
 

 

 
◆ Inflation is not falling as fast as the RBA had hoped… 

◆ …raising the risk of a late-cycle rate hike; the AUD rallied 

◆ Canada’s inflation unexpectedly rose, dampening hopes for 
a BoC rate cut in July, but the CAD held steady 

 
The AUD was the best performing G10 currency over the past one month, with AUD-
USD up 1.2%. The CAD came second, gaining 0.6% against the USD (Bloomberg, 4 
July 2024).  

In Australia, the monthly CPI indicator accelerated faster than expected for the third 
consecutive month in May (rising 4.0% from a year ago vs consensus expectations 
of 3.8%), while the component excluding volatile items and holiday travel – the 
Reserve Bank of Australia’s (RBA) preferred measure – nudged slightly lower (+ 
4.0% from a year ago from +4.1% in April). As the fall in underlying inflation is 
slow compared to the RBA’s own set of projections and 2-3% target band, it 
adds to the case for the central bank to hike further.  

Meanwhile, the retail sales print for May exceeded consensus expectations. 
Retail sales rose 0.6% from the prior month, making it the biggest increase in four 
months. It was double the pace that consensus expected, after a 0.1% gain in April. 

AUD-USD climbed higher amid growing risk of a late-cycle rate hike by the 
RBA (Chart 1). Markets are currently pricing in a c50% chance of a 25bp rate hike in 
2H24, while our economists see a 30% chance for this to happen. In our view, a 
material shift in expectations for the outcome of the RBA’s 6 August meeting would 
likely need upside surprises in both the June employment report and 2Q24 CPI 
report due on 18 July and 31 July, respectively. We still look for modest AUD 
strength against the USD by end-2024.  

1. AUD-USD climbed higher on risk of 
an RBA rate hike 

 2. USD-CAD moved sideways, despite 
receding BoC rate cut expectations 

 

 

 
Source: Bloomberg, HSBC  Source: Bloomberg, HSBC 

   

Unlike the RBA, the Bank of Canada (BoC) started its easing cycle in June. That 
being said, both headline CPI and core measures in Canada accelerated above 
consensus expectations in May. Annual price growth rose to 2.9% from 2.7% in 
April, paring market expectations of a 25bp rate cut by the BoC at its 24 July 
meeting. The CAD rallied, albeit briefly (Chart 2). The risk channel of late has 
started competing with the rates channel for the dominant driver of USD-CAD, and 
with markets trimming their rate cut expectations for the BoC, we think the CAD 
should be able to resist upside moves in the USD. We continue to see USD-CAD 
moving largely sidesways over the next few months. 
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