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Aresilientsystem
entering amore
gcontested, COSt-
constrained and
geopolitically exposed
landscape.

large well run diversified banks, capital
strength and liquidity, but those same
features also create dependencies: a small
number of large banks continue to shape
system outcomes and housing remains the
dominant source of credit growth.

Stability is supported by a small group of 04

Profitability remains strong in absolute
terms, but the earnings model is changing.
Margin tailwinds are fading, funding and
deposit competition are more intense, and
there remains heightened pressure on
operating costs.

priority, but market structure has not yet
materially shifted. Scale remains a decisive
advantage, particularly where technology,
regulatory and security investment needs
are rising.

Competition is a government policy 05

Capital and liquidity positions provide

a solid buffer, yet geopolitical volatility
raises the premium on resilience: energy,
commodity, supply chain, cyber and trade
shocks can quickly transmit into borrower
stress, inflation expectations, funding costs
and operational readiness.

Asset growth has normalised from
post-pandemic highs and remains
narrow. Mortgage lending has recovered,
supported by improved affordability and
first-home buyer activity, while business
and agriculture lending provide less
broad-based growth.
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Ataglance: The stanility lens

Lens

Current read

Stahility implication

Geopolitical transmission

Highly concentrated, with regulatory focus on

Concentration supports system stability

External shocks may reinforce scale
advantages as larger banks have more

Competition o - . - 5 but limits competitive dispersion and ] . .
proving contestability. Scale remains critical. - = capacity to asborb funding and compliance
innovation-led challenge. costs more easily.
: : . : Narrow credit expansion increases Trade disruption, commodity volatility and
\’I ASSB! gmwt.“ . Srei\/c\:/fjrl]tﬁrztle:r? &ligUtrr;?';l:'ingr"l\eéjljeb;;g';?‘feand sensitivity to housing, interest rates and Input-cost shocks constrain export and
- anddiversification 9 9 ' household confidence. productive-sector lending appetite.
Borrower stress has increased through .. i
the tightening cycle, with arrears rising from Rising arrears reflect affordability pressures E’r(iizrsnTrzgg(;ll(:veifgzténgx'";Ir?té:%ae:grgy
J) historically low levels. However, deterioration and weaker cashflows, but low levels of gould 'rolon borrower stregs articularly for
“ = Arrears has been gradual and remains well below impairment and provisioning levels tend gl Fl)everag ed households a'nlgl trade—exy 0sed
levels observed following the Global Financial to suggest stress remains manageable and segctgrs slov?lin the expected im rover%ent
Crisis, indicating underlying resilience among financial system risks remain contained. i asset qualit 9 P P
households and businesses. quality.
Pr0f|ta|]|||ty Profitability remains robust, but margins are Returns depend increasingly on productivity, Imported inflation, cyber risk and operational
andreturns normalising and cost pressure. funding mix and operating model efficiency. resilience increase funding and operating costs.

Capital adequacy
and liquidity

Capital and liquidity are strong, with buffers
above minimum settings.

A well positioned sector, but future settings
must balance resilience and efficiency.

Market volatility, wholesale funding shocks
and deposit confidence risks increase the
value of conservative buffers.
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Gompetition
Inthe sector:

Stability witha concentration
(rade-off

®
®

The banking system in Aotearoa New Zealand
remains highly concentrated, with a small
number of large institutions driving overall
sector performance. That concentration has
clear stability benefits — our larger institutions
provide scale, diversified funding access,
mature risk management, strong investment
capacity and the balance sheet depth to absorb
shocks. |t also means, however, that shifts in
lending appetite, deposit pricing, funding costs
and credit risk across the major banks have an
outsized influence on the system as a whole.

Competition is therefore central to the
stability debate. A more competitive sector
can sharpen pricing, improve customer
outcomes and support innovation, but it must
also maintain financial stability. The policy
direction following the Parliamentary Inquiry
iInto Banking Competition is clearly towards
stronger contestabllity, better transparency
and lower barriers to switching and entry.
However, time is needed to see the market
structure materially change, as we see Fintechs

grow or partner with banking institutions or
consolidation of domestic banks. Currently we
see incremental competitive pressure rather
than transformation overall.

Scale is increasingly the defining competitive
variable. The cost of running a bank is rising
as institutions invest in core technology
transformation, cyber security, fraud and
scam defences, regulatory capability, data
Infrastructure and operational resilience.
These costs are relatively fixed and therefore
harder for smaller banks to absorb. This
creates a structural efficiency gap between
Aotearoa’s larger banks and smaller institutions,
reinforcing the importance of scale for
sustainable competition.

In this context, the proposed consolidation of
Heartland Bank and TSB Bank is significant.
The merger will create a combined entity

that will have increased capacity to invest in
technology, products and customer capability,
while also strengthening its financial resilience
with improvement in its funding profile. More
broadly, the merger reflects the reality that
banks are facing rising costs associated with
technology transformation, cyber security,
regulatory compliance and operational
resilience. As a result, we expect there to be
more consolidation in the coming b years.

Total assets

Total assets

Rank Bank name -
Rank Bank name 2025 ($million) 2025 ($million)
Australia and New Zealand The Bank of
1 Banking Group Limited 210,267.0 1] 1, oMitsubishi UFJ, Ltd SRl
Westpac Banking The Hongkong and
2 Corporation New Zealand 140,750.0 12 Shanghai Banking 6,361.1
Banking Group Corporation
Commonwealth Bank of Industrial and Commercial
3 Australia New Zealand 138,347.0 13 Bank of China (New Zealand 5,612.9
Banking Group Banking Group)
China Construction Bank
4 Bank of New Zealand 135,603.0 14 Corporation (New Zealand 5,164.6
Banking Group)
5 Kiwibank Limited 40,660.0 15 JPMorgan Chase Bank NA 4,829.4
Cooperative Rabobank :
B U.A. New Zealand Banking 21,222.4 16 'Il_'he_f)?joperatlve Bank 3,625.8
Group imite
7 TSB Bank Limited 9,635.2 17 Citibank N A (B) 3,358.0
8 Heartland Bank Limited 8621.8 18 (Bl\?gvlfl%fe';gfd) T 179.7
Bank of China New Zealand Bank of Baroda
9 Banking Group ik 19 (New Zealand) Limited LAz
10 Southland Building Society 66947 9 Efaonk:;'” ERILS AIELEe 46.4

Table 1: Size of bank based on total assets, $m, sourced from the company's disclosure statements.

Geopolitical uncertainty reinforces market

concentration. In periods of global market
volatility, depositors, investors and

counterparties tend to favour institutions with
scale, ratings strength and perceived safety. At
the same time, sanctions risk, cyber threats,

supply chain disruption, technology vendor
concentration and offshore funding volatility all
increase the cost and complexity of banking.
These risks may unintentionally widen the

gap between banks that can absorb resilience
investment and those for whom that investment
materially constrains returns.
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ASSEl
NOIYET T
diversification:

Measured, mortgage-
led and still narrow

Sector lending growth ticked up in 2025
at a similar rate to 2022 however the
nature of that expansion has changed
from liquidity-driven growth post-Covid
to a more measured environment shaped
by tighter financial conditions, borrower
caution and heightened credit risk. The
results we have seen to date for FY26'
Indicate stabilising lending conditions,
improving funding resilience and
subdued overall business confidence.

"We have observed the delivery of the half-year financial results for the sector’s banking institutions,
together with the latest released 31 March 2026 full year financial results. Due to incomplete data for

1H26 across the sector at the time of printing, figures have not been included.

2021 2022 2023 2024 2025

[ Housing loans [l Consumer loans || Business loans || Agriculture loans ] All other loans [Jj Total

Figure 1: Banking sector lending ($ billion) sourced from RBNZ Dashboard for NZ Banking group only

Housing remains the dominant driver of lending activity.
Mortgage lending rebounded strongly in 2025, supported
by improved affordability following falls in house prices,

an active return of first-home buyers, early signs of easing
Interest rates and more stable housing market conditions.
This recovery supports system earnings and balance sheet
stability, and it also reinforces the sector's sensitivity

to mortgage demand, household incomes, interest

rate expectations and housing market confidence.

The broader loan book remains less diversified than the
headline growth numbers suggest. Total loans increased
steadily from 2021 to 2025, however housing grew faster than
the overall system and contributed the majority of the uplift.

Business lending provided a secondary but more moderate
contribution, while agriculture and consumer lending were
broadly flat. The implication is a structurally narrow credit
expansion: the system Is growing, but it is not yet growing in
a way that materially diversifies earnings, credit risk or sector
exposure. The 2025 Reserve Bank of New Zealand (RBNZ)
updated capital review improved the risk sensitivity of the
standardised capital framework, but its impact on the largest
lenders was limited as the broader Internal Rating-Based (IRB)
framework (i.e. capital framework for the larger banks) remained
largely unchanged. Given the dominant role of IRB banks in
business and agricultural lending, further consideration of

IRB capital settings and accreditation pathways could be one
of several policy levers available to strengthen competition,
encourage lending diversification, and support greater

access to credit for productive sectors of the economy.

This matters for Aotearoa New Zealand's wider productivity
story. There have been strong calls from customers,
Government and the Parliamentary inquiry for greater lending to
the productive sector, including business and agriculture. Banks
have begun to respond, but the test will be consistency over the
coming years and the appetite for borrowing by the productive
sector. A more balanced growth profile would support GDP,
improve portfolio diversification and reduce reliance on
housing-led expansion. It would also require confidence that
productive-sector borrowers can withstand margin pressure,
labour constraints, export volatility and investment uncertainty.
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Arrears:

Pressure has increased, but distress
remains contained

8.0 — 6.3 7.3 10.8 10.6 11.8

2021 2022 2023

[l Past due assets (90 days) [ Past due assets (60 days)

2024 2025

. Past due assets (30 days) . Less than 30 past due assets . Total

Figure 2. Past due assets by delinquency buckets ($ billion)

Credit stress has increased, with early-stage arrears having
risen, while 90+ days past due assets have remained elevated
after increasing materially from 2021 to 2024. This indicates
more widespread borrower pressure agnostic to lending
segment and a prolonged period of reduced affordability.

These rising arrears should be viewed within the context of

an extraordinary period of adjustment. Aotearoa New Zealand
borrowers experienced one of the sharpest increases In interest
rates in recent history, with many households rolling from

historically low fixed-rate mortgages onto materially higher
borrowing costs. At the same time, inflationary pressures
reduced disposable income and businesses faced rising
labour, energy, insurance and operating expenses. Against
this backdrop, an increase in borrower stress was inevitable.

That said, the levels of arrears do sit below the heightened
periods of arrears seen during the 2009-2013 period,
which were defined by the Global Financial Crisis and the
Canterbury earthquakes (the non-performing loan ratio
peaked at 2.2%). This track record provides an important
indication of the underlying resilience of both Aotearoa
New Zealand borrowers and the banking system itself.

Current provisioning suggests that banks have responded

with discipline and foresight. In addition, banks continue to
maintain prudent underwriting standards, with loan books
generally characterised by low loan-to-value ratios and significant
borrower equity buffers. Provisioning levels and recent half-year

700 55 2.7 3.1 3.3 3.2 4.0
600 3.6
500 — 3.0
400 — 25
300 — 2.0
200 — 1.5
100 — ;g

0 I [ -1 1

2021 2022

. Gross loans and advances

2023 2024

. Total provisions for doubtful debt

2025

Figure 3. Gross loans and advances ($ billion) vs. provisions for doubtful debts ($ billion)

results suggest banks increasingly view current stress levels as
manageable and within expected risk appetite settings, although
we would expect there will be a be slight uplift in coming results
with a further drop in house prices likely to increase the level of
provisioning and some continued stress across supply chains.

That remaining caution is warranted. Arrears are inherently
a lagging indicator and often continue to evolve after
broader economic conditions have begun to improve. While
corporate and personal insolvencies and bankruptcy's

have increased materially over the last 2 — 3 years, these
were subdued over Covid due to government support.

Certain borrower cohorts remain particularly vulnerable,
iIncluding highly leveraged households, commercial property
Investors and businesses operating In sectors exposed to
weak consumer demand or elevated input costs. The risk

IS not necessarily that stress becomes systemic, but that
pockets of vulnerability persist longer than anticipated.

The geopolitical overlay is now more material, and our banking
institutions are monitoring this closely. Energy, food, fertiliser,
shipping and insurance costs are all vulnerable to global shocks,
with direct consequences for agriculture, manufacturing,
transport and other input-intensive borrowers. Export-exposed
businesses face demand uncertainty in key markets, currency
volatility and potential disruption to trade routes. A weaker
New Zealand dollar may support exporters at the margin, but
It can also increase imported cost pressure. These channels
can quickly translate into margin compression, delayed
Investment, working capital strain and renewed credit stress.
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Profitanility
and returns:

Strong earnings, changing drivers

Profitability remains robust in absolute
terms, but the drivers of performance are
shifting. The sector has moved past the
period where rising interest rates and asset
repricing provided a strong margin tailwind.
Net interest margins are now more likely to
act as a constraint on near-term profitability
as funding costs remain elevated, deposit
competition intensifies and borrowers
become more price sensitive.

800 — 2.5
700 —
600 _ 2.0
500 — 1.5
4007 6452 706.5 702.6 718.6 755.7
300 — 1.0
200 — 0.5
100 —
L | | | | | =
2021 2022 2023 2024 2025

Total assets Net interest margin

Figure 4. Total assets ($billion) and net interest margin (%)

This is not a story of weak profitability. It is a story of earnings
quality changing. Revenue growth has moderated with credit
growth stabilising and margins normalising. At the same time,
operating costs have continued to lift. Banks are investing
heavily in technology transformation, core system renewal,

cyber security, fraud and scam capabillity, regulatory compliance,

risk management, data, resilience and customer remediation.
Some of these costs are time-bound, but the underlying cost
of maintaining a safe, modern and trusted bank is permanently
higher than it was before the pandemic. This is demonstrated
clearly in the results we have seen to date for FY26.

The efficiency gap between large and smaller banks remains
important. Larger banks continue to benefit from greater
operating leverage and lower cost-to-income ratios, while
smaller, locally owned banks face a higher fixed-cost burden.
This gap is likely to persist as technology investment, regulatory
uplift and security spending remain elevated. Stable asset
returns will not be enough on their own: future earnings

resilience will depend on productivity, simplification, automation,

pricing discipline and the ability to turn transformation
Investment into enduring operating leverage. \We know all
banking institutions are balancing these investment demands
and expect to see this continuing for the foreseeable future.

Returns are also moderating against a stronger capital base.
The major banks have continued to generate stronger returns
on equity than smaller banks (refer figure 6), reflecting scale,
funding strength and efficiency. Smaller banks have closed
some of the capital gap, but generally operate with lower
returns. This creates a strategic tension: policy settings seek
stronger competition, but sustainable competitors need enough
scale and earnings capacity to fund resilience, meet prudential
expectations and invest in customer capability.

Geopolitical themes add another layer to the profitability
outlook. Imported inflation and commodity shocks can keep
funding costs elevated for longer, as wholesale funding markets
can reprice quickly when global risk appetite deteriorates.

Cyber and fraud threats are increasingly industrialised and
cross-border in nature, raising both direct cost and operational
risk, with technology supply chains, cloud concentration and
data sovereignty considerations all adding complexity to banks’
transformation programmes. In this environment, we see
sustained profitability is less about revenue expansion and more
about disciplined execution.

60% —

48.8% 48.1% 45.2% 43.2% 43.7% 10.0
o/ __
50% 8.0
7 7 6.0
30% — 6.2 7.2 7.2 3
4.0
20% —
o 2.0
0.8% 0.8% 0.9% 0.9% 0.8%
0% | | | | —
2021 2022 2023 2024 2025

Net profit after tax ($billion) ROA (%) . Average cost-to-income ratio

Figure 5. Average cost-to-income ratio (%), ROA (%), and Net profit after tax ($ billion)
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Capital adequacy
and liquicity:

Structural strength, but a changing debate

Capital remains a cornerstone
of financial stability and, by
almost any measure, Aotearoa
New Zealand’s banking sector
enters the next phase of

the cycle from a position of
considerable strength. Over
the past five years banks
have progressively increased
capital levels, strengthened
loss-absorbing capacity and
adapted to one of the most
significant prudential reform
programmes undertaken by
the RBNZ in recent decades.

10.0

While this process has often attracted debate
regarding the cost of capital and its impact on
lending capacity, the outcome has been a

significantly more resilient banking system capable

of withstanding a broader range of economic shocks.

Importantly, the strength of the system extends

beyond headline capital ratios. Aotearoa New Zealand

banks have demonstrated an ability to maintain

capital levels while navigating a prolonged tightening

cycle, rising credit stress, inflationary pressures

8.0
6.0 -
4.0
2.0-
0.0-

2021

[l ROE (Top 5) (%)
ROE (Next 8) (%)

2022 2023 2024

[l CET1 Capital Ratio (Top 5)

Figure 6.

18.0 16.2 16.3
16.1 15.5 15.6 16.2 16.3
14.0 - 14.6 14.9 15.1 15.3 15.4
12.3
9 — 11. .
12.0- 12.9 1.8 13.0 12.9

2025

. Total Capital Ratio (Top 5) . Total Capital Ratio (Next 8)
CET1 Capital Ratio (Next 8)

and a weaker economic environment. Despite
slightly elevated arrears and pressure on
some borrower segments, capital adequacy
has remained largely intact, reinforcing the
effectiveness of both risk management
frameworks and regulatory oversight.

However, beneath these encouraging headline
figures lies a more nuanced story. While

total capital ratios across the sector have
converged, the composition of that capital
differs meaningfully between institutions. For
the major banks, Common Equity Tier 1 (CET1)
ratios have remained broadly stable through the
period, with growth in total capital supported

In part by the issuance of additional capital
iInstruments. Smaller banks, by contrast, have
generally built capital through retained earnings
and common equity, which is driven by the
ownership structure of those institutions (e.g.
mutual based). This results in a capital structure
that is often simpler but also potentially more
constrained from a capital-raising perspective.
This distinction matters because financial
stability 1s ultimately driven not only by the
quantity of capital held, but also its quality and
usability during periods of stress.

The capital discussion is also increasingly linked
to competition. The costs associated with
building and maintaining large capital buffers

are easier for larger institutions to absorb than
smaller banks. While higher capital requirements
contribute to greater resilience, they can

also create barriers to growth for challenger
banks seeking to expand market share. This

has become an important consideration as
policymakers look to improve competition across
the sector while maintaining the prudential
safeguards that underpin confidence In the
financial system.

The RBNZ's review of capital settings reflects
this balancing act. The question is no longer
whether Aotearoa New Zealand banks are
adequately capitalised. Rather, the debate has
shifted towards determining the optimal level
of resilience required in a world where risks are
changing and where excessively conservative
settings may impose economic costs through
reduced lending capacity, slower balance sheet
growth or higher borrowing costs.
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Liquidity remains one of the
strongest foundations of the
banking sector's financial
stability. Across the period, banks
have consistently operated well
above the RBNZ minimum core
funding requirements, reflecting
conservative balance sheet
management and a deliberate
focus on stable funding sources.
Major banks have generally
maintained core funding ratios
In the high 80% range, while
smaller banks, supported by
more deposit-funded business
models, have often operated in
the mid-90% range.

100.0 35.0
2 30.0

95.0 94.7 o1t
92.4 93.0 25.0

89.3

90.0 —— o887 889 200
- __— 15.0
14.1 13.5 15.1 13.1 10.0
80.0 = 7.2 9.3 84 80 5.0
75.0 0.0

2021 2022 2023 2024 2025

. Core Funding Ratio (Top 5) . Core Funding Ratio (Next 8)
B 1 Month Mismatch (Top 5) . 1 Month Mismatch (Next 8)

Figure 7.

The evolution of these metrics tells an
Important story. The sector built substantial
liquidity buffers through 2022 and 2023 amid
heightened economic uncertainty and the
availability of RBNZ funding facilities. While
these buffers have since moderated, the
decline has been orderly and reflects a return
to more normal market conditions rather
than any deterioration in funding resilience.

The replacement of Funding for Lending
Programme funding with wholesale market
funding has been absorbed without material
disruption, highlighting the depth and flexibility
of banks' funding strategies.

Importantly, liquidity today should not be
viewed solely through a regulatory lens.

In an increasingly fragmented geopolitical
environment, liquidity has become a strategic
resilience tool. Global financial markets have
experienced repeated periods of volatility
arising from conflicts, trade disputes,
sanctions regimes, supply chain disruptions
and shifts in monetary policy expectations.
While Aotearoa New Zealand banks remain
primarily domestically funded, the sector
continues to rely on offshore wholesale
funding markets to support balance sheet
growth. Any material disruption to these
markets, or a sharp repricing of global risk, can
rapidly increase funding costs and constrain
access to liquidity.

The implementation of the Depositor
Compensation Scheme from July 2025 further

strengthens the sector's liquidity profile. By
providing protection for eligible deposits up

to $100,000 per institution, the scheme is
expected to improve depositor confidence and
reduce the likelihood of rapid deposit outflows
during periods of stress. Over time, this may
make retail deposits a more stable source of
funding and further reinforce the value of strong
customer deposit franchises. At the same

time, the nature of liquidity risk is evolving.
Digital banking has significantly increased the
speed at which customer funds can move
across institutions. Recent international banking
failures have demonstrated that confidence
events can emerge and spread much more
rapidly than traditional liquidity stress scenarios
have historically assumed. As a result,
regulators and banks globally are placing greater
emphasis on behavioural liquidity assumptions,
depositor concentration risks, operational
readiness and contingency funding capabillities.

Taken together, the sector enters this next
phase from a position of genuine strength.
Banks are well funded, deposit bases remain
stable, and liquidity settings provide substantial
protection against foreseeable shocks.
However, the role of liquidity is changing. It

Is no longer simply a regulatory ratio to be
managed efficiently; it has become a critical
source of resilience in an external environment
characterised by greater uncertainty,
faster-moving risks and faster and more
complex transition of shocks in increasingly
connected financial markets.

Inanincreasingly =
fragmented geopolitical W=
environment, liquidity p
has hecome a strategic %
resilience tool.
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Gonclusion:

Resilient, butresiiience must
now be actively earned

Aotearoa New Zealand's banking sector
remains financially stable. It is well capitalised,
strongly funded, profitable and supported by
Institutions with mature risk management
capability. But the next phase of stability will
be more demanding than the last. The sector
IS moving from a period of rate-supported
earnings and post-pandemic balance sheet
expansion into a more contested environment
defined by lower growth, structural cost
pressure, regulatory change, digitisation, fraud
and scam risk, and geopolitical volatility.

The central message is one of disciplined
confidence. There is no immediate stability
concern in the data, but the sources of
resilience are changing. Competition policy
will test whether the sector can become
more contestable without weakening
prudential strength. Asset growth will need

to broaden beyond housing if banks are to
support productivity and reduce concentration
risk. Profitability will increasingly depend on
productivity rather than margin expansion.
Capital and liquidity settings will need

to balance efficiency with the value of

shock absorption.

In a benign environment, Aotearoa

New Zealand banks look strong. In a volatile
environment, that strength will be tested less
by any single metric and more by the system's
ability to absorb simultaneous shocks: such as
a weaker global growth outlook, higher import
costs, more difficult funding markets, cyber
disruption, trade interruptions and renewed
borrower stress. The sector's resilience is real,
but it will need to be actively maintained.
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