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CANADIAN CONSUMER PRICE INDEX
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Core CPI (Bank of 
Canada definition)

Source: Statistics Canada/Haver Analytics
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LOWERING THE INFLATION TARGET
PROS

•Minimize negative consequences of inflation
•Aid those with unindexed fixed incomes
•Potentially faster economic growth in long term

CONS
•Risks deflation
•Slower economic growth in near term
•Less ability to stimulate economy with monetary policy
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MARKET REACTION TO A LOWER INFLATION TARGET
SHORT TERM

•Interest rates and bond yields would rise to push inflation down to
the new target
•Canadian dollar would strengthen as interest rates rise

LONG TERM
•Nominal interest rates and bond yields might wind up lower than
where they started due to a lower inflation environment
•Canadian dollar might appreciate as the purchasing power of the
Canadian dollar erodes by less over time than before


