
Well, that was a surprise!
After implying an end to their hiking 
cycle at their January meeting, the 
Bank of Canada unexpectedly raised 
its overnight rate by 25bps to 4.75%. 
Financial markets were anticipating 
interest rates would remain on hold for 
a third consecutive meeting. Borrowing 
costs are now at a new 22-year high, as 
policymakers admitted that monetary 
policy was not sufficiently restrictive 
to bring supply and demand back into 
balance and return inflation to their 2% 
target.

Australian growth stalls
The Australian economy grew 0.2% 
in Q1, which was slightly lower than 
forecasts at 0.3% and Q4’s 0.5%, and 
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it was a similar story on the annualised 
numbers with growth at 2.3%, which 
was below forecasts at 2.4% and the 
prior quarter’s 2.7% print. Digging into 
the detail, it made for some pretty poor 
reading with household and government 
spending subdued at 0.1%, productivity 
contracting -0.3%, while the Australian 
household savings ratio decreased to 
3.7% from 4.4%, its lowest level since 
June 2008!

We also had RBA Governor Lowe give his 
traditional post-meeting speech where 
he stated, “It’s perfectly understandable for 
the lowest paid workers to be compensated 
for inflation, but we will get into trouble 
if we accept that all workers need to be 
compensated for inflation. There hasn’t been 
any shift in the RBA’s inflation tolerance, 
what has changed in recent months is the 
RBA’s assessment of these risks. Australians 
shouldn’t fall into a state of despair (as) 
there is a path back to better times and 
increasing real wages.”

Nevertheless, after the RBA’s second 
successive ‘surprise’ rate hike, Goldmans 
have upgraded their cash rate peak from 
4.35% to 4.85% in September 2023, 
although Morgan Stanley says the RBA 
will undertake a ‘one-and-done’ approach 
as “It takes a few months for those rate rises 
to drain bank accounts. We’re talking about 
a Q3 phenomenon where the consumer 
will have adjusted significantly. A number 
of consumer companies have recently 
announced earnings downgrades indicating 
households have already capitulated to the 
cost of living.”

Looking at the other data 
releases …

… the US trade deficit widened to a 
6-month high at USD74.6bn against 
forecasts at USD75.2bn, the Atlanta 
Fed GDPNow forecaster was revised to 
2.2% from 2.0%, while consumer credit 
increased to USD23.01bn from March’s 
USD22.83bn. In China, exports and 
imports fell on the year in USD terms 
after exports plummeted -7.5% while 
imports fell -4.5%. 

In other news, the VIX index fell below 14 
for the first time since Covid as markets 
become increasing confident that the 
Fed is nearing the end of its hiking cycle, 
while Congress will propose legislation 
that will bring down credit card charges.

OMG … following the LIV/PGA tie-up, its 
being reported Lionel Messi will snub a 
humongous pay cheque to play in Saudi 
Arabia and will sign for David Beckham’s 
Inter Miami.  

There is no doubt financial markets 
were caught out by the surprise BoC 
rate hike, with the pain felt the most by 
the NASDAQ which fell -1.4%, although 
most other international bourses were 
flat. Bond markets also took an exception 
with the yield on the US 2 and 10-year 
treasuries rallying 4 and 9bps to reach 
4.56% and 3.79% respectively, while 
the carry currencies came under selling 
pressure with the NZD being the worst 
performer falling -0.6% below the 0.6050 
level while the AUD eased back -0.3%.     
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