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Inflation set to keep Bank of Canada
cautious
With headline inflation noticeably below target, we expect the central
bank to remain on hold this year, before hiking twice in 2018

Source: Bank of Canada

CPI inflation has increased in recent months, coming in at 1.6% in September, a considerable
improvement from the 1% low of June. This has been down to increases in gasoline prices,
dissipating economic slack, and the fading effects of low food prices.

However, the stronger CAD (reflecting higher commodity prices), electricity rebates and low food
prices are still keeping inflation below target. The Bank of Canada (BoC) is expecting CPI inflation to
be similar to July’s figure of 1.4% during the second half of 2017, only reaching its 2% target
later in 2018 and expecting it to stay at this level in 2019.
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Impact of gasoline on headline CPI

Source: Statistics Canada

Many central banks have come under scrutiny for recent inflation softness, and the Bank of
Canada is no exception. All of the Bank's key measures of core inflation are below target; albeit
have been moving closer to target in recent months. 

In response to all of this, Governor Poloz (pictured) gave a speech on ‘understanding inflation’
where he emphasised “the laws of supply and demand have not been repealed” and that it
has just been a consequence of excess supply. 

We think the Bank will keep their policy rate on hold at 1% through to year end with two
further rate hikes in 2018. This was backed up by Deputy Governor Wilkins' (pictured)
speech this week, where she discussed the reasons behind the Bank’s cautious approach to
future interest rate decisions.

NAFTA talks are a big uncertainty for the Bank at the moment, but she also emphasized
that the BoC is focused on keeping track of wages and potential output, as well as the
possible impact of the two rate hikes on household debt. 

Wilkins also highlighted the Bank is placing greater weight on downside risks when inflation
is already low, noting that it has been low for some time now.
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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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