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Bank of Canada: to hike or not to hike?

Markets are torn when it comes to the chances of a Bank of Canada
rate hike at its next meeting. We think it shouldn’t be completely ruled
out, although there are risks - most notably Nafta

Source: Bank of Canada

Nafta talks trudge on

Nafta talks, which were initially set to end in December 2017, are continuing to trudge on with the
next round of negotiations rumoured to take place in July. Canadian Foreign Minister Chrystia
Freeland has said that she still thinks a Nafta deal is possible, despite the recently imposed US steel
and aluminium tariffs. These tariffs have been a key source of contention (as shown by comments
made at the G7 summit) between Canadian Prime Minister Justin Trudeau and US President
Donald Trump. However, all three countries seem keen to continue pressing on with the reworking
of the agreement.

Sticking points

On Tuesday 19 June, President Trump optimistically mentioned that Nafta progress was being
made, although he still held out for the option of bilateral agreements should they be needed.
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Our base case is that a Nafta deal will be made, although of
course the big question is 'when'.

The key remaining sticking points for Nafta continue to be auto content rules, the ‘sunset clause’,
government procurement, agricultural laws and dispute settlements. Our base case is that a Nafta
deal will be made, although of course the big question is 'when'.

Growth and inflation

In terms of the Canadian economic environment, growth moderated in the first quarter but still
remains robust and in line with the Bank of Canada's forecasts. Meanwhile, inflation is set to
continue its bout of strength - markets are expecting May's headline figure (released tomorrow) to
come in at 2.5% year-on-year, riding the wave of higher oil prices. Core inflation has also
experienced a notable uptick, with the latest readings averaging out at the BoC's 2% target.
Assuming this trend continues, the Bank will need to make a choice between maintaining its price
stability mandate and offsetting ongoing trade uncertainty.

Odds of a rate hike

The next Bank of Canada meeting is due to take place on 11 July, the first gathering since it
dropped its cautious tone back in May. Markets are pricing in a 67% chance of a rate hike,
down slightly from around 80% earlier in June. Although the odds of a July hike are falling
we don't think it should be completely ruled out yet. When making its decision, Friday’s
inflation and next week’s GDP data are likely to be watched closely by the ‘data-dependant’
Bank - as of course will be the Nafta newsflow.

Author

James Smith
Developed Markets Economist
james.smith@ing.com

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

Article | 21 June 2018 2


mailto:james.smith@ing.com

THINK economic and financial analysis

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 http://www.ing.com.

Article | 21 June 2018 3


http://www.ing.com

