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Budget 2021 to add oomph to the upturn  

There weren’t too many bolts from the blue from Budget 2021. As expected, a big increase in spending and capex was 
delivered even as deficit and debt projections were wound back. It’s not often a Finance Minister gets to preside over that 
happy duality. There was certainly nothing of particular surprise for financial markets – there was zero reaction. A small 30 
pip rally in the NZD/USD yesterday was more about global factors. Indicative of such, the NZD/AUD fell.  

Spending was focused on poverty reduction via higher benefit payments – the biggest increases in “more than a 
generation.” More cash in people’s pockets promises to add a bit more oomph to consumption and the economic upturn 
more generally. On the capex side, there was a welcome focus on infrastructure. An extra $15b was tipped into the 
infrastructure spending programme, bringing it to $57.3b. Key here will be the ability of the government to get the 
allocated spending out the door without contributing to inflation or, actually, just out the door at all. Good chunks of the 
economy, and particularly the construction sector, are already capacity constrained.  

There were some elements that surprised. Some aspects of the Treasury’s economic projections looked a little soft 
compared to ours – particularly the inflation forecasts and an (associated) expectation that the RBNZ will keep rates on 
hold until 2025. The bond programme was also revised lower as expected, but not by as much as we’d expected. Issuance 
was only $10b lower over the entire programme out to 2025 (which now totals $150b).  

Aussie employment numbers of yesterday afternoon registered the first downside surprise in a while. Employment fell 
by 30.6k in April following six consecutive months of strong job gains. The unemployment rate fell a little, to 5.5% (5.6% 
expected). But this was flattered to some extent by a surprise fall in the participation rate, to 66% from 66.3%. Our friends 
at CBA look for further falls in the unemployment rate ahead. Aussie financial markets barely blinked in response. 

Overnight, markets have generally reversed the Fed minutes-induced movements of yesterday, as investors deduced 
that Fed tightening is still a long way off (this was pretty evident from the Fed’s cautious tone of yesterday). Share markets 
have bounced 0.8-1.9%, the VIX index of risk aversion fell from 23% to 20%, and the USD and US bond yields are back 
lower. Even bitcoin joined in, bouncing around 20% after its 25% fall the day before.  

Economic data released overnight was second-tier at best, but positive at the margin. US weekly jobless claims fell to the 
lowest level since the pandemic struck (444k vs. 450k expected), a positive sign for the US labour market. The Philly Fed 
index undershot expectations (31.5 vs. 41.5 expected) but the overall index level remains near multi-year highs.  

FX update: The NZD/USD has spent the past 24 hours grinding higher following the sharp sell-off of the day before. The 
weaker USD overnight added to upward momentum such that the currency opens this morning around 0.7200. The 
bounce is further confirmation of the range-trading pattern in the NZD/USD of late. We see a 0.7150-0.7250 range in the 
run-in to next week’s RBNZ meeting.  

Day ahead: The clear highlight will be the release of May ‘flash’ PMIs released around the world, starting with Australia at 
11am (NZ time). These are one of the more closely watched and reliable forward indicators of global activity. Generally 
speaking, expectations are for the breakneck pace of recovery in global manufacturing to either continue or step up even 
further. Confirmation of such from the data may bolster risk sentiment still further.   

Outside of the PMIs there’s just Aussie retail sales at 1:30pm (NZT). Our friends at CBA are plumping for an above-market 
0.8% mom increase (market 0.5%). There’s no data in NZ but we’ll be keeping an eye on the RBNZ’s weekly 2pm LSAP 
announcement. We suspect bond purchases will remain unchanged for now at $350m. Author: mike.jones@asb.co.nz 

   

AND FR TGHE  

Currencies Currencies Commodities Equities

NZD/USD 0.7202 0.4% NZD/SEK 5.9760 -0.1% CRB Index 200 -0.9% Dow 34094 0.6%

NZD/AUD 0.9267 -0.1% NZD/NOK 5.9784 0.3% NZX WMP 4190 -0.5% S&P 500 4164 1.2%

NZD/EUR 0.5890 0.1% NZD/THB 22.58 0.2% Gold $/o 1878 0.4% NASDAQ 13538 1.8%

NZD/JPY 78.35 0.0% AUD/USD 0.7772 0.6% WTI Oil $/b 62.1 -2.1% FTSE 7020 1.0%

NZD/GBP 0.5076 0.0% EUR/USD 1.2227 0.4%  NZD Swap Rates (%) DAX 15370 1.7%

NZD/CAD 0.8685 -0.1% USD/JPY 108.79 -0.4% OCR 0.25 0.00 CAC-40 6344 1.3%

NZD/CHF 0.6466 -0.2% 10 Yr Bond Yields (%) 3mth 0.33 -0.01 H.Seng 28450 -0.5%

NZD/HKD 5.5897 0.4% NZ 1.87 -0.01 1yr 0.37 -0.01 Nikkei 28098 0.2%

NZD/SGD 0.9583 0.1% US 1.63 -0.04 2yr 0.55 -0.02 ASX200 7020 1.3%

NZD/DKK 4.3799 0.0% Aust 1.77 0.00 5yr 1.23 -0.02 NZX50 12437 1.3%
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      Important Disclaimer 

 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  

 

 

mailto:nick.tuffley@asb.co.nz
mailto:jane.turner@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
https://reports.asb.co.nz/index.html
https://twitter.com/ASBMarkets
https://www.asb.co.nz/documents/economic-research.html

