging from the Reserve Bank through the introduction 

of the DCS is that all deposits up to NZ$100,000 are deemed needing of protection. 

If the ‘wholesale investor’ definition test is to be used, and the NZ$750,000 

threshold and the other ‘wholesale investor’ criteria applied for branches, it gives the 

impression that deposits above NZ$100,000 are in need of an additional layer of 

protection which is not provided by the DCS. It is unclear why the Reserve Bank 

deems it necessary to make such an increase to the threshold amount for branches 

when both the DCS and BS1 are currently suitable measures intended to protect 

depositors – consistency would not be achieved by such a decision, just more 

confusion.  

12 The combined effect of the policies is to suggest that those who bank with branches 

and have deposits in the NZ$100,000 - NZ$750,000 bracket are deemed worthy of 

different treatment from those who bank with incorporated banks and have deposits 

in this bracket. The messaging behind this approach is inconsistent and difficult to 

grasp.  

13 Further, the ‘wholesale investor’ test under the FMCA is a significantly more difficult 

test to apply and administer in practice, given its different categories and complex 

criteria. It therefore does not satisfy principles 5 and 6 of the Policy. Adopting the 

‘wholesale investor’ test would add a further level of complexity, reduce 

transparency and be challenging to supervise and administer. 

14 Applying the wholesale investor definition is a cumbersome exercise. The definition 

contains a number of different limbs, each of which requires some investigation to 

conclude whether a particular individual or entity meets the definition. In particular, 

there can be significant effort involved when trying to conclude whether an 

individual meets the ‘investment activity criteria’ or is ‘large’ under the FMCA.  

15 Further, the ‘wholesale investor’ test is ill-equipped to deal with wider banking 

services beyond deposit taking. The test was designed for investment and deposits. 

The Policy proposes to extend its use to a threshold for conducting all forms of 

business that a branch would undertake with a customer. This was not what the 

‘wholesale investor’ test was designed for. There is no guidance in the Policy as to 

how this test would work with respect to other banking services, such as lending.  
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16 Moreover, the logic from the consultation paper that it is burdensome to monitor 

customer accounts for compliance with the BS1 standard would apply more so to 

use of the ‘wholesale investor’ test. Whatever test is used, it needs to apply at the 

outset only, as ongoing monitoring would be burdensome. While the ‘wholesale 

investor’ test was designed to be measured at a certain point in time (such as when 

the deposit or investment is made), the test does not fit logically with other banking 

services provided on an ongoing basis. The Policy has clearly not addressed these 

practical difficulties as there is no discussion on how the wholesale test would be 

applied.  

17 Reliance on the eligible investor limb also creates an additional layer of bureaucracy 

and cost, because the investor must provide a certificate in the prescribed form, and 

this must be checked and kept on file by the branch. In addition, often those who 

meet one of the ‘wholesale investor’ definition limbs would provide a safe harbour 

certificate confirming they do so. These’ safe harbour’ certificates would be desirable 

but impose further administration on branches which could be avoided if a similar 

and more self-evident test is adopted. 

18 The above practical difficulties of both applying and documenting the ‘wholesale 

investor’ certification would fail the simplification and cost-reduction objectives in 

principles 5 and 6, particularly when judged relative to the ease of applying a 

straightforward monetary threshold, such as NZ$100,000 or the current BS1 

NZ$250,000.  

19 Kookmin acknowledges the Reserve Bank’s arguments in the Policy that the current 

BS1 threshold is difficult to administer due to the requirement to monitor customer 

balances on an ongoing basis. However, Kookmin submits that this is a much lower 

burden when compared to the practical difficulties above relating to the ‘wholesale 

investor’ test. In particular, Kookmin considers that from a practical perspective it is 

much easier to apply a straightforward threshold across a number of accounts than 

it is to have to apply the different limbs of the ‘wholesale investor’ test to all 

depositors.  

No reason to restrict products other than deposits 

20 Financial stability considerations tend to focus principally on deposit taking. For 

example, the Deposit Takers Bill will require retail deposit takers to be licensed but 

generally will not regulate non-bank lenders.  

21 The main risk that the Policy appears to be addressing is the loss of a customer’s 

savings in the event of a bank insolvency. This same risk does not apply to other 

products, and in particular to loan products. The main outcome of insolvency is just 

that the loan product is no longer available for new borrowings. The Reserve Bank 

does not identify the loss of the ability to draw new loans as an inherent financial 

stability concern, as the consultation paper acknowledges that the Policy would have 

this impact immediately if overseas branches exited the market.  

22 The Policy justifies this broader application of the restrictions under the principles, 

by claiming the restrictions on the broader category of activities would further 

mitigate risks to financial stability. However, there is no clear risk or concern 
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identified that the Policy addresses by preventing branches providing services other 

than deposits to retail customers.  

23 Ultimately, the consultation paper provides no clear reason as to why the restrictions 

on branches must extend to all retail activities.  

24 Further, there are other customer protections for other banking products, such as 

the CCCFA for lending.  

25 Kookmin further submits that it should be able to take deposits from individuals 

where the amount Kookmin is taking is smaller than the amount Kookmin is lending. 

There is no reasonable basis in the Policy which demonstrates the risk matched 

deposits pose to financial stability. In this particular case, more is owed by the 

customer to Kookmin than is currently deposited, so there is no clear harm identified 

in a worst case scenario of insolvency, because these amounts should net off.  

Extend the transitional period from three to five years 

26 As mentioned earlier, Kookmin submits that the transitional period should be at least 

five years. Three years is an unreasonably short period to allow branches to fully 

consider the Policy and decide on an appropriate course of action. In addition, 

branches should be offered transitional assistance through legislation to vest assets 

and liabilities in a newly incorporated subsidiary for those registered bank branches 

who decide to proceed to incorporate.  
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Introduction 

Payments NZ Limited (Payments NZ) governs the New Zealand payment system, including the 

settlement before interchange system (SBI), which enables participants in our bulk electronic 

clearing system (BECS) and consumer electronic clearing system (CECS) to settle retail payments 

and, once this has occurred, exchange the payment information with other participants.  From 

the perspective of Payments NZ, we have a particular interest in the proposals set out in the 

Reserve Bank’s consultation on the review of policy for branches of overseas banks relating to 

the ability of branches to take retail deposits and to participate in our retail clearing systems – 

BECS and CECS.   

Payments NZ acknowledges the issues set out in the consultation document relating to the 

Reserve Bank’s oversight of registered branches operating in New Zealand and the challenges 

which the Reserve Bank faces in ensuring that Te Pekanga – its regulated entities, including 

registered banks – are sound and efficient.  In particular, we note the Reserve Bank’s concerns in 

relation to managing risks with branches (particularly if a branch were to fail) and the costs and 

issues involved if the Depositor Compensation Scheme were to apply to branches.  However, this 

needs to be weighed with the negative impact on competition, efficiency and innovation which 

could result from the policy and we would like to better understand the impact of the policy in 

this regard.  We also note that, while the proposed policy is for registered branches of overseas 

banks, under the recently introduced Deposit Takers Bill there will no longer be separate 

registrations for banks and non-bank depositor takers and so, presumably, the policy will, in 

time, apply to all deposit takers.  This could affect the ability of innovators (like neo banks and 

fintechs) to access the payment system by requiring them to incur the full costs associated with 

local incorporation and all the regulation which will accompany that.   

Interoperable, innovative, safe, open and efficient payment systems 

Payments NZ promotes interoperable, innovative, safe, open and efficient payments systems.  

One of our key objectives is to encourage and facilitate new entities becoming participants in 

clearing systems based on fair and reasonable public access criteria.  Payments NZ access rules do 

not restrict access to locally incorporated financial institutions and we currently have participants in 

our retail payment systems who are branches of overseas banks.   

Payments NZ’s access rules are objective, fair and risk-based, without imposing any unwarranted 

barriers to access.  In determining appropriate requirements, a risk-based approach has been 

adopted which acknowledges that financial and operational failure pose significant risk to the 

payment system, but liquidity/credit risk can be mitigated through the requirement to have 

adequate support from a third party.  

The access rules require an applicant to satisfy one overarching access criterion, namely that an 

applicant will not, if it becomes a participant in a clearing system: 

• adversely affect the integrity or reputation of the clearing system; or 

• introduce significant risk into the clearing system. 

The rules specify prudential, operational risk management, and operational requirements in 

relation to clearing systems and provide that an applicant can satisfy the access criterion by 

demonstrating it complies with these requirements.  It is noted that the prudential requirements 

largely reflect those matters which the Reserve Bank takes into consideration when regulating 

banks, non-bank deposit takers and insurers.  While Payments NZ can rely on assessments 
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which the Reserve Bank undertakes as part of its role as regulator, Payments NZ rules do not 

require an applicant to be a regulated entity and the independent directors, who determine 

applications to participate, can seek a report from a qualified person as to whether an applicant 

meets the access requirements.    

The process of determining whether an applicant satisfies the access criterion is holistic.  While 

the procedures specify certain requirements which must be met (e.g. an applicant must have 

adequate risk management policies and systems), other matters require the independent 

directors to undertake an assessment (e.g. whether the jurisdiction of incorporation is likely to 

introduce risk).   

It is noted, however, that all applicants must have an Exchange Settlement Account System 

(ESAS) account with the Reserve Bank.  The Reserve Bank is currently undertaking a review of its 

access criteria for ESAS accounts. The Reserve Bank website notes that: “the review is designed 

to ensure that the access policy and criteria are appropriate for promoting the development of a 

payments system which: 

• is efficient, open and flexible; 

• has a high level of integrity; 

• is robust in the face of financial crises”. 

The Reserve Bank has indicated that, following the review, ESAS accounts could be more readily 

available to a broader range of institutions, such as non-bank payment services providers 

(subject to maintaining the integrity and robustness of the ESAS system).  Payments NZ would 

like to understand whether there will be a requirement for all ESAS account holders who wish to 

participate in SBI to be locally incorporated (i.e. will this extend to other non-bank payment 

service providers) or will there be different requirements.   

Impact on open access, competition and innovation 

The establishment of Payments NZ in 2010 opened up direct access to the payment system to 

non-banks for the first time and, through improved transparency and governance arrangements, 

ensures that New Zealand’s payment system complies with the relevant Principles for Financial 

Market Infrastructures issued by the Committee on Payments and Market Infrastructure and the 

International Organization of Securities Commission.  Over the years, we have continued to 

develop and refine our access requirements to ensure that the right balance is found between 

competition, innovation, efficiency and safety, so that access to the payment system benefits all 

stakeholders.   

The consultation document acknowledges that the proposal to require all branches to locally 

incorporate could have a negative effect on competition in retail banking.  However, the Reserve 

Bank notes that:  “there is little or no evidence that branches provide material price-based 

competition to locally-incorporated retail banks.”   

The Reserve Bank notes that the role of branches in retail banking is “immaterial” and that it is 

unlikely that allowing branches to take retail deposits (subject to thresholds) would encourage 

new entrants.  In light of this, we would like to better understand the Reserve Bank’s concerns in 

relation to branches, given that they do not pose a systemic risk to the financial system.  We also 

note that, while branches are part of a legal entity incorporated overseas (and therefore not 

subject to many of the requirements imposed on banks incorporated in New Zealand), there are 
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From:
Sent: Wednesday, 16 November 2022 10:56 am
To: Branch Policy Review
Cc:
Subject: Submission on Review of Policy for Branches of Overseas Banks

Kia ora , 
 
Thank you for the opportunity for the New Zealand Financial Markets Association (NZFMA) to respond as part of the 
consultation process for the second and final consultation paper entitled “Review of Policy for Branches of Overseas 
Banks.” 
 
NZFMA’s submission is the following: 
 
It is important that foreign banks are not disincentivised from establishing and/or retaining branches in New Zealand 
as they play an important part in relation to access to international financial markets and the liquidity of domestic 
financial markets. The risk of increased compliance costs and reduced commercial benefits for branches in respect of 
any proposed changes need to be considered and taken into account when assessing the desirability of the changes. 
There may be long term negative impacts on New Zealand’s financial markets if the number of branches is reduced. 
 
Please do not hesitate to contact me if you have any questions or wish to discuss further. 
 
Ngā mihi 
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