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BoC Turns Slightly More Dovish 

 The Bank of Canada’s forecasts turned slightly more dovish in nature… 

 ...but the concluding neutral bias remained intact… 

 ...which leans against any Fed-like insurance cut 

 The BoC also argued against easing in a deeper protectionist shock… 

 ...if you believe its underlying logic 

 

The Bank of Canada wouldn’t ease in the face of trade wars because they would 

represent a supply shock that would fan higher inflation aided by persistent 

downward pressure on the exchange rate. Monetary policy under inflation 

targeting couldn’t do anything to accommodate the negative outcomes for activity 

variables. As an extension, BoC Governor Poloz took a swipe at bond markets, 

saying they don’t get the complexities of the trade disputes by, for instance, 

pricing some probability of BoC easing. An insurance cut in the face of elevated 

uncertainty is therefore ruled out and the implications to Fed easing would be “out 

of school” to address.  

If you believe all of that, then all’s just peachy here when it comes to interpreting 

the statement (here), Monetary Policy Report (here), opening remarks to the press 

conference (here) and the press conference hosted by Governor Poloz and SDG 

Wilkins. The BoC says it won’t cut into trade wars so perhaps markets should 

listen to this reaction function, at least for a time. The problem is that I have 

difficulty believing all of that, and so, apparently, do markets, as the overall suite 

of communications failed to stop short-term market rates from sliding lower post-

10amET independent of the earlier more modest spillover effect of Fed Chair 

Powell’s opening statement upon Canadian rates.   Markets took the 

communications as one step closer to the rate cut door with the two year yield 

now (1.58%) further below the overnight rate at 1.75%. 

We’re not prepared to go all downbeat on global trade policy risks that could 

still be two tailed in nature, but if that’s wrong, then I find it tough to believe the 

BoC’s logic here. When assessing the impact of tariffs and protectionism upon 

inflation and the powers of monetary policy, the BoC draws parallels to the inflation 

risks of the 1970s (an oil shock, btw) instead of decades when trade frictions were a 

closer parallel to today. Were the 1930s inflationary?  I missed that research piece.  

This kind of logic—that stems from this supporting BoC analytical piece that was 

released today—risks over-simplifying the complex issues by attempting to 

captured them in equations that overly discount a) the risk of discrete jumps that 

models based upon continuous probability distributions can’t always handle well, 

b) the implications of any further escalation of trade wars to confidence, and c) the 

implications to markets and the feedback effects of potential dislocation effects.  

Regardless, the conclusion posits: 

“At the same time, slower global growth in this scenario reduces 

commodity prices and leads to a sharp decline in the Canadian dollar. 

While a lower currency would help contain the decline in exports, it would 

also put strong and persistent upward pressure on prices, as would the 

direct effects of the tariffs. It’s clear that monetary policy could not 

simultaneously buffer the impact on growth and keep inflation in check. 

Central banks in advanced economies have not faced this type of trade 

off since the 1970s." 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.bankofcanada.ca/2019/07/fad-press-release-2019-07-10/
https://static.bankofcanada.ca/uploads/pdf/mpr-2019-07-10.pdf
https://www.bankofcanada.ca/2019/07/opening-statement-100719/
https://www.bankofcanada.ca/wp-content/uploads/2019/07/san2019-20.pdf
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Box 2 in the Monetary Policy Report goes further: 

“The direct effects of the tariffs on import prices, combined  with a weaker Canadian dollar and lower productivity, put  

temporary upward pressure on inflation  This pressure is  only partially offset by weaker aggregate demand  The peak  

impact on year-over-year consumer price index (CPI) inflation is about 3 percentage points and occurs after about  1 year  

Assuming inflation expectations remain anchored at  the 2 percent inflation target, inflation returns to 2 percent  after 

about 2 years  If expectations were to follow actual  inflation and drift higher, then inflation would persist above  the target 

for longer.” 

The staff research piece fairly notes there are “uncertainty and confidence effects no captured in these models.”  But at issue is 

how appropriately the BoC’s modelling efforts are capturing more dominant supply shocks than demand shocks when guiding the 

implications for inflation and whether monetary policy should see through transitory or permanent inflation stemming from such 

protectionism. They seem to be arguing that “persistent” upward pressure upon prices would stem from a trade war which doesn’t 

seem terribly plausible. 

Having said all of that, the Bank of Canada turned incrementally more dovish despite retaining unchanged neutral 

guidance in the concluding paragraph. They did so on domestic and external forecast details and greater caution toward 

external risks. The two-year Canada yield fell by about 6bps after the statement and MPR were released at 10amET. 

1. The statement retained guidance that "the degree of accommodation being provided....remains appropriate."  That signals no 

near-term bias toward changing policy. 

2. They are incrementally more cautious toward trade policy as evidenced by the following remarks: 

“Evidence has been accumulating that ongoing trade tensions are having a material effect on the global economic 

outlook…..and in this forecast has made further adjustments in light of weaker sentiment and activity in major economies.”   

“Escalation of trade conflicts remains the biggest downside risk to the global and Canadian outlooks.”   

“the outlook is clouded by persistent trade tensions.” 

And in the MPR, box 2:   “Currently, the risks associated with trade policies are two-sided, but the impacts on real activity 

are likely skewed to the downside. The balance of risks to inflation is less clear.” 

3. The result was to downgrade world GDP growth by two-tenths this year to 3.0%, one-tenth next year to 3.2% and leave 2021 

unchanged at 3.3% 

4. CDN GDP:  The BoC did not go as high on Q2 as we are tracking. They're at 2.3%. For Q3, they went with 1.5% which 

is reasonable and leans toward the transitory interpretation of Q2 strength. Indeed, the statement says so by emphasizing that 

temporary factors including weather and a surge in oil production (following Alberta’s scaled back mandatory production cuts) 

were at play. For the full years, the BoC now projects growth at 1.3% this year (1.2% prior) but downgraded next year to 1.9% 

(2.1% prior) and left 2021 unchanged at 2.0%. 

5. Final domestic demand:  They revised up the 2019 forecast for cumulative consumption, housing, government and 

business investment drivers of growth to 1.2% (0.6% prior), but revised down 2020 and 2021 by a tick in each case to 1.9%. 

This suggests their slightly increased concern also focuses upon the domestic economy and not just more negative trade 

judgement 

6. Net exports:  Trade will contribute less to growth this year and next year than they were previously forecasting. Net 

exports are projected to rise by 0.1% in 2019 (0.4% prior), 0.2% in 2020 (0.5% prior) and 0.1% in 2021 (0.0% prior. 

7. Potential growth:  This is left unchanged as per custom at this time of year  

8. CPI:  The BoC revised 2019 and 2020 inflation forecasts lower to 1.8% and 1.9% respectively, both down a tick.  

Please see the accompanying statement comparison, albeit that comparisons are always less relevant when going from a non-

MPR to MPR statement. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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RELEASE DATE: JULY 10, 2019 

The Bank of Canada today maintained its target for the 

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

percent and the deposit rate is 1 ½ percent. 

Evidence has been accumulating that ongoing trade tensions 

are having a material effect on the global economic outlook. The 

Bank had already incorporated such negative effects in 

previous Monetary Policy Reports(MPR) and in this forecast has 

made further adjustments in light of weaker sentiment and activity 

in major economies. Trade conflicts between the United States 

and China, in particular, are curbing manufacturing activity and 

business investment and pushing down commodity prices. 

Policy is responding to the slowdown: central banks in the US 

and Europe have signalled their readiness to provide more 

accommodative monetary policy and further policy stimulus has 

been implemented in China. In this context, global financial 

conditions have eased substantially. The Bank now expects global 

GDP to grow by 3 percent in 2019 and to strengthen to around 

3 ¼ percent in 2020 and 2021, with the US slowing to a pace near 

its potential. Escalation of trade conflicts remains the biggest 

downside risk to the global and Canadian outlooks. 

Following temporary weakness in late 2018 and early 2019, 

Canada’s economy is returning to growth around potential, as 

expected. Growth in the second quarter appears to be stronger 

than predicted due to some temporary factors, including the 

reversal of weather-related slowdowns in the first quarter and a 

surge in oil production. Consumption is being supported by a 

healthy labour market. At the national level, the housing market is 

stabilizing, although there are still significant adjustments 

underway in some regions. A material decline in longer-term 

mortgage rates is supporting housing activity. Exports rebounded 

in the second quarter and will grow moderately as foreign demand 

continues to expand. However, ongoing trade conflicts and 

competitiveness challenges are dampening the outlook for trade 

and investment. The Bank projects real GDP growth to average 

1.3 percent in 2019 and about 2 percent in 2020 and 2021. 

Inflation remains around the 2 percent target, with some 

recent upward pressure from higher food and automobile prices. 

Core measures of inflation are also close to 2 percent. CPI 

inflation will likely dip this year because of the dynamics of 

gasoline prices and some other temporary factors. As slack in the 

economy is absorbed and these temporary effects wane, inflation 

is expected to return sustainably to 2 percent by mid-2020. 

Recent data show the Canadian economy is returning to 

potential growth. However, the outlook is clouded by persistent 

trade tensions. Taken together, the degree of accommodation 

being provided by the current policy interest rate remains 

appropriate. As Governing Council continues to monitor incoming 

data, it will pay particular attention to developments in the energy 

sector and the impact of trade conflicts on the prospects for 

Canadian growth and inflation. 

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. 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
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