Saving New Zealand:
Reducing Vulnerabilities and
Barriers to Growth and Prosperity

Savings Working Group Final Report to the Minister of Finance January 2011

Members of the Savings Working Group

Kerry McDonald MCom(Hons) DCom(hc) FAICD AFIOD — Chairman
Company Director

Dr Craig Ansley PhD FIA
Visiting Professor, Macquarie University

Dr Andrew Coleman PhD
Senior Fellow, Motu Economic and Public Policy Research

Senior Lecturer, Department of Economics, University of Otago
Mary Holm MBA
Financial Columnist and Author

Dr John McDermott PhD

Assistant Governor, Reserve Bank of New Zealand
Paul Mersi BCA
Financial Services Consultant

Stephen Toplis MSocSci
Head of Research, Bank of New Zealand

Secretariat: Treasury (Brian McCulloch, Geoff Lewis, Paul Rodway, Lisa Meehan, Jaime Alaimoana), Inland Revenue
Department (Matt Benge, David Carrigan), Reserve Bank of New Zealand (Phil Briggs, Daan Steenkamp), Statistics
New Zealand (Jeff Cope).

Conclusions

= Over some decades, New Zealand has had inadequate saving relative to its investment needs. This
poor saving performance has left it with a high level of NFL — a level similar to Ireland, Spain,
Greece and Portugal. While our situation is not exactly the same as these economies, their

financial difficulties are a clear warning to New Zealand.

= This high level of NFL puts New Zealand in a vulnerable position. The vulnerability is more acute
because of a sharply deteriorating fiscal position, constrained economic growth prospects and a
high dependence on increasingly cautious financial markets — with investors concerned about

countries with weak balance sheets and large borrowing needs.

= The critical factor has been inadequate national saving and overdependence on foreign borrowing.
New Zealand's growth has come at the cost of rapid growth in foreign debt — mainly private — and

too much of this money has ended up in inflated house and farm prices.

= |n addition, overdependence on foreign borrowing has resulted in high interest rates relative to
other countries and (by many measures) an overvalued exchange rate. Consequently, the tradable
sector — particularly exports — has underperformed relative to the non-tradable sector, which has

grown much faster.
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