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BANK OF CANADA: FURTHER CUTS LIKELY, BUT LIMITATIONS EXIST

Insights from Neil Shankar, Economist, Cl GAM

KEY SUMMARY POINTS

* The Bank of Canada (BoC) cut its overnight rate by 25
bps to 2.75%.

* The BoC's decision to cut today was driven by the
“pervasive uncertainty” stemming from tariff threats.

* Future decisions will be largely guided by trade policy
developments and the net impact of weaker demand
and higher costs on overall inflation.

WHAT HAPPENED?

The BoC lowered its overnight rate by 25 bps, bringing the
policy rate to 2.75%, the midpoint of the estimated neutral
rate range. This adjustment signals a policy stance that is
neither simulative nor restrictive. Today’s cut marks a total
reduction of 225 bps since June of last year.

Governor Macklem justified the cut citing the “pervasive

uncertainty” stemming from continuously changing U.S. tariff

threats and suggested that this is already having a big impact
on business and consumer sentiment.

This was consistent with the survey that the BoC unveiled
today which revealed a decline in both household spending
intentions and business expectations for sales and hiring.

The BoC characterized the U.S. tariff threat as a “new crisis”,
but made clear several times in its communications that
“monetary policy cannot offset the impact of a trade war”.
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CANADA’S ECONOMIC OUTLOOK

Immense uncertainty is clouding Canada’s economic outlook,
which is now highly dependent on trade policy developments.

The BoC acknowledged that the “economy ended 2024 on a
stronger footing than expected” although suggested that the
recent shift in sentiment apparent in their survey is expected
to translate into a “marked slowing in domestic demand”.

While the pull-forward in exports will support GDP growth in
1Q 2025, the combination of weaker exports and softer
domestic demand will weigh on economic activity in 2Q and
could certainly result in a recessionary outcome if tariffs stick.

This could coincide with rising domestic inflationary pressures
on the back of retaliatory tariffs and a weaker CAD which may
leave monetary policy somewhat constrained.
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WHAT’S NEXT?

Like Canada’s economic outlook, the path forward for
monetary policy and future interest rate decisions will also
be guided by trade policy developments.

Governor Macklem made clear in the press conference
opening statement that “Governing Council will proceed
carefully with any further changes to the policy rate”.

While further cuts can be expected, timing is highly uncertain
and limitations exist, as the BoC will need to assess both “the
upward pressures on inflation from higher costs and the
downward pressure on inflation from a weaker economy”. 1



https://www.bankofcanada.ca/publications/consultations-2025-03-12/

IMPORTANT DISCLAIMERS

This document is provided as a general source of information
and should not be considered personal, legal, accounting, tax
or investment advice, or construed as an endorsement or
recommendation of any entity or security discussed. Every
effort has been made to ensure that the material contained in
this document is accurate at the time of publication. Market
conditions may change which may impact the information
contained in this document. All charts and illustrations in this
document are for illustrative purposes only. They are not
intended to predict or project investment results. Individuals
should seek the advice of professionals, as appropriate,
regarding any particular investment. Investors should consult
their professional advisors prior to implementing any changes
to their investment strategies.

The opinions expressed in the communication are solely those
of the author(s) and are not to be used or construed as
investment advice or as an endorsement or recommendation
of any entity or security discussed.

Certain names, words, titles, phrases, logos, icons, graphics, or
designs in this document may constitute trade names,
registered or unregistered trademarks or service marks of CI
Investments Inc., its subsidiaries, or affiliates, used with
permission. All other marks are the property of their respective
owners and are used with permission.

Certain statements contained in this communication are based
in whole or in part on information provided by third parties and
Cl Global Asset Management has taken reasonable steps to
ensure their accuracy. Market conditions may change which
may impact the information contained in this document.

Certain statements in this document are forward-looking.
Forward-looking statements (“FLS”) are statements that are
predictive in nature, depend upon or refer to future events or
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conditions, or that include words such as “may,” “will,”
“should,” “could,” “expect,” “anticipate,” “intend,” “plan,”
“believe” or “estimate” or other similar expressions.
Statements that look forward in time or include anything other
than historical information are subject to risks and
uncertainties, and actual results, actions or events could differ
materially from those set forth in the FLS. FLS are not
Euarantees of future performance and are by their nature

ased on numerous assumptions. Although the FLS contained
herein are based upon what Cl Global Asset Management and
the portfolio manager believe to be reasonable assumptions,
neither Cl Global Asset Management nor the portfolio manager
can assure that actual results will be consistent with these FLS.
The reader is cautioned to consider the FLS carefully and not to
place undue reliance on FLS. Unless required by applicable law,
it is not undertaken, and specifically disclaimed that there is
any intention or obligation to update or revise FLS, whether as
a result of new information, future events or otherwise.

Cl Global Asset Management is a registered business name of
Cl Investments Inc.
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