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Policy rate held at 0.25 per cent, BoC signals March hike

The 'will they or won’t they' saga for a January interest rate hike has concluded as the Bank of Canada ignored 
investor sentiment and opted to hold the target for the overnight rate at 0.25 per cent. That said, it all but 
guaranteed a hike at the next rate meeting set for March 2 as it removed its forward guidance. The move was 
aligned with Central 1’s forecast. Short- term challenges emanating from the Omicron wave likely delayed a hike. 
The decision was accompanied by the latest Monetary Policy Report.

Underlying the decision was an upbeat assessment of the economy despite the Omicron variant. Mixed economic 
conditions persist globally, but the U.S. economy is expanding at a robust pace while oil prices have rebounded. 
This is contributing to rate normalization globally. 

The Bank noted strong momentum in the Canadian economy heading into 2022 and into the Omicron wave. 
Importantly, economic slack has deemed to have been absorbed and refl ected in fi rming labour market indicators. 
Omicron is a short- term challenge, and contributed to the rate hold in January, but expected to be less severe 
on the economy than previous waves and a quick rebound is anticipated. For monetary policy, this means an 
end to record low rates going forward. The statement noted, “The Governing Council therefore decided to end its 
extraordinary commitment to hold its policy rate at the eff ective lower bound.”

The Bank expects CPI infl ation to remain close to 5 per cent through H1 2022 owing to supply chain issues and 
rising food and shelter costs. Easing supply-side constraints tame infl ation to near 3 per cent near the end of the 
year in the Bank’s view.

Removal of forward guidance sets the stage for a series of rate hikes in the coming months and quarters despite 
holding pat in January. “Looking ahead, the Governing Council expects interest rates will need to increase, with the 
timing and pace of those increases guided by the Bank’s commitment to achieving the 2% infl ation target.” Central 
1 expects 4 hikes in in 2022 followed by 3 hikes in 2023 although risk is to faster tightening.

Upward pressure on the yield curve will also occur as the Bank embarks on Quantitative Tightening and reduces 
its balance sheet holdings. While still re-investing in January, roll-off  of maturing bonds will likely emerge in coming 
months. 

Monetary Policy Report Highlights
• The accompanying Bank of Canada Monetary Policy Report provides an in-depth look at the Bank’s

economic projections.
• The Bank noted mixed but strong economic conditions globally heading into 2022. That said, global growth

is forecast to expand at a pace below previous expectation due to the Omicron variant, less fi scal stimulus in
the U.S. and property market concerns in China. Global infl ation is anticipated to peak in Q1. Global growth is
forecast at 3.6 per cent in 2022 and 3.4 per cent in 2023.

• Canadian economic growth is forecast to slow to 4.0 per cent this year from 4.6 per cent in 2021, and 3.5
per cent in 2023 which is marked down from previous forecasts. Lower output forecast refl ect combination of
Omicron impacts as well as supply chain issues which persist. Consumer demand looks to remain strong at
3.3 per cent this year and 2.3 per cent in 2023, although rate increases will dampen growth. Housing markets
look to remain strong but detracts from growth in the forecast period. The Bank expects exports and business
investment to rise.
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• Canadian CPI infl ation is forecast to average 4.2 per cent in 2022 with a rate of over 5.0 per cent in the fi rst 
half of 2022 and three per cent near the end of the year and close to 2.2 per cent in Q4 2023. Levels are 
being pushed up by durable goods prices, energy and shelter costs. Services prices are tamer, but still strong 
at 3.5 per cent, and 55 per cent of CPI components are growing above three per cent.

• Labour market conditions were also highlighted which is playing a key role in the assessment that economic 
slack has been absorbed. Specifi cally, the unemployment rate has narrowed to slightly above February 
2020 levels, although Omicron has triggered a short- term contraction in harder to distance sectors. Labour 
shortages are persisting, and job vacancies are high. 

• The combination of stronger services consumption, labour market tightness, supply constraints due to the 
pandemic point to near closing of the output gap in Q4 2021. Despite the increase, the Bank’s BOS survey 
points to well anchored infl ation expectations over the long- term.
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