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Canada to Hike Rates

BoC to Tighten Policy: We think there is a

75% chance that the Bank of Canada hikes

interest rates on either 7 September or 25

October.

October Hike More Likely: A rate hike at the

October meeting is more likely given the

scheduled release of the Monetary Policy

Report on 26 October and Senior Loan Officer

Survey on 17 October.

Market Is Pricing “No Policy Action”: The

market is pricing “no policy action” over the

next twelve months.

Canadian Dollar to Outperform: If our rate

call is correct, the Canadian dollar could benefit

over the next 3-6 months.
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Our next edition of Market Advisor will be

published on 16 September. Among other topics,

we will take a close look at the ongoing recovery in

Canada. As always, our analysis of macroeconomic

trends begins with central bank policy. We have

noticed four subtle, but significant, changes in

recent Bank of Canada Interest Rate

announcements. While our intent is to conduct a

more comprehensive analysis of Canada’s economic

situation, our initial review suggests a reasonable

possibility that the bank will hike next Wednesday.

Although a hike at the October meeting is more

likely, we thought it best to quickly review our

rationale now, and follow-up with a more thorough

explanation.

Three changes in recent BoC Interest Rates

Announcements signal a more hawkish bias:

A more immediate withdrawal of policy stimulus

was suggested in the 19 July statement (the most

recent meeting); this is a direct signal that the

Bank is getting ready to hike rates. In contrast,

previous statements indicated that policy

stimulus would be “eventually” withdrawn.

For the first time, financial conditions in Canada

are characterized as “very stimulative”, despite

increased global risk aversion. This is in addition

to the reference to “considerable monetary

stimulus”; a phrase that has appeared in the

guidance paragraph for the last year. The Bank

is clearly concerned that overnight rates

(presently at 1%) are too low and may be

sending the wrong signal to businesses and

households.

Core inflation was seen as “slightly firmer than

anticipated, owing to the temporary factors

[higher energy and food prices] and to more

persistent strength in the prices of some

services.” Prior to 19 July, underlying inflation

had been characterized as “relatively subdued” or

simply “subdued” and had been limited to the

impact of only temporary factors.

Since the 19 July policy meeting, there have been

three significant data releases in Canada:

1. CPI: moderating as expected

2. Retail Sales: solid

3. The Ivey Survey of Manufacturers: much

weaker than expected

While the soft Ivey survey data and the better CPI

data prevent us from “betting the farm” on higher

rates, the Bank’s more optimistic outlook for second

half growth and the market’s expectations for rate

policy (unchanged over the next twelve months)

give our rate call a reasonable margin of safety.
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