
Article | 8 July 2022 1

THINK economic and financial analysis

Article | 8 July 2022 Canada

Bank of Canada to step up the pace with
a 75bp hike
Given strong growth, a tight jobs market and surging inflation, the
Bank of Canada is expected to hike rates by 75bp to 2.25%. This is in
line with market expectations and should have a contained impact on
the Canadian dollar, which continues to face some downside risks in
the near term on the back of a challenging global environment

Tiff Macklem, governor
of the Bank of Canada

Canada looks set to hit the brakes hard
The Bank of Canada (BoC) has indicated that it sees the “neutral” range for the policy interest rate
as 2-3%. Given we are currently at 1.5% and central bankers have expressed a desire to see
interest rates move to the top or even beyond that range, we expect the Bank of Canada to follow
the Federal Reserve’s lead and implement a 75bp hike at its 13 July meeting.

After all, the economy is growing strongly, has record employment levels, and its inflation is
running at 7.7%, the fastest rate since January 1983. The housing market is also red hot while
Canada’s strong commodity-producing sectors mean it is far more resilient than most major
economies to the spike in prices.
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The BoC is unlikely to be done with just 75bp. At the June policy meeting, the bank warned that
“the risk of elevated inflation becoming entrenched has risen” and there was a clear need to “keep
inflation expectations well anchored”. The latest Bank of Canada survey of consumers and
businesses showed that households expect inflation to still be at 5% in two years, while 78% of
businesses expect inflation to exceed 3% over the next couple of years, which won’t provide the
BoC with any comfort. In a decent growth environment, we expect the BoC to follow up with 50bp
hikes in September and October with an additional 25bp hike expected for December.

CAD: External factors still in the driver's seat
The BoC’s commitment to raising rates aggressively is undoubtedly a positive factor for the
Canadian dollar, but also one that may only emerge beyond the short term. That’s because
markets are already pricing in a 75bp move in July and – even more crucially – CAD is being
primarily driven by external factors at the moment.

We think the short-term outlook for CAD remains challenging regardless of the BoC policy, given
widespread fears of a global slowdown, USD strength, and oil price instability. That said, as the
market appears to be trading more and more on recession fears, North America’s lower
vulnerability to global headwinds compared to Europe (and partly also thanks to a hawkish BoC)
should still keep a lid on CAD weakness. We think a move to 1.31-1.32 in USD/CAD is possible in the
near term, but the rally may start losing some steam beyond that point.

We project some recovery in high-beta currencies and some gradual USD depreciation after the
summer, and we expect the relatively strong economic/commodity backdrop and the aggressive
BoC tightening cycle all to play out in favour of CAD. We expect the loonie to be amongst the best
performers once risk sentiment stabilises, and we still target sub 1.2500 levels for 4Q22.
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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 BR000341) 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.

mailto:james.knightley@ing.com
mailto:francesco.pesole@ing.com
https://www.ing.com

