
 

 
  
May 25, 2016 

 

TD Economics 

  
Data Release: Bank of Canada keeps rates unchanged as Canada's economy continues to adjust 

 As widely expected, the Bank of Canada kept its key policy interest rate unchanged at 0.5%. The Bank 
outlined that the contours of its Canadian outlook have changed in light of the Northern Alberta wildfires, 
but stated that the risks to the inflation projection remain "roughly balanced". 

 While Q1 growth in Canada appears to be in line with April's Monetary Policy Report, the Bank estimates 
that the devastating Northern Alberta wildfires will cut about 1.25 percentage points off of growth in Q2. 
April's MPR had forecast growth of 1%, on a quarterly annualized basis. While we don't know the Bank's 
updated tracking excluding the wildfires, it's likely that the Bank is tracking a contraction for Q2. The Bank 
does expect growth to rebound in Q3 as oil production resumes and reconstruction begins.  

 More broadly, the global economy is evolving largely as laid out in the April MPR. The Bank expects the 
U.S. economy to return to "solid growth" after a weak start to the year.  

 The Bank characterizes Canada's ongoing structural adjustment to the oil price shock as uneven. It 
highlighted the recent weakness in Statistics Canada's investment intentions survey as disappointing.  

 Inflation is roughly in line with the Bank's expectations. Measures of core inflation remain close to 2%, 
reflecting offsetting influences of past exchange rate depreciation and excess capacity.  

 The Bank once again pointed out that financial vulnerabilities (i.e. household debt and the housing market) 
"have moved higher" . 

Key Implications 

 The Bank of Canada kept its foot on the accelerator, as it once again emphasized the complex 
adjustment the Canadian economy is undergoing as a result of the collapse in oil prices. This time it 
added that the process is proving uneven, likely referring to the volatility seen recently in Canada's export 
data which has notably weakened after a period of strength. Overall, sizeable economic slack remains in 
the Canadian economy and external risks to growth persist, all of which necessitate the current 
accommodative monetary policy stance. 

 Market reaction to this widely expected decision was muted. The Canadian dollar traded up only slightly 
since the decision, and very much in line with other commodity-linked currencies. The statement did 
provide a bit more clarity on the Bank's assessment of the impact of the wildfires. But, overall there was 
little in it to alter our view that it will be some time before we see any movement in the policy interest rate.  
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