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The Bank of Canada raised its overnight rate by 25bp to 2.50% as widely expected today, as it looks to guard against the 
threat of elevated energy prices becoming a widespread inflationary problem. However, in stating that the Bank will 
"proceed carefully", it's not obvious that today's rate increase will be followed immediately with another one in December. 
And with updated MPR inflation forecasts appearing high relative to our own projections, we suspect that the Bank may 
now be overestimating the amount of passthrough from energy prices into other areas. We currently forecast that the 
Bank will hike rates once more in January, but do not see the need for the policy rate to move above the mid-point of its 
neutral range (2.75%) at this stage. 
 
While the statement admitted that core measures of inflation remained close to 2% currently, it noted rising inflation 
expectations and producer prices as likely to drive an acceleration ahead, with the Bank's surveys suggesting greater 
passthrough of higher transportation costs is likely. The Monetary Policy Report (MPR), utilising the Bank's new economic 
model, showed a forecast for headline inflation to still be elevated at 2.6% y/y at the end of 2027, even with the energy 
component being slightly negative by that time, driven largely by a bigger contribution from core goods (goods excluding 
food and energy). However, it should be noted that recent model forecasts appear to already be overestimating inflation, 
given a large negative residual, which is a trend that we think could persist. Admittedly using a somewhat lower oil price 
assumption, we think that headline inflation could even be below 2% by the end of 2027. 
 
The upgrade to the Bank's inflation forecast appears to stem directly from its new model, Prima, and how it models the 
passthrough from higher energy prices into other inflation areas. The Bank's assumption for slack in the economy (the 
output gap) was actually left unchanged at between -1.25% and -0.25% of GDP. The Bank expects that new US tariffs 
will, at least temporarily, slow growth to 0.8% annualized in Q4, suggesting that the output gap could increase if anything 
in the quarter ahead.  
 
The Bank of Canada's GDP forecast of 2% for 2027 is slightly above the prior projection and also our own projection, with 
our forecast resting partly on a trade deal that would reduce Canada's effective tariff rate. The upgrade to the Bank's 
forecast was driven partly by higher investment spending, linked to major projects and the Productivity Mega Deduction. 
While we agree that those factors will be positive for the economy, we expect to see a greater impact in 2028 than in 
2027. 
 
Re: Economic forecast — We currently forecast that the Bank will hold in December before hiking once more in January. 
We don't expect that core measures of inflation will accelerate as much as the Bank fears, which should become more 
obvious early in 2027 and allow the Bank of Canada to then hold interest rates at 2.75% throughout the remainder of next 
year.   

Re: Markets — Bond yields initially dipped as the statement that they would "proceed carefully" was seen as diminishing 
the odds of a follow up hike in December. However, yields quickly recovered and were actually higher on the day  by the 
time the press conference had finished. 
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