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ImplicationsWhile today’s rate cut didn’t come as a surprise and still isn’t enough to spur a recovery in the economy, the guidance on future rate decisions, conditional on inflation, suggests that policymakers are ready to continue easing policy. Indeed, we’re of the view that the economy is likely to underperform the Bank’s optimistic July outlook and pull inflation lower than the BoC’s projection as a result (graph 3). While this may increase the chances of an accelerated pace of rate cuts, our base case forecast still sees 25 basis point rate reductions in October and December of this year, and six more in 2025.
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Notably, while Governor Macklem did mention the Canadian labour market in his opening statement, he emphasized that recent weakness was concentrated in youth and newcomers, and reflected soft hiring as opposed to business layoffs. “The slack in the labour market is expected to slow wage growth, which remains elevated relative to productivity.” This should further support a reduced pace of services and core inflation.
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