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Growth in the face Market commentary

of gloom might , , - - ,
. If the third quarter of 2026 had been submitted as a film script, a director might
feel co ntradlctory. have sent it back for being too ‘busy’.

However, as the There was continuing conflict in the Middle East, another rise in energy prices,
renewed inflation concerns and interest rate increases from several central banks.
quarter demonstrated, At the same time, businesses continued spending heavily on artificial intelligence
both can occur at the (Al), the global economy kept expanding and most share markets finished the
) quarter higher.
same time.

Growth in the face of gloom might feel contradictory. However, as the quarter
demonstrated, both can occur at the same time.

Economies and markets absorb many influences at once. Consumers can feel less
confident, but it doesn’t mean they stop spending. Businesses can face higher
costs while still increasing profits. Share prices can rise during an unsettled period
because markets care more about anticipated future company earnings and less
about immediate news headlines.

The third quarter offered another reminder that the economy, investment markets
and the news cycle may be related, but they are not the same thing.

Resilience, not retrenchment

The world economy entered the quarter carrying a sizeable list of worries.
Geopolitical tensions remained elevated, energy and transport costs were under
pressure, and government finances were stretched in many countries. While these
economic conditions are generally unfavourable for growth, a potential global
downturn failed to materialise.

In July, the International Monetary Fund (IMF) projected global growth of 3.0%
for 2026. In doing so, it described an uneven world in which technology-related
demand was helping offset the higher energy prices resulting from the conflict
involving Iran. In September, the United Nations update was more reserved,
estimating lower growth of 2.6%, but reaching the same broad conclusion — that
growth was subdued rather than collapsing.
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For many investors, that's an important distinction. Slower
growth doesn't mean ‘'no growth'. Elevated uncertainty
doesn't mean businesses stop operating.

Capitalism has fashioned a long track record of successfully
adapting to changing economic conditions. In other

words, the world economy has a habit of figuring out how
to function effectively, even when economists and news
outlets might be debating everything in the world that could
potentially go wrong.

Inflation returned to the front of the queue

The less welcome development was renewed inflation
pressure. An energy shock rarely stays confined to the petrol
station. Diesel is, of course, used to power trucks that move
food and other goods around an economy. So, higher oil
and fuel prices eventually work their way into increased
transport, manufacturing and household costs.

With prices of most goods and services being affected,
central banks remained on high alert. Their natural response
to higher inflation is to raise interest rates. However, a
potential outcome of ‘tightening' rates is that it can lead

to reduced economic activity and even slower growth. So,
decisions to raise interest rates are never taken lightly.

In the US, the Federal Reserve increased rates by 0.25% on
September 16 and forecast US inflation at 3.7% for 2026,
noting that a sizable majority of committee members

saw “upside risks” to this central forecast. Perhaps not
surprisingly, the committee anticipated at least one more
interest rate hike before the end of the year. In Australia,
the Reserve Bank lifted its cash rate by 0.25% in September
to 4.60%, its fourth increase of the year, while retaining the
option to tighten further if required.

Not every central bank was confronted with exactly the same
economic conditions, but they all faced a similar problem

— inflation had become harder to dismiss, while economic
growth generally remained strong enough to tolerate higher
interest rates, if required.

For households, higher interest rates mean better term
deposit rates but also higher mortgage costs. For investors,
rising interest rates put downward pressure on bond prices
and on the valuations of companies whose expected profits
are anticipated far into the future. But that relationship is
not absolute. If interest rates are rising because economic
activity and corporate earnings are resilient, share markets
can still perform well.

Building the Al engine while driving it

Continuing recent trends, Al remained one of the largest
sources of global investment during the quarter.

The amount of capital invested in Al-related technology

has been so significant that the IMF estimates it alone added
approximately 0.5 percentage points to US economic growth
in 2025. It also reports estimates suggesting global private-
sector Al investment volumes could exceed US$2 trillion

in 2026.

To put that staggering sum into context, US$2 trillion is
approximately two times the total value of New Zealand's
entire housing stock! That's quite an incredible sum to be
pouring into Al-related technologies in the space of just
one year.
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Of course, that money is not only being spent on software.
It is also funding semiconductors, data centres, electricity
generation, cooling systems, telecommunications networks
and construction. In other words, Al investment is positively
affecting the wider economy even before anyone can
confidently measure its ultimate productivity benefits.

Business adoption of Al is also very real, although highly
uneven. For example, in the IMF's February 2026 update, it
noted that around 41% of US information-sector businesses
were reporting using Al, compared with roughly 13% of
manufacturers and 11% of construction firms. Although this
Al transformation is being felt throughout

the wider economy, it is clearly not occurring at the same
speed everywhere.

¥
AL}

The jury is also still out about Al's likely long-term impact
on productivity and employment. There is simply not
enough evidence (yet) to declare that Al will produce
permanently higher productivity across economies, or that
it will eliminate employment on a large scale. The IMF's
analysis suggests that workers with Al-related skills are
benefiting, while some middle-skilled occupations exposed
to automation may be more vulnerable. It also warns

that the eventual returns from today’s enormous capital
expenditure are far from guaranteed.

The Al investment boom is clearly observable and is
contributing to positive economic outcomes, but the
eventual winners, losers and effects on wages and
productivity are still being discovered.

The Al investment boom is clearly
observable and is contributing to
positive economic outcomes, but
the eventual winners, losers and
effects on wages and productivity
are still being discovered.

HIGHGATE

P A R NERS

A demographic headwind

While technology and Al developments are occurring at a
rapid pace, there is a much slower-moving economic force
that we shouldn't ignore — demographics.

Across much of the developed world, populations are
ageing and the number of retirees is rising relative to

the working-age population. The OECD expects old-age
dependency ratios to reach unprecedented levels in many
member countries over the next 35 years and warns that,
without positive changes in workforce participation and
productivity rates, growth in income per person is very likely
to slow.

Migration can help ease labour shortages by bringing in
new workers, however migration policy varies sharply
between countries. It would therefore be unwise to take
a migration story specific to one country and apply it
automatically elsewhere.

For investors, demographics are another important part
of a complex economic ecosystem. Slower labour-force
growth increases the importance of skills development and
productivity enhancements. Al may become part of that
answer, but it is not yet possible to know how large a part.

What investors experienced

Despite the difficult headlines, global shares generally
delivered another small positive quarter.

In the US, the S&P 500 Total Return Index rose 2.3% and

the MSCI World Index gained 2.0%, while the MSCI
Emerging Markets Index was -0.2% lower, all measured as
gross returns in US dollars. New Zealand shares also gained,
with the S&P/NZX 50 Gross Index producing a quarterly gain
of 1.9%.

Bonds had a more difficult quarter as market yields
increased on the back of renewed inflation concerns and
growing expectations that central banks may need to
contemplate further interest rate hikes. The Bloomberg
Global Aggregate Bond Index (hedged to NZD) delivered
-2.9% over the quarter.

These figures are not directly applicable to every New
Zealand portfolio because differences in underlying investor
risk exposures, currencies, hedging, tax and implementation
timing all have an impact on an individual investor's precise
returns. They nevertheless tell the quarter's main story —
shares generally rose while longer-duration bonds struggled.

Ironically, anyone who correctly anticipated higher oil prices,
central bank tightening and rising geopolitical tensions
might have reasonably expected share prices to fall. That
would have appeared to be the logical economic conclusion
to draw from the convergence of these events.

However, the market's reaction defied that simple analysis.

Predicting the news is difficult. Predicting both the news and
how markets will interpret it is harder again.



The New Zealand perspective

The New Zealand economy continued to recover, but the
recovery remained patchy.

New Zealand's GDP increased by 0.2% in the June quarter
after a 0.9% rise in March. So, the economy continued to
grow, although not at a pace that made conditions feel
dramatically better for most households.

Inflation was a key concern here also. Annual consumer
price inflation reached 4.1% in June, up from 3.1% in March.
Energy prices had a significant impact on this with the cost
of petrol rising 27.5% in the 12 months to 30 June 2026.

The Reserve Bank responded by increasing the Official
Cash Rate by 0.25% in both July and September to a new
benchmark of 2.75%. For borrowers, this dispelled any
lingering hopes that mortgage rates might be preparing
for a decline. For savers and bond investors, higher interest
rates tend to make new fixed income investments more
attractive, although existing bond prices generally weaken
as bond yields increase.

New Zealand's labour market remained soft with
unemployment increasing slightly to 5.6% in the June
quarter and annual wage inflation running at 2.0%.
Meanwhile, migration continued to add to the population,
although at a slower rate than during the post-border
reopening surge. Net migration was positive by 20,300
people in the year to July 2026, up from 9,600 a year earlier.

Unsurprisingly, the housing market remained soft,
reflecting this mixed domestic environment. The national
median house price was $750,000 in August, down 1.3%
from a year earlier, while the REINZ House Price Index was
down 0.9%. Overall, sales volumes were 13% lower and
properties were taking longer to sell, although conditions
varied substantially by region. Canterbury’s median price
was 1.5% higher than a year earlier, while several North
Island markets remained weaker.

The export sector was one of the brighter areas, with a

15% increase year-on-year in total goods exported (as at

31 August 2026). Agricultural export conditions were looking
increasingly favourable on the back of improving dairy and
meat prices, strong horticulture volumes and a lower New
Zealand dollar.

Built to flex, and to last

A well-designed portfolio is a little like a suspension bridge.

A suspension bridge is not safe because it can predict every
gust of wind. It's safe because it allows different parts of
the structure to absorb pressure in different ways. Some
components are responsible for carrying the load. Other
parts provide flexibility. The strength of the bridge comes
from how the different pieces work together.

Diversification reflects similar principles. Shares provide
access to long-term business growth. Bonds provide income
and can offer stability when economic growth weakens,
although they will not do so in every quarter. Cash provides
liquidity. Global diversification reduces dependence on any
single country, sector or economic outcome.

During the third quarter, bonds struggled while shares
generally made small gains. In a different quarter, those
positions could easily reverse. Unfortunately, no-one knows
in advance when that will happen. That's why investing
involves risks that we need to be aware of and prepare for,
due to the inevitability they will one day occur.

The objective is not to build a portfolio with the flawed
expectation of trying to win every quarter. It is to build
one capable of remaining resilient through many different
quarters to ensure you stay invested long enough for that
robust investment structure to do its job.
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Key market movements for the quarter

The third quarter of 2026 delivered modestly positive share returns across developed markets despite significant macroeconomic and
geopolitical headwinds. Renewed conflict in the Middle East pushed Brent crude oil above US$100 per barrel for much of September,
reigniting inflation pressures globally and prompting central banks in the United States (US), Eurozone, Japan and New Zealand to
tighten monetary policy.

Despite these challenges, the global economy remained resilient. Purchasing manager surveys in both the US and Europe rose to multi-
year highs in September, suggesting improving growth and business optimism. International developed market shares delivered a
small positive return, supported by Japanese and US shares. Emerging market shares declined marginally as a stronger US dollar, higher
bond yields and a sharp sell-off in semiconductor companies weighed on performance following an exceptional first half of the year.

Bond markets experienced their most difficult quarter since late 2024. Higher energy prices, persistent inflation and further policy
tightening pushed yields higher. At the same time, increased sovereign bond issuance and significant new borrowing by giant
technology companies intensified competition for investor capital.

Both share and fixed interest markets reflected a common theme: resilient economic growth and strong earnings being tested by
stubborn inflation and central banks willing to respond.

International shares
0 Developed market shares delivered a modestly positive result over the quarter, with the MSCI World ex Australia Index
returning 1.5% on a hedged basis and 2.7% unhedged. A resilient macroeconomic backdrop and strong earnings growth

'(';71(;5(’{;’ outweighed concerns around geopolitics and tighter monetary policy.
edge

to NZD) A buoyant earnings cycle in technology and energy, and to a lesser extent banking, supported markets. Market performance
was strongest in July and August before softer conditions emerged in September as oil prices climbed and central banks

0 raised interest rates.
In the US, the S&P 500 Index reached several record highs during the quarter. Technology companies regained momentum
+2.7% following July’s semiconductor-led sell-off, while software companies also benefited from strong earnings. Rising precious
(unhedged) and industrial metal prices led to gains in resource companies.

The Al investment cycle remained the dominant market theme. NVIDIA's late August result capped an exceptionally strong
US earnings season, with profit and revenue both more than doubling year-on-year. Importantly, earnings growth was broad-
based, with most S&P 500 sectors reporting year-on-year growth.

Japanese shares were among the strongest performers. Semiconductor companies, exporters and cyclicals contributed
positively, aided by improving business confidence.

European shares lagged global peers as investors questioned the sustainability of earnings growth and focused on the impact
of rising interest rates. While fiscal support for defence and infrastructure remained favourable, investors preferred regions
with greater exposure to Al-related investment themes. The European Central Bank (ECB) raised its deposit rate to 2.5% and
markets priced in further tightening.

Source: MSCI World ex-Australia Index (net div.)

Emerging market shares

0 Emerging market shares declined slightly during the quarter, returning -0.4% in US dollar terms, although returns to unhedged
New Zealand investors were positive due to a slightly weaker New Zealand dollar over the quarter.

+0.4%

(et div.) The subdued performance of this quarter stood in contrast to the strong gains recorded during the first half of 2026. The asset
net datv.

class was affected by the global semiconductor sell-off, a stronger US dollar, rising US Treasury yields and higher energy prices.
However, performance varied significantly across regions.

China was a positive contributor overall, despite the MSCI China Index declining -4.6% in September. Technology-focused
indices fell sharply in September as investors reassessed Al-related valuations and remained concerned about weak domestic
demand. Structural challenges, including weakness in the property sector and subdued consumer spending, continued to
undermine confidence.

Taiwan continued its incredible year, supported by strong demand for semiconductors. Taiwan Semiconductor Manufacturing
(TSMC) reported August revenue growth of +53% year-on-year, reinforcing confidence in the ongoing Al investment cycle.

South Korean shares experienced volatility but recovered from the semiconductor-led sell-off in July. Indian shares faced pressure
from elevated valuations and concerns over future earnings growth. Across Latin America, higher commaodity prices provided
support, although currency movements reduced gains for unhedged investors.

Overall, emerging markets spent the quarter consolidating after a strong first half while absorbing the combined effects of higher
US yields, dollar strength and geopolitical uncertainty.

Source: MSCI Emerging Markets Index (net div.)
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+1.9%

New Zealand shares

The New Zealand share market generated a positive return of 1.9% during the quarter, although market conditions
deteriorated significantly in September.

The NZX 50 Index declined -0.4% during September as higher oil prices, rising global bond yields and a domestic interest
rate increase weighed on sentiment. Despite this weakness, gains from July and August were sufficient to produce a positive
quarterly outcome.

On 2 September, the Reserve Bank of New Zealand (RBNZ) increased the Official Cash Rate (OCR) to 2.75%. Inflation had
climbed to 4.1% in the June quarter, driven largely by higher fuel costs stemming from Middle East conflict. Thel bank
indicated inflation was expected to remain above 3% for the rest of 2026 and signalled that further interest rate tightening
may be required.

The interest-rate sensitivity of many NZX-listed infrastructure, utility and property companies created a direct valuation
headwind as rates moved higher. Despite these conditions, Auckland Airport, Fisher & Paykel Healthcare and Meridian Energy
were among the stronger performers.

Although elevated inflation and tighter monetary policy continue to put pressure on household spending, New Zealand shares
performed broadly in line with international developed markets over the quarter.

Source: S&P/NZX 50 Index (gross with imputation credits)

O

+2.5%
(unhedged-
NZD)

Australian shares

Australian shares delivered a positive return of 1.3% for the quarter (in AUD terms), despite a difficult finish to the period. The
ASX 200 Index fell -2.4% in AUD terms in September, after recording a strong first two months. Rising oil prices and interest rates
dented investor confidence, although gains during July and August preserved a positive quarterly result.

Economic growth remained resilient, with Australian GDP increasing +0.4% during the June quarter and +2.1% year-on-year.
However, inflation remained persistent, forcing the Reserve Bank of Australia to increase interest rates on the last day of the
quarter after holding twice through the winter.

At the sector level, financials benefited from higher interest rates, while energy stocks gained from stronger commodity prices.
Technology shares were supported by ongoing Al-related investment themes. Healthcare and consumer discretionary sectors
faced headwinds from rising bond yields and cautious household spending.

Resources and selected healthcare and technology companies continued to receive support from strong earnings growth, while
domestically focused businesses struggled with slower housing activity, weaker consumer demand and higher financing costs.

Returns to unhedged New Zealand investors were improved due to a slightly weaker New Zealand dollar over the quarter.

Source: S&P/ASX 200 Index (total return)

O

-0.9%
(FTSE World
Government
Bond Index

1-5 years,

hedged to
NZD)

O

-2.9%
(Bloomberg
Global
Aggregate
Bond Index,
hedged to
NZD)

International fixed interest
Global bond markets endured a challenging quarter as inflation concerns and tighter monetary policy drove yields higher.

The shorter-duration FTSE World Government Bond Index declined -0.9%, while the broader Bloomberg Global Aggregate
Bond Index fell -2.9%, reflecting the greater sensitivity of longer-duration bonds to rising yields.

A resurgence in energy prices was a key catalyst. Brent crude oil remained above US$100 per barrel for much of September,
while European gas prices rose steadily. Although core inflation remained relatively contained, rising energy costs pushed
headline inflation higher and prompted central banks to continue tightening policy.

In the US, the Federal Reserve raised interest rates by +0.25% to a target range of 3.75%-4.00%. The US 10-year Treasury yield
rose from 4.42% to 5.29% during the quarter, while the 30-year Treasury yield finished at 5.64%, its highest level in more than
15 years.

European bond markets also weakened. The ECB increased rates to 2.5%, while concerns surrounding fiscal deficits and
government borrowing placed pressure on sovereign debt markets. French government bonds underperformed, and spreads
relative to German Bunds widened meaningfully. UK bond yields climbed to levels not seen since 2007.

Japan also joined the tightening cycle, with the Bank of Japan raising rates to 1.25% and the 10-year Japanese government
bond yield reaching 3% for the first time since 1996.

Investment-grade credit generated negative returns due to rising yields. High-yield bonds performed relatively better because
of shorter duration and still solid underlying corporate fundamentals.

Source: FTSE World Government Bond Index 1-5 Years (hedged to NZD), Bloomberg Global Aggregate Bond Index, hedged to NZD
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-1.1%
(S&P/NZX
A-Grade
Corporate
Bond Index:
+2.5%)

New Zealand fixed interest

New Zealand fixed interest markets recorded negative returns during the quarter, with the S&P/NZX A-Grade Corporate Bond Index
declining -1.1%.

Bond yields rose in response to the RBNZ's September interest rate increase and the broader global bond market sell-off. In
contrast, cash continued to deliver positive returns, with the NZ One-Month Bank Bill Yields Index returning 0.7% for the quarter.

The RBNZ raised the OCR by +0.25% in both July and September, to a level of 2.75%, citing inflation of 4.1% and the inflationary
impact of higher fuel costs. The bank warned inflation would remain above target for the remainder of 2026 and indicated further

tightening may be necessary.

New Zealand government bonds declined during September, while lower-rated corporate bonds also struggled. Rising yields
reduced bond returns by more than any positive offsetting interest income across much of the market.

Although the domestic economy continued to recover, the RBNZ faced a difficult policy trade-off. Inflation was being driven largely
by higher energy prices rather than excessive domestic demand, meaning tighter monetary policy risked further pressure on
households and businesses already facing elevated living costs.

Source: S&P/NZX A-Grade Corporate Bond Index

Table 1: Asset class returns to 30 September 2026

Asset Class Index Name moiths ye1ar yezrs yeirs y;:rs

ooty e ey 15%  147%  204%  118%  12.8%
I(::::ZZS:;;I i MSCI World ex Australia Index (net div.) 2.7% 18.7% 24.1% 16.6% 15.8%
ftl:::zing markets (anf:j:i/r;erging Markets Index 0.4% 33.0% 26.7% 13.5% 11.9%
New Zealand shares (Sggrlzii\lfvﬁ:(i)r:;ii:tion) 1.9% 4.8% 7.8% 1.6% 7.4%

Australan shares | o575 200 Index 25%  109%  167%  113%  10.8%
oot | sty ettt | gy am o
i’:‘:;iialand fixed S&P/NZX A-Grade Corporate Bond -1.1% 1.1% 6.1% 2.7% 2.9%
New Zealand cash NZ One-Month Bank Bill Yields Index 0.7% 2.6% 4.0% 3.8% 2.5%

Unless otherwise specified, all returns are expressed in NZD. We assume Australian shares and emerging markets shares are invested on an
unhedged basis, and therefore reported returns from these asset classes are susceptible to movement in the value of the NZD. Index returns are
before all costs and tax. Returns are annualised for time periods greater than one year.
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Financial literacy - the life skill that compounds

Financial literacy is not just knowledge about money. It is
a practical life skill. It helps people have more productive
conversations and make better decisions about saving,
borrowing, investing, KiwiSaver and retirement. The
benefit is rarely dramatic in a single year, but over time it
can compound into very different outcomes.

Most people think of financial literacy as knowing the
answer to a few money questions. What is compound
interest? How does inflation work? Why diversify? Those
questions matter, but they are only the starting point.

The bigger point is that financial literacy influences
hundreds of ordinary decisions over many years. It affects
whether someone increases their KiwiSaver contribution,
understands the trade-off between cash and growth
assets, pays down expensive debt, stays invested through
a market fall, or asks for help before a major financial
decision. None of those choices may feel life-changing
on the day. But consistently smart, small decisions can
compound in a big way.

New research published by Dr Bart Frijns of Auckland
University of Technology gives useful weight to this
idea. His Netherlands-based study measured financial
literacy in 2011, then looked at the income and savings
of the same households in 2019. That eight-year gap is
important because it helps answer a key question: does
financial literacy contribute to better outcomes, or do
people simply become more financially literate after they
have more money?

A smarter way to look at the question

For years, researchers have observed that financially
literate people tend to be wealthier. That may sound
obvious, but it does not prove that literacy created wealth.
Instead, it's possible that wealthier households may have
more reason to learn about tax, investments, pension and
estate planning. So literacy increases with wealth rather
than because of it.

Dr Frijns’ study is helpful because it looks forward.
Researchers used data from households in the Netherlands
and compared what people knew financially in 2011 with
where they ended up eight years later. "What people

knew financially’ was measured by their answers to four
practical questions covering compound interest, inflation,
diversification and the relationship between interest rates
and bond prices.

Although the study is observational and limited to 475
households, its design is stronger than a simple one-off
survey on financial literacy because you can measure
change over time. While a financial literacy score in 2011
doesn't guarantee a particular level of wealth in 2019, it
does provide insight into the relationship between the two
over time.

Measuring financial literacy and financial outcomes 2011-2019

2011

Financial literacy

R S

Controls captured

2019

Financial outcomes

measured observed
Age
Gender *
Compound
Interest
GD Marital
Status
Annual :
Savings
9 Tertiary Income 9
Diversification Bond Prices Education
- & Yy 8 )
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The finding investors should not ignore

The headline result was simple. Each additional correct
answer on the four-question financial literacy test in
2011 was associated with €4,644 higher annual income
and €12,540 more savings in 2019. In New Zealand
dollar terms, the researchers described the figures as
approximately $7,900 higher income and $21,000
higher savings.

This is a striking result. The researchers found that one
extra point on the literacy scale was associated with
roughly a 12% increase in income and a 25% increase
in savings.

The researchers found that one
extra point on the literacy scale

was associated with roughly a 12%
increase in income and a 25%

Increase in savings.

The implication is that people who understand money a
little better make decisions that, over eight years, add up
to significantly better financial outcomes.

Now let's look more closely at the concepts tested. The
four questions covered compound interest, inflation,
diversification and the relationship between interest rates
and bond prices.

Almost everyone understood compound interest and
inflation. The weaker areas were diversification and bond
pricing. Only 64% of respondents correctly understood
diversification, and only 30% correctly understood the
relationship between bond prices and interest rates. That
is telling because understanding diversification and how
bonds (debt) are influenced by interest rates sit near the
heart of everyday investment and borrowing decisions.

Correct
responses

Concept

Why it matters

Compound 95% The engine behind
interest long-term saving
and investment.
Inflation 94% The quiet force that
erodes purchasing power.
Diversification 64% A foundation for
managing risk without
relying on one outcome.
Relationships 30% Important for
between bond understanding borrowing
prices and costs and why defensive

assets can still fluctuate
in price.

interest rates
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Why this matters for New Zealand families

The study was conducted in the Netherlands, and while
the answers of New Zealanders may have been slightly
different, the underlying lessons are no less relevant.

New Zealand households face the same kinds of
compounding decisions throughout their lives: how much
to contribute to KiwiSaver, which fund type to use, how
much debt to carry, whether to diversify or concentrate an
investment and how to prepare for retirement.

The point is not that every investor needs to become an
expert. Most do not. The point is that sound financial
decisions are often cumulative. A slightly better choice
made early, repeated consistently and supported by good
advice can create a very different outcome from a slightly
poor choice left unchecked.

Advice may be the key

Financial literacy is valuable, but knowledge alone is

not always enough. People can understand the idea

of compounding and still delay saving. They can know
diversification is sensible and still become uncomfortable
when markets fall. They can know debt is expensive and
still struggle to change behaviour. This is where advice has
a practical role.

The purpose of good advice can be boiled down to helping
someone make financial decisions they are proud of

and helping them avoid decisions they regret. The best
decision is not always the one that produces the greatest
financial return. It may be a deliberate choice to use wealth
to support the life someone wants to live, rather than
continuing to save it. What makes it a good decision is that
the trade-offs are understood and the choice is aligned
with what matters most to that person.

The best advice often looks simple from the outside.
Increase contributions. Diversify properly. Avoid panic
selling. Repay high-interest debt. Keep an emergency
reserve. Review insurance. Build an estate plan. And
perhaps most important, understand what you really value
(what's more important than money) and ensure your
decisions align with those values. But simple does not
mean easy. These are the quiet decisions that shape
long-term financial wellbeing.



The big takeaway

What Dr Frijns study shows is something we've thought
about intuitively for a while. We believe the most useful
way to think about financial literacy is as a form of human
capital. We invest in education, training, qualifications and
careers because those skills improve our prospects and
ability to earn more over time. Financial literacy deserves a
place beside them because it does the exact same thing.

The evidence from this study is not that financial literacy
guarantees wealth. It does not. Income, opportunity, health,
family circumstances, housing, employment and luck all
matter. The more balanced conclusion is that financial
literacy appears an often overlooked ingredient that can
improve financial outcomes over time.

That should be encouraging rather than intimidating.
Financial wellbeing is not the result of a single perfect
decision. It is built by a series of reasonable decisions
made with better understanding and repeated over many
years. The gains may feel modest at first. Then, much like
investment returns, the effect becomes clearer in hindsight.

In that sense, financial literacy behaves a lot like
compounding itself. Small improvements in understanding
can lead to better decisions. Better decisions can lead to
better behaviour. Better behaviour, given enough time,
can change a family’s financial future.

If you have friends or family members who you think could
benefit from reading this article, please feel free to share

it with them. We would love to help all New Zealanders
make better financial decisions, so we are happy for this
information to be shared.

Our aim is not to turn everyone into an investment expert.
Rather, it's to help people build confidence with money
and make sound decisions early, before the impact of
those decisions has years to compound.

References: De Beckker, K., Frijns, B., Hubers, F., & Derkx, S. (2025). The long-term impact of
financial literacy on wealth: Evidence from longitudinal data. Economics Letters, 257, 112682.
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