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BoC Firmly On Hold As It Weighs Domestic Gains, 

External Risks 

 A policy hold is likely to last until domestic and external risks can be more fully 

evaluated. This may take until December at which point the direction of rate 

risks remains more up than down. 

The Bank of Canada broadly met expectations in a short 337 word statement. 

They rightly sound more encouraged by the domestic picture, but more 

discouraged by external events but not with enough conviction to do 

anything about it. Overall, this tone should surprise no one. The net effect 

has the BoC signalling no rate change in either direction for some time. Our view 

remains that this pause period is likely to extend to the December meeting and 

hence after the durability of domestic data and politics and multiple external risks 

can be more fully evaluated. Our tentative view—mindful toward risks everyone 

else is monitoring—remains that the next move is more likely to be up than down 

at that time. 

The overall read is that the BoC leaned against market speculation toward a 

rate cut this year while signalling no rush to hike in the face of external 

risks. That sounds an awful lot like the Fed. The information they have 

before them at this point suggests a firm hold.  

That said, the BoC faces a tighter inflation mandate than the Fed’s dual mandate 

and so it bears noting the emphasis placed upon the fifth paragraph just before 

the conclusion: 

“Inflation has evolved in line with the Bank’s April projection. The Bank 

expects CPI inflation to remain around the 2 per cent target in the coming 

months. Core inflation measures all remain close to 2 per cent.” 

Weighed against such inflation expectations, the BoC feels no pressure to 

do much of anything for some time. 

Overall, this statement is a place keeper on the calendar that will hopefully 

be informed by the OPEC and G20 (particularly US-China) meetings next month, 

hopeful ratification of the USMCA in Congress this summer and hence in Canada, 

and whatever horses get traded as the need for a US funding and debt ceiling 

agreement mounts. For now, they didn't stick their necks out, but the next 2-3 

meetings face concentrated risks that may materially inform the BoC’s 

outlook but likely not in time for the July 10th MPR and forecasts. Indeed, as 

I’ve written several times, the October election will likely have them on hold until at 

least afterward as evidenced by the accompanying charts on BoC policy actions 

and 2 year yields before and after past elections. Brexit uncertainty on a 

Halloween timeline will only reinforce this and it should be clear that the reasons 

for a hold for some time go well beyond mere domestic politics. 

The market reaction was somewhat volatile but USDCAD and Canada 2s are little 

changed on net with Canada’s curve continuing to modestly underperform the 

rally in Treasuries. Movement in Canada 2s since the 10am statement largely 

mirrored movement in US 2s. 

The concluding bias altered the wording but left the same broad takeaway by 

saying “the degree of accommodation….remains appropriate” and future 

decisions “will remain data dependent.” 
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On external risks, the fourth paragraph said it all: 

“The global economy is also evolving largely as expected since April, although the recent escalation of trade conflicts is 

heightening uncertainty about economic prospects. In addition, trade restrictions introduced by China are having direct 

effects on Canadian exports.” 

On the domestic front, they flagged what are largely the obvious matters in terms of improved evidence of “a pickup starting in the 

second quarter” that fits their forecast narrative. If one doesn’t believe all three labour market readings for Canada, then take your 

pick of every other variable that has been unambiguously solid of late. Noteworthy is that they sounded relatively upbeat toward 

consumption, exports, investment and housing. They also noted that “the removal of steel and aluminum tariffs and increasing 

prospects for the ratification of CUSMA will have positive implications for Canadian exports and investment.” 

The one takeback on the domestic front was to rightly flag an inventory surge and the likely negative effect on production going 

forward. See the charts below as a reminder. Economy-wide inventories have been rising for some time due to increases at 

manufacturers and wholesalers but not retailers. 

Please see the accompanying statement comparison. 

BoC SDG Wilkins will deliver an economic progress report tomorrow at 2:15pmET and a press conference at 3:50pmET. 
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RELEASE DATE: MAY 29, 2019 

The Bank of Canada today maintained its target for the 

overnight rate at 1 ¾ per cent. The Bank Rate is correspondingly 2 

per cent and the deposit rate is 1 ½ per cent. 

Recent Canadian economic data are in line with the 

projections in the Bank’s April Monetary Policy Report (MPR), 

with accumulating evidence that the slowdown in late 2018 and 

early 2019 is being followed by a pickup starting in the 

second quarter. The oil sector is beginning to recover as 

production increases and prices remain above recent lows. 

Meanwhile, housing market indicators point to a more stable 

national market, albeit with continued weakness in some regions. 

Continued strong job growth suggests that businesses see 

the weakness in the past two quarters as temporary. Recent data 

support a pickup in both consumer spending and exports in the 

second quarter, and it appears that overall growth in business 

investment has firmed. That said, inventories rose sharply in 

the first quarter, which may dampen production growth in coming 

months. 

The global economy is also evolving largely as expected 

since April, although the recent escalation of trade conflicts is 

heightening uncertainty about economic prospects. In addition, 

trade restrictions introduced by China are having direct 

effects on Canadian exports. In contrast, the removal of steel and 

aluminum tariffs and increasing prospects for the ratification 

of CUSMA will have positive implications for Canadian 

exports and investment. 

Inflation has evolved in line with the Bank’s April 

projection. The Bank expects CPI inflation to remain around 

the 2 per cent target in the coming months. Core inflation 

measures all remain close to 2 per cent. 

Overall, recent data have reinforced Governing Council’s view 

that the slowdown in late 2018 and early 2019 was temporary, 

although global trade risks have increased. In this context, 

the degree of accommodation being provided by the current 

policy interest rate remains appropriate. In taking future 

policy decisions, Governing Council will remain data dependent 

and especially attentive to developments in household spending, 

oil markets and the global trade environment. 

RELEASE DATE: APRIL 24, 2019 

The Bank of Canada today maintained its target for the 

overnight rate at 1 ¾ per cent. The Bank Rate is correspondingly 2 

per cent and the deposit rate is 1 ½ per cent. 

Global economic growth has slowed by more than the Bank 

forecast in its January Monetary Policy Report (MPR). Ongoing 

uncertainty related to trade conflicts has undermined business 

sentiment and activity, contributing to a synchronous slowdown 

across many countries. In response, many central banks have 

signalled a slower pace of monetary policy normalization. 

Financial conditions and market sentiment have improved as a 

result, pushing up prices for oil and other commodities.  

Global economic activity is expected to pick up during 2019 

and average 3 ¼ per cent over the projection period, supported by 

accommodative financial conditions and as a number of temporary 

factors weighing on growth fade. This is roughly in line with the 

global economy’s potential and a modest downgrade to the Bank’s 

January projection. 

In Canada, growth during the first half of 2019 is now 

expected to be slower than was anticipated in January. Last year’s 

oil price decline and ongoing transportation constraints have 

curbed investment and exports in the energy sector. Investment 

and exports outside the energy sector, meanwhile, have been 

negatively affected by trade policy uncertainty and the global 

slowdown. Weaker-than-anticipated housing and consumption 

also contributed to slower growth. 

The Bank expects growth to pick up, starting in the second 

quarter of this year. Housing activity is expected to stabilize given 

continued population gains, the fading effects of past housing policy 

changes, and improved global financial conditions. Consumption will 

be underpinned by strong growth in employment income. Outside of 

the oil and gas sector, investment will be supported by high rates of 

capacity utilization and exports will expand with strengthening global 

demand. Meanwhile, the contribution to growth from government 

spending has been revised down in light of Ontario’s new budget. 

Overall, the Bank projects real GDP growth of 1.2 per cent in 

2019 and around 2 per cent in 2020 and 2021. This forecast 

implies a modest widening of the output gap, which will be 

absorbed over the projection period. 

CPI and measures of core inflation are all close to 2 per cent. 

CPI inflation will likely dip in the third quarter, largely because of the 

dynamics of gasoline prices, before returning to about 2 per cent by 

year end. Taking into account the effects of the new carbon pollution 

charge, as well as modest excess capacity, the Bank expects 

inflation to remain around 2 per cent through 2020 and 2021. 

Given all of these developments, Governing Council judges 

that an accommodative policy interest rate continues to be 

warranted. We will continue to evaluate the appropriate degree 

of monetary policy accommodation as new data arrive. In 

particular, we are monitoring developments in household spending, 

oil markets, and global trade policy to gauge the extent to which the 

factors weighing on growth and the inflation outlook are dissipating. 
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