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Savings Working Group Submission: 

Negative Inflation adjusted returns 

The author of this submission John Patrick O’Sullivan is an ordinary New 

Zealander now retired but formally a Bank Manager with a major trading bank.  

1. Introduction: 

The reason for this submission is to give the perspective of an ordinary citizen 

whatever academic studies may have been submitted by more qualified 

people. The Savings Working Group needs to know what ordinary people think 

not what the academics assume drives their savings behaviour.  

2. Drivers of Savings Behaviour: 

The main drivers of savings behaviour is incentives. That is “what’s in it for 

me”. This not to say that the government needs to provide more up front 

incentives such as with Kiwisaver but that they will in fact get a reasonable real 

return on their savings which will remain safe and secure.  

Since 1987 most NZers have perceived the NZ sharemarket as risky and if they 

have saved at all it has been in fixed interest even unfortunately with finance 

companies which were perceived by many to be less risky than the 

sharemarket. Over the long run fixed interest has generally provided poor 

returns after inflation and indeed currently and for the next 12 months at least 

probably a negative real return after tax.  

Similarly with Managed funds which have mostly provided either near 0 return 

or negative real returns over the past 10-12 years. If more risky (share market 

weighted) funds were invested in then the return has been particularly 

negative with many providing up to a 30% negative real return over the past 10 

years despite investing with so called top rated award winning fund managers 

or even Kiwisaver default managers. On top of this the government taxes 5-6% 

of the overseas capital value even in negative return years thereby actually 



depleting savings. It will take many years of strong returns to make up this lost 

value and for some it will never happen.  

In general therefore if you look at the poor returns and relatively high inflation 

there is no reason whatsoever to save. In fact you are almost a fool to save as 

the markets, economy & governments have been hostile to savers. The recent 

increase in GST is another example as this reduced the value of existing savings 

by 2.5% on 1st October 2010. Fine for those who haven’t saved and who get a 

tax break but what about those that have saved (the near retired) who have 

suffered poor returns for years and in many cases lost a lot of their savings. 

They just get left with the bill and no chance to make it up.  What sort of an 

example is the government setting when it sets out to destroy savings by 

creating high inflation of 5% (even if one off) and then telling people to save?.  

3. Inflation Adjustment 

I have noticed over the last 10 years that every time the overseas share 

markets rise, almost without exception, the NZ dollar rises by a similar % 

amount wiping out any return on that portion of a managed fund held 

overseas. The reasons for this appear to be expectations by currency traders 

that NZ interest rates are going to rise due to higher inflation expectations 

here than overseas. Little seems to be done about this as if interest rates are 

increased enough to curb the inflation expectations the export sector suffers 

as the currency rises. So incremental increases are made which merely drags 

the whole process out such as over 2002-2007 because currency traders 

continually perceive (correctly) that further increases in the OCR will be 

required to curb ongoing inflation and so can buy the currency without risk. As 

a nation we do this time and time again. Surely keeping inflation under control 

even with a short sharp shock that only briefly & temporarily affects the 

exporter is better than dragging the process out sometimes over years.  

Reducing inflation & inflation expectations means people can see value in 

saving as they can reach their savings goal more easily. They cannot reach their 

goal if it is put further and further out of reach by inflation and so therefore 

don’t save as it is not worth it. There is nothing in it for them. 

 



4. Summary & Recommendations 

Reduce inflation, reduce taxes on all savings products (not just Kiwisaver and 

PIEs) or better still if you really want people to save then tax withdrawals only 

as people will immediately see there is value in saving over spending. With less 

demand in the domestic economy from increased savings there will be less 

inflation resulting in lower interest rates and as a consequence a lower 

currency which helps exporters and farmers and the whole process becomes 

self reinforcing.  

The negative fiscal cost to the government will only be temporary as a more 

productive agricultural and exporter sector from a lower currency & lower 

interest rates will mean more revenue in due course.  

The other option is to reduce tax on savings gradually but on a clear path to 0 

over say 5 years while at the same time adding a tax on withdrawals at the 

same rate. The net result of this should be to provide positive inflation 

adjusted returns and therefore an incentive to save.   
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