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Bank of Canada cuts for a third time with
rates heading towards 3%
The BoC cut rates for a third consecutive meeting, citing easing
inflation pressures, rising unemployment and a cooling economy.
Further cuts are coming and we are targeting 3% rates for next
summer. Our near-term target for USD/CAD is 1.35-1.36

Tiff Macklem, governor
of the Bank of Canada

BoC cuts rates again
As widely expected the Bank of Canada cut the overnight rate for the third consecutive meeting,
leaving the policy interest rates at 4.25%. Unemployment is rising and is likely to hit 6.5% on
Friday, up from 4.8% in July 2022 while inflation continues to moderate and at 2.5% is within the
BoC’s 1-3% target range. At the same time, economic activity remains lacklustre with the
economy expected to grow just 1% this year. These factors were all acknowledged in the BoC’s
statement whereby “excess supply in the economy continues to put downward pressure on
inflation”.

In terms of the guidance provided by Governor Tiff Macklem, he suggests “if inflation continues to
ease broadly in line with our July forecast, it is reasonable to expect further cuts in our policy rate”.
He argues that the rise in the unemployment rate is caused by supply of new entrants to the jobs
market exceeded demand, but this is helping to depress wage growth, which will keep inflation
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moderating.

Given this weak growth, rising unemployment, slowing inflation story, the BoC seems set to
continue cutting policy to a more neutral level. We essentially see the BoC cutting rates 25bp at
each meeting until next summer, by which time the policy rate is expected to be down at 3%.

Canada unemployment & inflation

Source: Macrobond, ING

FX: Fed more important than BoC for USD/CAD
The loonie traded moderately stronger after the BoC rate cut, possibly as some markets didn’t see
any hint to faster easing and are therefore pricing out risks of 50bp moves before year-end.
Equally, there are few reasons to doubt the BoC will continue easing in October and December, and
there is limited upside potential for a hawkish repricing in the CAD curve at this stage.

Ultimately, the Fed’s meeting later this month and – before that – US and Canadian jobs figures on
Friday will have a bigger say in USD/CAD short term direction. Our near-term target remains
1.35-1.36 for the pair, but we are retaining a gently downward sloping profile in the longer run as
the Fed cutting cycle progresses. CAD remains a lower risk/lower reward currency compared to its
peers AUD and NZD, being more shielded from Fed hawkish repricing and/or a Trump victory in
November.
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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 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.
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