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Bank of Canada set to resume rate cuts

The Bank of Canada is set to resume cutting interest rates in the wake
of a large GDP contraction in the second quarter and rising
unemployment. Tariffs will continue to weigh on the economy, and
with inflation broadly in line with target, we look for a 25bp cut on
Wednesday, with a further 25bp cut in the fourth quarter. CAD should
remain weak in the crosses
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Another cut as labour market slows

At the previous BoC meeting in July, the central bank held rates steady at 2.75% and suggested
that the economy was “showing some resilience, and ongoing pressures on underlying inflation”.
Nonetheless, “If a weakening economy puts further downward pressure on inflation and the
upward price pressures from the trade disruptions are contained, there may be a need for a
reduction in the policy interest rate”. That now appears to be the case.

The economy contracted at a 1.6% annualised rate in 2Q while first quarter GDP was revised down
to 2% from 2.2%. Consumer spending was robust, but a huge drop in exports following the
implementation of tariffs and a drop in business investment led to a much weaker than predicted
outcome. Meanwhile, unemployment rose to 7.1% in August, its highest rate since August 2021,
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with the economy having lost more than 100,000 jobs over the past two months.

Canadian jobs market creaking
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Inflation pick-up not concerning

Core inflation is back up to 3%, but headline inflation is below 2%, and a cooling economy and
weaker jobs market with subdued wages suggest that price fears should gradually ease. The BoC
estimates that the nominal neutral policy rate is in the 2.25-3.25% range, so right now we are in
the middle of that at 2.75%.

There is certainly scope for them to move rates lower, and we therefore expect a 25bp cut on
Wednesday. We expect a further 25bp cut in December, taking the policy rate to the bottom end
of the neutral range, as the BoC seeks to avert recessionary forces from taking hold.

CAD to continue lagging

Our view on the Canadian dollar has been one of underperformance in the crosses, with only small
benefits coming from the weaker USD. That view is unchanged in light of our call for two more BoC
cuts, considering markets are pricing in around 41bp for now.

We forecast only a very gradual descent for USD/CAD, entirely driven by lower USD as CAD remains
unattractive relative to most of the G10. We target 1.37 for year-end and 1.35 for mid-2026.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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