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THE NEXT RATE HIKE?
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Blackwell Global is a global brokerage, aiming to be
the most trusted financial service provider. We are
committed to transparency, integrity and service
excellence.

Founded in 2010, we now have global presence in
over 90 countries, with main offices in the separately
regulated markets of Australia, Cyprus, New Zealand
and the United Kingdom.

We believe that sound investment and trading decisions
begin with a strong grounding in financial education.
Our goal is to make this available to everyone - and this
free eBook is part of that commitment.

To find out more about Blackwell Global, please visit:
www.blackwellglobal.com

.
PAGE 1 blackwellglobal.com



http://www.blackwellglobal.com
http://blackwellglobal.com

HE
SAN
CAN

KO
ADA

FOREWORD

In this eBook, we will take a look at what the coming
months hold for the Bank Of Canada’s monetary policy.

There's currently a debate as to whether the next
interest rate hike is more likely to happen in September
or October. We will explore when the next move is likely
to come.

We will also take a look at how the timing of an interest
rate hike could affect the Canadian dollar.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited
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MONETARY POLICY STATUS

The Bank Of Canada is currently in a hiking cycle. The most recent
hike was in July 2018 - and that was the fourth hike in just a year.

Steady economic growth and low unemployment have led to the
gradual tightening of monetary policy.

Back in May, Statistics Canada announced that the Canadian
economy grew by 0.5%. This was mostly thanks to an improved
performance by the domestic and export-oriented sectors.

This result was above the market expectations of 0.3%, according
to Josh Nye, the senior economist at RBC Economists Research.
With activity rising each month in 19 out of 20 industries, this was
Canada’s broadest gain in over a decade.

It's why most economists were expecting another rate hike in
October 2018.
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GDP GROWTH

So why did the Canadian economy grow by 0.5% m/m in May? Let's
take a closer look.

Canadian GDP only grew by 0.1% in April 2018. This has been
attributed to poor weather as an ice storm wreaked havoc on
Central and Eastern Canada.

There was also a brief shutdown of some oilsands projects in
Alberta taking place for maintenance. As a large contributor to the
Canadian economy, this also dragged on GDP in April.

With those oilsands facilities returning to production in May,
Canada’s gas and oil sector expanded by 2.5%. Retail also saw its
largest monthly increase since October 2017. There were also
gains in construction, export-oriented sectors and manufacturing.

AN INFLATION CURVEBALL

However, recent inflation has led to speculation that the Bank Of
Canada might need to speed up its rate hikes.

First, let's get some context. Remember - inflation is simply the
rate at which the cost of goods and services is increasing. Most
economies track inflation on a monthly and annual basis.

Initially, the Canadian Consumer Price Index (CPI) inflation data
forecasts for July were at 0.1% m/m. However, expectations were
once again surpassed and the month ended with a CPI reading of
0.5% for the month. This gain saw the annual inflation rate jump
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from 2.5% to 3% - the highest rate since 2011.

This puts inflation at the edge of the Bank Of Canada'’s control
target (which is 1% - 3%). Such a reading has ignited suspicions
that the Bank Of Canada may hike interest rates as soon as
September.

Now, why would the Bank Of Canada want to increase its interest
rates to address inflation?

It's actually quite simple. By increasing interest rates, the Bank Of
Canada is essentially making it more expensive for commercial
banks to borrow capital. Commercial banks tend to pass these
increased borrowing costs onto their customers too.

Usually, this acts to reduce the flow of money within an economy,
reducing inflationary pressure in the process. Practically, this
causes prices to fall.
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WHEN WILL THE HIKE HAPPEN?

With CPIinflation as high as 3%, you would expect the interest rate
hike to happen sooner rather than later.

Some market commentators have expressed that there is a good
reason to believe this could happen in September - but this is not
necessarily the case.

When we analyse average core inflation measures (a measure

of inflation that excludes volatile energy prices) it only increased
from 1.97% to 2% from June to July. This shows that inflation is at a
sustainable for the Bank Of Canada.

Now, as a trader, you need to know that the Bank Of Canada
attributes more weight to core inflation measures that CPI inflation
data. They are both extremely important - but CPI inflation can
fluctuate.
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This is why the market overwhelmingly expects a 25 basis point
rate hike in October rather than September.

WHAT TO EXPECT FROM THE CAD

The idea of faster rate hikes caused the Canadian dollar to climb
to C$1.3070 against the US dollar. But as we've already explained,
core inflation measures indicate that a rate hike will likely happen
in October.

As it stands, the only serious threat for a monetary policy shift
would be the North American Free Trade Agreement (NAFTA).
President Trump is currently renegotiating NAFTA in an attempt to
balance the US trade deficit.

Plus, earlier this year, President Trump imposed 25% import tariffs
on Canadian steel and 10% import tariffs on aluminium. Canada
went on to retaliate with 25% import tariffs on US assorted metal
products.

As this situation develops, CAD could easily enter periods of
volatility. If NAFTA negotiations hit difficulty, CAD could also
experience serious downward pressure. This could change the
whole monetary policy picture for the Bank Of Canada.

Put simply, free trade is critical for a strong Canadian dollar. If
the US leaves NAFTA, the Canadian dollar is likely to face extreme
downward pressure.

However, at the time of writing, traders should anticipate another
interest rate hike to 1.75% in October.
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Remember - interest rate hikes tend to strengthen currencies
over the long-term. This happens because the money supply

is tightened, while demand for the currency is still high. Higher
interest rates also attract foreign direct investment, which again
increases demand for the currency.
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WHY
SLACKWELL
GLOBAL?

We can't pretend that is easy to become a successful trader. But
we are here to help and support you as you make your trading
journey, providing dedicated resources such as our demo trading
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer
brokerage solutions for private and institutional clients. Blackwell
Global is a Straight Through Processing or STP broker who provide
their clients with superior liquidity and price feeds from top
international banks. These are offered alongside 24-hour technical
support, market research tools, educational materials, professional
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than
60 currency pairs, precious metals and other contracts for
differences. As a global broker, we are always striving to achieve
excellence in our customer service, as well as developing
innovative technology to support our customers needs.

PAGE 10 blackwellglobal.com



http://blackwellglobal.com

Today, the Blackwell Global group of companies has a presence in
over 90 countries, with its main offices situated in the individually
regulated markets of Australia, Cyprus, New Zealand and the
United Kingdom.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Forex and CFDs are leveraged products and involve a high level of risk and can result
in the loss of all your invested capital. 71% of retail investor accounts lose money when trading CFDs
with Blackwell Global Investments (UK) Limited. Therefore, Forex and CFDs may not be suitable for
all investors, so please consider your investment objectives, level of experience, financial resources,
risk appetite and other relevant circumstances carefully. Seek independent advice if necessary.
Please consult our full risk disclosure and make sure you understand the risks before entering any
transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative
reading and should not be relied upon as a substitute for extensive independent research and is
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not
take into account any particular individual's investment objectives, financial situation, or needs,
and should not be interpreted as financial advice nor an encouragement to trade any investment
product.
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