What is the market telling us about the latest Bank of Canada interest rate increase?

The Bank of Canada did surprise the market with a 100 basis point (1 basis point is one-hundredth of a percent; 100 basis points equals 1 percent) increase on July 13th when the market was expecting a 75 basis point increase (three-quarters of one percent).
So the market was surprised and what was the reaction?
Very, very, little.
Rates in cashable gics went up, the rates on a high interest savings account went up, but there was not a move in other longer term interest rates (you can also see this from the lack of mortgage rate increase announcements by Banks/lenders – mortgage rates are determined by government bond rates so when the yield on government bonds change, the mortgage rates change).  
Now, why didn’t longer term bond yields change when the Prime Rate changed?
The market is starting to price in a drop, yes a drop, in long-term interest rates.  When we have an economic slow down, interest rates will drop and the interest rate market is starting to reflect that.  Yes, the Prime Rate can continue to go up (Central Banks control those interest rates), but it is the interest rate market participants that determine what happens to other interest rates and right now, the market for interest rates is starting to price in lower interest rates in the future.  
The above is a key aspect of any market – markets will take all available information and take it into account into where the price of anything should be now.  It is likely we can see further Prime Rate increases but not see increases in long-term interest rates.
If you have any questions, please let me know.
Thank you
Don.

