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Poor Canadian wage growth gives central bank
further reason to hold in January
Wage growth failed to pick up in December, which coupled with other
global risk factors, means the Bank of Canada is likely to side with caution
and push back the next rate hike until March
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In their December press release, the Bank of Canada (BoC) reiterated that the policy rate will need
to rise into their neutral range (2.5%-3.0%) to achieve target inflation. Although this implies that
there are likely to be multiple rate hikes on the horizon (given the policy rate is currently at 1.75%)
we don’t see one coming when the Bank meets on Wednesday, 9 January.

Economic growth prospects dampened
The current risk environment is likely to push the BoC to side with caution. World oil prices have
fallen back sharply, while Alberta has enforced a sizable cut to production to help support prices in
Western Canada. This lower production may have an adverse effect on some domestic producers.
Third quarter data hasn’t helped either, particularly the fall in business investment spending.
However, this was likely to have been influenced by the lack of certainty surrounding a new Nafta
deal at the time. Now that a deal has been reached, we would expect to see investment recover –
at least outside of the energy sector anyway.
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Wage growth…De ja vu?
From May’s 3.9% peak, November was the sixth month running to see a decline in year-on-year
growth in average hourly wages (for permanent workers) to 1.5%, and stayed there in December.
This weaker trend, coupled with the higher rates are beginning to feed through to growth, helping
the housing market to stabilise, gives further reasons for the BoC to hold off pushing the policy
rate higher next week.

Average hourly wages fail to pick up in December

Source: Macrobond

Having said that, we expect the wage growth story to improve in 2019. In the BoC’s most recent
Business Outlook Survey, firms reported pushing wages higher will be one of their strategies to
attract workers, in light of labour-related production constraints that were frequently noted to be
an issue.

We still expect the Bank of Canada to hike in the first quarter
A rate hike later in the first quarter (in March) still could be on the cards, unless the risk
environment worsens further. This would allow policymakers a bit more time to evaluate the
impact of lower energy prices on growth, as well as whether business investment and wage
growth have begun to perform more strongly.
Either way, with core inflation measures still sitting around the 2% target and unemployment at a
40-year low, we still expect to see at least two further Bank of Canada rate hikes this year.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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