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Hold rates, inflation relief awaits 
By Taylor Schleich
 

We expect this week’s BoC decision to result in no change for the 
second straight meeting. That’s consistent with OIS markets and the 
broader forecasting community. On balance, the economy looks to 
be evolving broadly in line with January’s expectations 
(growth/labour markets a bit stronger, inflation a bit weaker), which 
was the criteria for maintaining a pause. The Bank may not need to 
worry about Canadian banking system stability but there’s clearly  
more downside to the global/U.S. outlook in light of recent 
developments. Nonetheless, the BoC will likely retain a hawkish tilt by 
stressing it’s prepared to raise interest rates further if needed. We 
don’t expect any discussion of rate cuts in prepared remarks. Another 
wildcard comes in the form of the neutral interest rate estimate.  
Stronger population/labour force growth might argue for a higher 
nominal r*, but anemic productivity growth cuts the other way. 
Maintaining a 2-3% estimated neutral range is our base case outlook 
but there is some scope for an upgrade. Overall, we expect the Bank 
to convey cautious optimism that this pause can be sustained,  
though upside inflation risks remain the more pressing concern. In 
addition to the rate statement and MPR, Governor Macklem will hold 
a press conference at 11AM. As always, the Governor should remain 
guarded in his discussion of the future rate outlook. 
 

Economic developments broadly in line with expectations:  
There’s a lot going on in recent growth data but on balance, the GDP 
profile is roughly in line with what policymakers had envisioned back 
in January’s MPR. Q3 GDP was revised lower and Q4 came out well 
below expectations, due to some temporary and one-off factors (i.e., 
weather, a massive negative inventory contribution). That means Q1 
growth, which won’t be published until the end of May, will need to 
come in at 2.4% to get the economy back to the level of GDP 
assumed in January’s MPR. A strong January GDP report and a solid 
February flash estimate has us tracking right around that level now. 

Chart 1: The level of GDP is tracking in line with January MPR 
Real GDP trajectory before and after revisions, with BoC & NBF projections 

 
Source: NBF, StatCan, Bank of Canada 

Policymakers will have to balance solid Q1 growth data with the still-
deteriorating outlook that was evident in last week’s Business 
Outlook Survey. Expectations for sales are falling, investment 
intentions are becoming less widespread and about half of the 
businesses surveyed are planning for a mild recession. Overall 
business sentiment has deteriorated for five straight quarters and is 
moving towards, though not yet at recessionary levels.  

Chart 2: BOS indicator slips into negative territory 
Business Outlook Survey indicator 

 
Source: NBF, Bank of Canada 

One must also acknowledge the material downside risks that have 
emerged in recent weeks via banking collapses/stresses in the United 
States and Europe. We don’t see similar issues in the Canadian 
banking system but any real economy spill over effects that are felt 
abroad will inevitably be felt in Canada too. That doesn’t argue for 
the near-term rate cuts that markets continue to price in for the 
coming meetings, but it does support a continuation of the pause. 

While there’s a little bit for everybody in the growth data/outlook, the 
inflation backdrop has been more definitively positive. CPI has come 
below consensus for three straight months and will likely lead to the 
new MPR marking down the inflation trajectory for a third straight 
report. We see Q1 inflation coming in at 5.1%, relative to the 5.4% the 
BoC expected in January. Moreover, we’re forecasting Q2 CPI 
inflation at just 2.9%, which would be the lowest since Q1:2021. The 
Bank will unveil its Q2 projection for the first time on Wednesday and 
though it might not feature a 2-handle like ours, it will be close. The 
full year forecast could be revised lower too, as we see 2023 inflation 
0.5%-pts lower than the BoC had thought three months ago. 

Table 1: Inflation tracking slower than the BoC had thought 
NBF and BoC forecasts for real GDP and CPI inflation 

  Projection source Q4 Q1 Q2 2023 2024 

R
ea

l G
D

P October MPR 2.1 - - 0.9 2.0 

January MPR 1.3 0.5 - 1.0 1.8 

NBF/Actual 0.0 2.5 0.0 0.9 0.5 

C
PI

 in
fla

tio
n October MPR 7.1 - - 4.1 2.2 

January MPR 6.7 5.4 - 3.6 2.3 

NBF/Actual 6.7 5.1 2.9 3.1 1.9 
Source: NBF, Bank of Canada | All figures are Y/Y except for quarterly GDP which is Q/Q. 
GDP figures are SAAR. NBF Forecasts subject to change in our Feb. Economic Monitor. 

It’s true momentum in the Bank’s preferred measures of core inflation 
remain above the 1-3% control band, but these 3-4% readings are 
much more palatable than year-on-year data and what momentum 
looked like 6-12 months ago. Still, the statement will likely stress that 
these will need to come down further, as it did in March. As with the 
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growth outlook, we see inflation being supportive of a continued 
pause—not rate cuts, and certainly not hikes.  

Chart 3: Scope for a third straight downward inflation revision 
CPI inflation trajectory projected in last three BoC MPRs vs. NBF forecast 

 
Source: NBF, StatCan, BoC | Note: Some quarters not explicitly provided by BoC. These 
are estimated based on the quarterly, Q4/Q4 and full-year inflation projections given. 

As for inflation expectations, these have continued normalizing 
although progress remains a bit slow. As per last week’s BOS, inflation 
is expected to average 3.9% over the next two years. Of course, that’s 
still too high, but these have moderated in every BOS update, from a 
high of 4.8% a year ago. Longer-term expectations have been and 
continue to be anchored around 2%. And encouragingly, fewer 
businesses are reporting significant difficulties in meeting demand. 

Chart 4: Pressures on business continue to wane  
% of firms reporting some or significant difficulty meeting unexpected demand 

 
Source: NBF, BoC  

While the BoC doesn’t provide labour market projections, it only takes 
a quick look at BoC communications to see that they view the labour 
market as being too tight. While headline job gains have remained 
robust in recent months, they’ve at least moderated from the 
unsustainable pace observed in December/January. We also 
continue to highlight that we don’t see the labour market as 
tightening further. Population growth (Canada grew by over a million 
people in 2022) has kept the labour force growing at a rapid clip, 
which has allowed the unemployment rate to remain higher than it 
was in the summer, despite the impressive job growth. This should 
help moderate still-high wage growth, in addition to the effects of 
rate hikes/tighter financial conditions still working through the 
system. While the latest BOS showed employment intentions 
rebounding, reported labour shortages have moderated significantly.  
There’s no doubt the labour market is ultra-tight but to us, the full 
suite of data argues for a continued wait-and-see approach too. 

Chart 5: Large jobs gains met with larger labour force increase 
Canada net changes in employment & labour force  

 
Source: NBF, StatCan 

Other considerations: 
In addition to fresh economic projections, the new MPR will feature an 
updated estimate of the nominal neutral rate of interest. Increased 
immigration and the resulting impact on trend labour growth might 
suggest there’s scope for the 2-3% estimated range to pushed higher.  
On the flip side, policymakers have been flagging Canada’s anemic 
productivity growth in the recent communications. Combined with 
the fact that the neutral range was already upgraded last year, our 
best guess is that this will remain unchanged though risks here are 
certainly skewed to an increase.  

When it comes to the tone of communications, expect something 
similar to what we saw in March. The GDP weakness to end 2022 will 
be balanced by a bounceback in Q1, with an acknowledgement that 
more downside risks have emerged. The Bank will highlight that 
inflation will likely come down to around 3% by mid-year but core 
measures still “will need to come down further”. The statement should 
highlight that economic developments have evolved “broadly in line” 
with January’s projection which supports maintaining the policy rate 
at 4.5%. Despite this, we expect a hawkish tilt as the Bank is likely to 
reiterate that they’re prepared to increase the policy rate further if 
needed. While the Governor will likely be inundated with rate cut 
questions, don’t expect that discussion to be incorporated in the 
official communique. As policymakers have stressed (including Toni 
Gravelle, who spoke after the SVB/Credit Suisse collapse), it’s still far 
too early to be talking about rate cuts. Finally, expect QT to continue 
“completing the restrictive policy stance”, with DepGov Gravelle 
laying out the Bank’s medium-term QT plans earlier this month.  

Chart 6: BoC won’t validate market-implied rate path 
Market-implied policy rates: 8-Mar vs. current 

 
Source: NBF, Bloomberg 

0
1
2
3
4
5
6
7
8
9

M
ar

-1
9

S
ep

-1
9

M
ar

-2
0

S
ep

-2
0

M
ar

-2
1

S
ep

-2
1

M
ar

-2
2

S
ep

-2
2

M
ar

-2
3

S
ep

-2
3

M
ar

-2
4

S
ep

-2
4

Jul-22

Oct-22

Jan-23

NBF

Target

%

0

10

20

30

40

50

60

70

80

90

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

Significant difficulty

Some difficulty

% of firms

-40
-20

0
20
40
60
80

100
120
140
160
180

Ju
l-2

2

A
ug

-2
2

S
ep

-2
2

O
ct

-2
2

N
ov

-2
2

D
ec

-2
2

Ja
n-

23

Fe
b-

23

M
ar

-2
3

Change in labour force
Change in employment

000s

Since July :
- labour force is up by 413K
- employment is up by 386K

3.00

3.25

3.50

3.75

4.00

4.25

4.50

4.75

5.00

Current Apr Jun Jul Sep Oct Dec

8-Mar-23 10-Apr-23%

163741_2a947812-a367-440a-8019-e4debd84c4d3.pdf



 

 
 3 

Economics and Strategy 

Bank of Canada Preview 

Latest Policy Statement – March 8, 2023 

 
Source: Bank of Canada

Bank of Canada maintains policy rate, continues quantitative tightening  
The Bank of Canada today held its target for the overnight rate at 4½%, with the Bank Rate at 4¾% and the deposit rate at 
4½%. The Bank is also continuing its policy of quantitative tightening. 

Global economic developments have evolved broadly in line with the outlook in the January Monetary Policy Report (MPR).  
Global growth continues to slow, and inflation, while still too high, is coming down due primarily to lower energy prices. In the 
United States and Europe, near-term outlooks for growth and inflation are both somewhat higher than expected in January. 
In particular, labour markets remain tight, and elevated core inflation is persisting. Growth in China is rebounding in the first 
quarter. Commodity prices have evolved roughly in line with the Bank’s expectations, but the strength of China’s recovery 
and the impact of Russia’s war in Ukraine remain key sources of upside risk. Financial conditions have tightened since January, 
and the US dollar has strengthened. 

In Canada, economic growth came in flat in the fourth quarter of 2022, lower than the Bank projected. With consumption, 
government spending and net exports all increasing, the weaker-than-expected GDP was largely because of a sizeable 
slowdown in inventory investment. Restrictive monetary policy continues to weigh on household spending, and business 
investment has weakened alongside slowing domestic and foreign demand. 

The labour market remains very tight. Employment growth has been surprisingly strong, the unemployment rate remains near 
historic lows, and job vacancies are elevated. Wages continue to grow at 4% to 5%, while productivity has declined in recent 
quarters. 

Inflation eased to 5.9% in January, reflecting lower price increases for energy, durable goods and some services. Price 
increases for food and shelter remain high, causing continued hardship for Canadians. With weak economic growth for the 
next couple of quarters, pressures in product and labour markets are expected to ease. This should moderate wage growth 
and also increase competitive pressures, making it more difficult for businesses to pass on higher costs to consumers. 

Overall, the latest data remains in line with the Bank’s expectation that CPI inflation will come down to around 3% in the middle 
of this year. Year-over-year measures of core inflation ticked down to about 5%, and 3-month measures are around 3½%. 
Both will need to come down further, as will short-term inflation expectations, to return inflation to the 2% target. 

At its January decision, the Governing Council indicated that it expected to hold the policy interest rate at its current level, 
conditional on economic developments evolving broadly in line with the MPR outlook. Based on its assessment of recent data, 
Governing Council decided to maintain the policy rate at 4½%. Quantitative tightening is complementing this restrictive 
stance. Governing Council will continue to assess economic developments and the impact of past interest rate increases, 
and is prepared to increase the policy rate further if needed to return inflation to the 2% target. The Bank remains resolute in 
its commitment to restoring price stability for Canadians. 

Information note 
The next scheduled date for announcing the overnight rate target is April 12, 2023. The Bank will publish its next full outlook for 
the economy and inflation, including risks to the projection, in the Monetary Policy Report at the same time. 
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), 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.   
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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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