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Marketing communication 04 September 2024

Bank of Canada Post-Meeting

Summary

* The Bank of Canada released its decision to cut the policy rate 25bp at the third consecutive
meeting, bringing the policy rate down from 4.50% to 4.25%.

* This was fully priced in by the market and the majority of analysts surveyed by Bloomberg
(30/34) were calling for a 25bp cut.

¢ The decision was followed by a press conference with Governor Macklem and Senior Deputy
Governor Rogers.

* The Bank was keen to highlight that decisions will be made meeting by meeting and data
dependence is key, while noting two main opposing forces likely to impact the path of policy
going forward: On the upside, shelter inflation and some services components. On the
downside, excess supply in the economy and slack in the labor market.

* We expect two more 25bp rate cuts this year pulling the policy rate down to 3.75% by year
end.

e Turning to 2025, we expect four 25bp cuts next taking the policy rate down to its terminal low
of 2.75%. This stands in contrast to the US where our Fed watcher, Philip Marey, expects three
25bp cuts this year and two 25bp next year before holding.

* In light of this monetary policy divergence, we maintain the view that USD/CAD will trade
above 1.40 this year. The market is heavily short CAD, however, so expect pullbacks.

More to come

The Bank of Canada released it decision to cut the policy rate 25bp for third time in a row,
bringing the policy rate down from 4.50% to 4.25%. We correctly predicted this decision and were
in line with the majority (30/34) of Bloomberg surveyed economists. The market had also
anticipated this decision with traders pricing in slightly more than a 25bp cut going into the
meeting.

The decision was followed by a press conference with Governor Macklem and Senior Deputy
Governor Rogers. The overall tone of the announcement wasn't dissimilar from what we've been
hearing for the past few months now. While Macklem stated that it is “reasonable to expect
further rate cuts,” he continued to emphasized that decisions are made on a by-meeting basis,
and that the Bank is not following a pre-determined path. He opened the press conference by
outlining “two key considerations.”

1) Headline and core inflation have continued to ease as expected.
2) As inflation gets closer to target, we want to see economic growth pick up to absorb the
slack in the economy so inflation returns sustainably to the 2% target.

He indicated that inflation is continuing to cool, but perhaps there is fear that inflation is cooling
too much.

For the first time since the cutting cycle began, Macklem took the time to recognize that the Bank
is equally concerned about inflation being above and below the 2% target, highlighting that there
is risk for inflation to cool too much under the pressure of high interest rates. The statement
articulates that while shelter inflation remains far too high and services inflation stays sticky,
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excess supply may be a balancing downward force on inflation. However, while there are concerns
about inflation perhaps being too low in the future, the inflation rate is still above target right
now.

Figure 1: Consumer basket 2024 Q2
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Macklem stated that 25% of the average consumer’'s consumption basket is dedicated to housing.
Therefore, shelter inflation has been a major drag on consumers’ wallets, and bringing it down to
a more manageable level will be crucial. However, confidence appears to be lacking on that front,
and Macklem added that there is a risk that shelter costs could rise. Shelter inflation is still
elevated at 5.74% y/y- which is well-above one standard deviation of the mean shelter inflation
since 2012. One of the factors keeping shelter inflation elevated has been the recent surge in
migration. Originally, the Bank-along with many economists hypothesized that increased
migration would suppress inflation, as more people meant more competition for work, slowing
wage growth. However, this is always a hard balance to predict, as an increasing population also
means more demand for goods and services, including houses, which can boost inflation.

Figure 2: Housing inflation is still too high
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And as we highlighted in our most recent CAD Market Musings, the population surge has
highlighted new challenges in the Canadian economy:

The health of the Canadian economy has been obfuscated by apparent resilience in GDP growth,
with only two non-consecutive quarters of GDP contraction from 2022 to 2024 and a q/q GDP print
of 1.659% for Q1 2024—though notably missing survey expectations of 2.2%. However, there is
trouble brewing not too deep below the surface. The GDP growth we've seen has been aided by a
surge in population growth with a rapidly rising migrant population, and, as we know, the number
one contributor to growing GDP is a growing population.
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Table 1: As a reminder... The Bank of Canada July 2024 Monetary Policy Report

2023 2024 2025 2026

Jul 24 Apr24  Jul’24 Apr 24 Jul ‘24 Apr ‘24 Jul ‘24 Apr 24

CPI Inflation 3.9 39 2.6 2.6 2.4 2.2 2.0 2.1
GDP Growth 1.2 1.1 1.2 15 2.1 2.2 24 19
Consumption 0.9 0.9 1.1 0.6 0.7 0.8 14 1.1
Housing -0.9 -0.9 0.1 0.4 0.5 0.6 0.5 0.5
Government 0.5 0.5 0.6 0.7 0.7 0.7 0.4 04
Business -0.1 -0.1 -0.1 0.0 0.4 0.3 0.5 0.2
Subtotal: DD 0.5 0.5 1.7 17 2.3 24 2.8 2.2
Exports 1.8 1.9 0.6 1.0 1.2 1.1 0.7 04
Imports -0.3 -03 -0.4 -0.6 -1.0 -1.0 -0.9 -0.6
Subtotal: NetX 1.5 1.6 0.2 0.4 0.2 0.1 -0.2 -0.2
Inventories -0.8 -1.0 -0.7 -0.6 -0.4 -0.3 -0.2 -0.1

Source: Bank of Canada

Bank of Canada Statements

September 4%, 2024

The Bank of Canada today reduced its target for the overnight rate to 42%, with the
Bank Rate at 4'2% and the deposit rate at 4/2%. The Bank is continuing its policy of
balance sheet normalization.

The global economy expanded by about 2'2% in the second quarter, consistent with projections
in the Bank’s July Monetary Policy Report (MPR). In the United States, economic growth was
stronger than expected, led by consumption, but the labour market has slowed. Euro-area
growth has been boosted by tourism and other services, while manufacturing has been soft.
Inflation in both regions continues to moderate. In China, weak domestic demand weighed on
economic growth. Global financial conditions have eased further since July, with declines in
bond yields. The Canadian dollar has appreciated modestly, largely reflecting a lower US dollar.
Oil prices are lower than assumed in the July MPR.

In Canada, the economy grew by 2.1% in the second quarter, led by government spending
and business investment. This was slightly stronger than forecast in July, but preliminary
indicators suggest that economic activity was soft through June and July. The labour market
continues to slow, with little change in employment in recent months. Wage growth,
however, remains elevated relative to productivity.

As expected, inflation slowed further to 2.5% in July. The Bank’s preferred measures of core
inflation averaged around 2 2% and the share of components of the consumer price index
growing above 3% is roughly at its historical norm. High shelter price inflation is still the biggest
contributor to total inflation but is starting to slow. Inflation also remains elevated in some
other services.

With continued easing in broad inflationary pressures, Governing Council decided to
reduce the policy interest rate by a further 25 basis points. Excess supply in the economy
continues to put downward pressure on inflation, while price increases in shelter and
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some other services are holding inflation up. Governing Council is carefully assessing
these opposing forces on inflation. Monetary policy decisions will be guided by incoming
information and our assessment of their implications for the inflation outlook. The Bank
remains resolute in its commitment to restoring price stability for Canadians.

July 24, 2024

The Bank of Canada today reduced its target for the overnight rate to 42%, with the
Bank Rate at 43%4% and the deposit rate at 42%. The Bank is continuing its policy of
balance sheet normalization.

The global economy is expected to continue expanding at an annual rate of about 3% through
2026. While inflation is still above central bank targets in most advanced economies, it is
forecast to ease gradually. In the United States, the anticipated economic slowdown is
materializing, with consumption growth moderating. US inflation looks to have resumed its
downward path. In the euro area, growth is picking up following a weak 2023. China’s
economy is growing modestly, with weak domestic demand partially offset by strong exports.
Global financial conditions have eased, with lower bond yields, buoyant equity prices, and
robust corporate debt issuance. The Canadian dollar has been relatively stable and oil prices
are around the levels assumed in April's Monetary Policy Report (MPR).

In Canada, economic growth likely picked up to about 1v2% through the first half of this year.
However, with robust population growth of about 3%, the economy’s potential output is still
growing faster than GDP, which means excess supply has increased. Household spending,
including both consumer purchases and housing, has been weak. There are signs of slack in
the labour market. The unemployment rate has risen to 6.4%, with employment continuing to
grow more slowly than the labour force and job seekers taking longer to find work. Wage
growth is showing some signs of moderating, but remains elevated.

GDP growth is forecast to increase in the second half of 2024 and through 2025. This reflects
stronger exports and a recovery in household spending and business investment as borrowing
costs ease. Residential investment is expected to grow robustly. With new government limits on
admissions of non-permanent residents, population growth should slow in 2025.

Overall, the Bank forecasts GDP growth of 1.2% in 2024, 2.1% in 2025, and 2.4% in 2026.
The strengthening economy will gradually absorb excess supply through 2025 and into 2026.

CPl inflation moderated to 2.7% in June after increasing in May. Broad inflationary pressures
are easing. The Bank's preferred measures of core inflation have been below 3% for several
months and the breadth of price increases across components of the CPl is now near its
historical norm. Shelter price inflation remains high, driven by rent and mortgage interest
costs, and is still the biggest contributor to total inflation. Inflation is also elevated in services
that are closely affected by wages, such as restaurants and personal care.

The Bank's preferred measures of core inflation are expected to slow to about 2'2% in the
second half of 2024 and ease gradually through 2025. The Bank expects CPI inflation to come
down below core inflation in the second half of this year, largely because of base year effects
on gasoline prices. As those effects wear off, CPI inflation may edge up again before
settling around the 2% target next year.

With broad price pressures continuing to ease and inflation expected to move closer to
2%, Governing Council decided to reduce the policy interest rate by a further 25 basis
points. Ongoing excess supply is lowering inflationary pressures. At the same time, price
pressures in some important parts of the economy—notably shelter and some other
services—are holding inflation up. Governing Council is carefully assessing these
opposing forces on inflation. Monetary policy decisions will be guided by incoming
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information and our assessment of their implications for the inflation outlook. The Bank remains
resolute in its commitment to restoring price stability for Canadians.
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank”
("Rabobank”) a cooperative with excluded liability. The liability of its members is limited. Authorised by De
Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiéle Markten. Rabobank London
Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC
11780 and under Branch No. BR002630. This document is directed exclusively to Eligible Counterparties and
Professional Clients. It is not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any prohibition
on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial
assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an
impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on
any representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment
advice and nor is any information provided intended to offer sufficient information such that is should be relied
upon for the purposes of making a decision in relation to whether to acquire any financial products. The
information and opinions contained in this document have been compiled or arrived at from sources believed to be
reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or
correctness.

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a
judgement of RL as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice.

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs,
their directors, officers and/or employees may have had or have a long or short position or act as a market maker
and may have traded or acted as principal in the securities described within this document (or related investments)
or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal
entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate
finance or other services to companies whose securities (or related investments) are described in this document.
Further, internal and external publications may have been issued prior to this publication where strategies may
conflict according to market conditions at the time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.

A summary of the methodology can be found on our website
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