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Canada rate hikes: Three’s a crowd?
More GDP data this Friday, could we see another rate rise soon?

Source: Bank of Canada

Can the growth be sustained?
Following the first half of the year's exceptional performance, the first Canadian GDP data of 2H17
will be watched closely as investors wonder whether rates could be raised for the third consecutive
time. September’s policy meeting saw a second consecutive rate hike from the Bank of Canada
(BoC), where the overnight rate was increased another 25bp to 100bp, following strong and
surprising 2Q17 growth of 4.5% (up from 3.7% in 1Q17).

Growth is becoming more self-sustaining and broad-based

The BoC believes that future growth will be led by business investment. June’s growth figures came
in at 0.3% MoM and 4.3% YoY and the consensus is expecting July’s MoM and YoY figures to slow to
0.1% and 3.9%, respectively. Growth is expected to moderate during the second half of the year
and today’s monthly figure allows us to see whether this has begun.
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1% Policy Rate
up 25bp from the September hike

The inflation dilemma
Governor Poloz (pictured), on 27 September, highlighted that “as the expansion continues, we (the
BoC) will continue to manage the evolving risks to the inflation outlook”, where past years has seen
inflation consistently hit below the 2% target. The temporary factors held accountable for this,
including weakened food and electricity prices, are expected to dissipate, with inflation estimated
to slightly overshoot its target in early 2019. Nonetheless, changes in the exchange rate have
caused some uncertainty around this.

What could the future look like?
As said by Canada’s finance minister, Bill Morneau, interest rates “are still at pretty historically low
numbers” and that the two hikes have “really just taken the edge off” reductions that were put in
place after the oil price shocks. This was emphasised again by Poloz who said “at a minimum, that
additional stimulus is no longer needed. But there is no predetermined path for interest rates from
here”.

At a minimum, additional stimulus is no longer needed

The BoC’s data-driven and forward-looking stance combined with low inflation and other stressed
risks, notably the CAD, which hit a 2-year high against USD after the September hike, the NAFTA
trade deal and high household debt, have led Investors to believe that a third consecutive hike in
October is unlikely. However, markets have priced in a January hike as almost certain.

We believe that the BoC will adopt a more prudent approach and keep its policy rate on
hold at 1% through to year end with two further rate hikes taking place in 2018. At this
stage there seems little need for an aggressive series of hikes, with the BoC likely to take a
cautious approach, allowing it to assess the impact of its actions given the risks they have
clearly outlined.
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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 http://www.ing.com.
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