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Bank of Canada Delivers Initial Rate Hike, Signals More to Come
 
Summary
• The Bank of Canada (BoC) kicked o its rate hike cycle today with an initial, and widely

expected, 25 bps policy rate increase to 0.50%.

• In addition to the policy rate increase, there were some hawkish elements in the
central banks accompanying statement. The Bank of Canada said fourth quarter and
rst quarter GDP growth were stronger than projected, price increases have become
more pervasive and that persistently elevated ination is increasing the risk that
longer-run ination expectations could drift upwards, and also that it expects interest
rates will need to rise further.

• The Bank of Canada's announcement was hawkish enough to make clear that another
25 bps policy rate increase is likely at the April 13 meeting. Accordingly, we are
adjusting our Bank of Canada policy rate outlook to include an additional 25 bps
rate increase in April, to be followed by 25 bps rate increases at both the July and
October meetings. By the end of this year that would mean a further cumulative 75
bps of policy rate increase, to 1.25%.
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Bank of Canada Kicks O Rate Hike Cycle
The Bank of Canada (BoC) kicked o its rate hike cycle today with an initial, and widely expected,
25 bps policy rate increase to 0.50%. The central bank also said it is continuing the re-investment
phase as it relates to its bond holdings, and will keep its "overall holdings of Government of Canada
bonds on its balance sheet roughly constant until such time as it becomes appropriate to allow the size
of its balance sheet to decline."

In addition to the policy rate increase, there were some hawkish elements in the accompanying
statement. The Bank of Canada said:

• Fourth quarter GDP growth was stronger than projected, and conrms the view that economic
slack has been absorbed. The BoC also said Q1-2022 growth is looking more solid than previously
projected.

• Price increases have become more pervasive, and measures of core ination have all risen, and that
"persistently elevated ination is increasing the risk that longer-run ination expectations could
drift upwards."

• As the economy continues to expand and ination pressures remain elevated, the Governing
Council expects interest rates will need to rise further.

The Bank of Canada acknowledged ongoing events in Ukraine, saying it was a major source of
uncertainty, while also observing that prices for oil and other commodities have risen sharply. The
central bank said the situation is uid and that it is following events closely. Still, even acknowledging
uncertainty from Ukraine, the Bank of Canada's announcement was hawkish enough to make
clear that another 25 bps policy rate increase is likely at the April 13 meeting. Accordingly, we are
adjusting our Bank of Canada policy rate outlook to include an additional 25 bps rate increase in
April, to be followed by 25 bps rate increases at both the July and October meetings. By the end
of this year, that would mean a further cumulative 75 bps of policy rate increase from the current
BoC interest rate, to 1.25%. While an even faster pace of tightening is conceivable, we are not inclined
to make further adjustments at this time until there is further clarity surrounding the Russia/Ukraine
situation. With this adjustment to our Bank of Canada policy outlook we are broadly in line with the
consensus forecasts of economists, but still somewhat more conservative than policy rate increases
currently priced in by market participants.
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