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A (temporary) pause to assess  
By Ethan Currie & Warren Lovely 

The Bank of Canada will make its third rate decision of 2025 on Wednesday. After delivering seven consecutive cuts, we see the Bank holding its 

target policy rate at 2.75%, opting for a ‘wait-and-see’ approach amidst an uncertain backdrop. As it stands now, OIS pricing still indicates a 30% 

probability of a 25bp cut. Markets have whipsawed on trade war news – in both directions – and recession risks have seemingly moderated after 

U.S. ‘reciprocal’ tariff aggression was dialed back. Still, the assumed economic impact from tariffs puts the central bank in a tricky position, as 

monetary policy cannot seriously support growth and contain inflation simultaneously. The BoC wants to ensure that tariff-related impacts on prices 

do not result in ongoing inflation (or elevated long-run inflation expectations). That’s primarily why forward-looking policy is set to be avoided. When 

it comes to the economic outlook, ‘soft data’ indicators are worrisome as consumers and businesses register growing anxiety. Beyond a weak 

employment report from March, ‘hard data’ have yet to deteriorate more broadly. Meantime, inflation has regained some momentum. A pre-BoC 

CPI print (due Tuesday) is hardly an unadulterated one, as a GST-related bump and an energy-related drop could offset one another and contribute 

to more forecasting noise. Consistent with our baseline forecast, the anticipated ‘pause’ from the BoC on Wednesday should not be interpreted as 

the conclusion of the BoC easing cycle. Assuming ‘soft data’ anxiety is clearly converted into ‘hard data’ weakness, the next step lower on the BoC 

overnight target could come as soon as their next decision on June 4th. The nation’s fiscal policies will likewise be clear(er) by then.  

 

Tariff growth scares have stirred (shaken) markets…: After 

absorbing most of the initial trade jabs from the U.S., Canada has been 

largely spared from more recent tariff action. That’s contributed to BoC 

rate cuts being pushed back in pricing, but the larger moves have come 

from escalating global trade conflict (and subsequent reprieves). On-

again, off-again announcements have whipsawed markets, though it 

seems like the ‘worst case’ tariff scenarios have already presented 

themselves. While tariffs remain top-of-mind for the BoC, the 

stabilization of financial conditions reduces the likelihood of immediate 

policy rate relief.  

…but BoC remains committed to anchored inflation: While not 

resorting to the ‘T word’ yet, Macklem has stressed the vitality of tariff-

related inflation being contained to a one-time move, rather than a 

prolonged upward drift – “simply put, we need to make sure that a tariff 

problem doesn’t become an inflation problem”. The Bank is expecting 

2.5% inflation in March, though tomorrow’s print will be distorted by GST 

impacts and downward pressure on energy prices. It’s likely that 

policymakers remain keyed in on long-run expectations and await a 

clear trend in price pressures. 

Forward-looking policy to be avoided…: Appreciating uncertainty / 

volatility, Macklem has also communicated the risks in forward-looking 

decision-making - “If we were to guess where the economy is heading 

and make policy to optimize that outcome, we’d risk getting it wrong”. 

He also noted that this might mean “acting quickly when things 

crystallize” and suggested a forecast range to be presented in April’s 

MPR – “I don’t think it would have a single central projection”. It’s worth 

noting that an uncertain fiscal backdrop remains, which could have a 

substantial impact on future policy rate decisions, should government 

balance sheets be deployed in response to tariff-related weakness.  

…notwithstanding some worrisome indicators… Survey-based 

measures are hinting at a lot of tariff-related pain. That’s true for both 

consumers and businesses, which cite expectations of tighter financial 

conditions, slowing activity, and rising inflation. This has yet to translate 

broadly into ‘hard data’, although some weakness has presented itself 

in the labour / housing market. As per the rhetoric surrounding forward-

looking policy above, while worrying, we don’t think the data is enough 

to justify a cut at this time.  

…which might get the BoC off sidelines in June: Despite any 

potential improvements on the tariff front, trade war action to date will 

leave scars on global growth going forward. If / when ‘soft data’ anxiety 

translates to ‘hard data’ weakness, the BoC is likely to step in with 

additional easing this year. We see scope for this as USMCA 

compliance may also help to alleviate some tariff-related inflation in 

Canada. All told, NBC expects BoC policy to reach 2.00% by year-end. 

April rate cut odds swing on tariff headlines 
OIS-implied BoC policy rate change on 16-Apr decision date 

  
Source: NBC, Bloomberg 

After trending down, inflation expectations pick back up 
Inflation expectations over varying horizons, from BLP and BOS 

 
Source: NBC, Bank of Canada 
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Latest policy statement: March 12, 2025  

 

Source: Bank of Canada 

 

Bank of Canada reduces policy rate by 25 basis points to 2.75% 

The Bank of Canada today reduced its target for the overnight rate to 2.75%, with the Bank Rate at 3% and the deposit rate at 2.70%. 

The Canadian economy entered 2025 in a solid position, with inflation close to the 2% target and robust GDP growth. However, heightened 
trade tensions and tariffs imposed by the United States will likely slow the pace of economic activity and increase inflationary pressures in 
Canada. The economic outlook continues to be subject to more-than-usual uncertainty because of the rapidly evolving policy landscape. 

After a period of solid growth, the US economy looks to have slowed in recent months. US inflation remains slightly above target. Economic 
growth in the euro zone was modest in late 2024. China’s economy has posted strong gains, supported by government policies. Equity prices 
have fallen and bond yields have eased on market expectations of weaker North American growth. Oil prices have been volatile and are trading 
below the assumptions in the Bank’s January Monetary Policy Report (MPR). The Canadian dollar is broadly unchanged against the US dollar 
but weaker against other currencies. 

Canada’s economy grew by 2.6% in the fourth quarter of 2024 following upwardly revised growth of 2.2% in the third quarter. This growth path 
is stronger than was expected at the time of the January MPR. Past cuts to interest rates have boosted economic activity, particularly 
consumption and housing. However, economic growth in the first quarter of 2025 will likely slow as the intensifying trade conflict weighs on 
sentiment and activity. Recent surveys suggest a sharp drop in consumer confidence and a slowdown in business spending as companies 
postpone or cancel investments. The negative impact of slowing domestic demand has been partially offset by a surge in exports in advance 
of tariffs being imposed.  

Employment growth strengthened in November through January and the unemployment rate declined to 6.6%. In February, job growth stalled. 
While past interest rate cuts have boosted demand for labour in recent months, there are warning signs that heightened trade tensions could 
disrupt the recovery in the jobs market. Meanwhile, wage growth has shown signs of moderation. 

Inflation remains close to the 2% target. The temporary suspension of the GST/HST lowered some consumer prices, but January’s CPI was 
slightly firmer than expected at 1.9%. Inflation is expected to increase to about 2½% in March with the end of the tax break. The Bank’s 
preferred measures of core inflation remain above 2%, mainly because of the persistence of shelter price inflation. Short-term inflation 
expectations have risen in light of fears about the impact of tariffs on prices. 

While economic growth has come in stronger than expected, the pervasive uncertainty created by continuously changing US tarif f threats is 
restraining consumers’ spending intentions and businesses’ plans to hire and invest. Against this background, and with inflation close to the 
2% target, Governing Council decided to reduce the policy rate by a further 25 basis points. 

Monetary policy cannot offset the impacts of a trade war. What it can and must do is ensure that higher prices do not lead to ongoing inflation. 
Governing Council will be carefully assessing the timing and strength of both the downward pressures on inflation from a weaker economy and 
the upward pressures on inflation from higher costs. The Council will also be closely monitoring inflation expectations. The Bank is committed 
to maintaining price stability for Canadians. 

Information note 

The next scheduled date for announcing the overnight rate target is April 16, 2025. The Bank will publish its next full outlook for the economy 
and inflation, including risks to the projection, in the MPR at the same time. 
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Subscribe to our publications: NBF.EconomicsStrategy@nbc.ca – To contact us: 514-879-2529 

General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), an indirect wholly owned subsidiary of National Bank of Canada. 
National Bank of Canada is a public company listed on the Toronto Stock Exchange.  

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be subject to change without 
notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the information or advise on further developments relating 
to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and interpretation of these particulars and are not to be construed as a solicitation or 
offer to buy or sell the securities mentioned herein, and nothing in this Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or 
appropriate to a recipient’s individual circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any 
action in relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any due diligence or 
analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate distributing this Report is 
prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that NBF is permitted to provide this 
Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents  

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market conditions change, 
may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be contrary to any opinions expressed in this 
Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well NBF and its affiliates 
and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to 
time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this Report. This Report may not be independent of the proprietary interests of 
NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the publication and distribution of 
research Reports, including relevant restrictions or disclosures required to be included in research Reports.  

UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of investment research and it 
is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this Report to UK residents, NBF has approved the contents 
(including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 2000). This Report is for information purposes only and does not constitute a 
personal recommendation, or investment, legal or tax advice. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their 
directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or 
may have acted as market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker with respect 
hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount invested. Past performance is not a guide to future 
performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse effect on the value of the investment. Investments which are illiquid may be 
difficult to sell or realise; it may also be difficult to obtain reliable information about their value or the extent of the risks to which they are exposed. Certain transactions, including those 
involving futures, swaps, and other derivatives, give rise to substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers 
and this Report is not for distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein 
nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial Conduct Authority. NBF is 
authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

U.S. Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial Industry Regulatory 
Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its contents, subject to any terms set out above. To 
make further inquiry related to this report, or to effect any transaction, United States residents should contact their NBCFI registered representative.  

This report is not a research report and is intended for Major U.S. Institutional Investors only.  

This report is not subject to U.S. independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”) which is licensed by the Securities and Futures Commission (“SFC”) to 
conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report are solely for informational purposes. It has not been 
approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a recommendation, advice, offer or solicitation to buy or sell a product or service, nor an 
official confirmation of any transaction. None of the products issuers, NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information 

and none of the foregoing assume any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such information will only be 
available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If you are in any doubt as to your status you should 
consult a financial adviser or contact us. This material is not meant to be marketing materials and is not intended for public distribution. Please note that neither this material nor the product 
referred to is authorized for sale by SFC. Please refer to product prospectus for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional and financial and other 
interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which are managed by NBCFMA or its affiliates that may 
purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the SFC. Accordingly, such 
entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold themselves out as carrying on a business in any 
regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, opinions or conclusions contained 
in it be referred to without in each case the prior express written consent of NBF. 
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