
 

 

Bank of Canada - Upside risks to inflation countered by downside risks to 

growth keep policymakers on the sidelines  

The Bank of Canada (BOC) made no changes to its policy stance in today’s decision, keeping the 

overnight policy rate target at 2.25% for the seventh consecutive meeting since moving to the lower end 

of the central bank’s “neutral” range last October. The non-decision at a meeting without updated forecasts 

(the next Monetary Policy Report will be released in conjunction with the next policy decision on October 

28) was as universally expected, so the market response has been minimal (Canadian yields are up a 

little bit while the Loonie is a bit firmer against the U.S. dollar). 

The statement accompanying today’s decision1 (text provided below for ease of access) offered a 

reasonably balanced assessment of the current economic backdrop.  

While domestic growth strengthened in Q2 as anticipated following a period of weakness, with the “broad-

based” pickup in activity reaffirming the view of a “broadening recovery of the Canadian economy”, the 

BOC flagged that “some of the recent strength reflected temporary factors” and that “indicators point to 

continued excess supply in the economy”. Looking forward, “uncertainty is high” and the new U.S. tariffs, 

and threats of more to come, “pose risks to the sustainability of the recovery” and “make growth prospects 

more uncertain” — Bank of Canada Governor Macklem noted in his press conference opening statement 

that policymakers “don’t expect them to have a large direct impact on the overall level of economic 

activity”, but that the “added uncertainty about the future of Canada-US trade relations may lead 

businesses more broadly to delay investment and hiring decisions”. 

On inflation, the BOC sees “little evidence of higher energy prices spreading into other components of 

inflation” and notes that measures of core inflation “remained close to 2%”. That said, there has been 

limited progress in resolving the conflict in the Middle East, with the likelihood of higher energy prices for 

longer raising the risks of spillovers to other prices and resulting in upside risks to the BOC’s inflation 

forecasts. Further, the new wave of tariffs (and counter-tariffs) also put upward pressure on costs for some 

businesses that “could feed into consumer prices over time”. 

The Bank of Canada also acknowledged that “financial conditions have tightened” since the last policy 

meeting in July, as long-term bond yields have moved up and the Canadian dollar “has appreciated slightly 

on US-dollar weakness”. 

So, increased upside risks to inflation are being countered by increased downside risks to growth — the 

slight bear-flattening of the curve this morning could suggest that the market is placing a bit more 

emphasis on the former (the overnight index swap-implied path for policy rates is marginally higher post-

decision, though the probability of a hike by year-end remains around 60%).  

 
1 Bank of Canada, Press Releases, September 2, 2026, https://www.bankofcanada.ca/2026/09/fad-press-release-2026-09-02/ 

https://www.bankofcanada.ca/2026/09/fad-press-release-2026-09-02/
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The increased “uncertainty” (a variation of the word appeared twice in the policy statement and five times 

in the opening statement for the presser) over the outlook combined with the view that Canada has an 

output gap, underlying inflation has been fairly well-behaved and financial conditions have tightened, 

however, does not suggest there is much impetus for the BOC to do much of anything for the foreseeable 

future other than wait and see how things develop. 

__________________ 

David Onyett-Jeffries 

David Onyett-Jeffries is Vice President, Economics & Multi-Asset Solutions, at Guardian Capital LP (GCLP). He 

provides macroeconomic guidance to GCLP and its affiliates. Additionally, he is a portfolio manager of GCLP's multi-

asset portfolios and funds and works closely with GCLP’s Directed Outcomes team.  
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STATEMENT 

Bank of Canada maintains policy rate at 2¼% 

FOR IMMEDIATE RELEASE | Media Relations | Ottawa, Ontario 

 

September 2, 2026 

 

The Bank of Canada today held its target for the overnight rate at 2.25%, with the Bank Rate at 2.5% and the deposit 

rate at 2.20%. 

The continuing conflict in the Middle East is keeping energy prices high. As well, new US tariffs and Canadian 

counter-measures have been announced following the breakdown of trade talks between Canada and the United 

States. Both situations remain fluid. 

In the United States, economic growth continues to be solid, driven by consumer spending and AI-related 

investment. Growth in the euro area was stronger than expected in the second quarter, while China’s economy 

slowed. Overall, the global economy has shown resilience in the face of geopolitical headwinds, with growth broadly 

consistent with the July Monetary Policy Report (MPR) projection. With still-high oil prices and elevated margins for 

refined energy products, inflation in most countries remains high.  

Financial conditions have tightened since July. Long-term bond yields have moved up globally, including in Canada. 

The Canadian dollar has appreciated slightly on US-dollar weakness. 

As expected, Canadian economic activity strengthened in the second quarter, with GDP up by 3.3%, following very 

weak growth in the first quarter. While some of the recent strength reflected temporary factors, the pick-up in activity 

was broad-based. Consumption showed solid gains. Following several weak quarters, there was some rebound in 

housing activity. Exports and business investment were up sharply. Labour market conditions have improved in 

recent months, with the unemployment rate edging down to 6.4% in July. Still, demand for labour remains subdued 

and indicators point to continued excess supply in the economy. 

Overall, recent data reaffirm Governing Council’s view of a broadening recovery in Canada’s economy. However, 

uncertainty is high and new US tariffs and threats of further action pose risks to the sustainability of the recovery. 

CPI inflation has been hovering around 3% in recent months, mainly because of persistently higher gasoline prices. 

So far, there has been little evidence of higher energy prices spreading to other components of inflation: excluding 

gasoline, inflation was 2.2% and measures of core inflation remained close to 2% in July. However, with the Middle 

East conflict still ongoing and little progress reopening the Strait of Hormuz, upside risks to the Bank’s inflation 

forecast have increased. The longer that high oil prices and elevated refinery margins persist, the greater the risk 

of spillover to the prices of other goods and services. New US tariffs and Canadian counter-tariffs will also raise 

costs for some businesses and could feed into consumer prices over time. 

With the economy and inflation evolving broadly as forecast in the July MPR, Governing Council agreed to leave 

the policy rate unchanged. However, the upside risks to inflation have increased, while new tariffs make growth 

prospects more uncertain. Governing Council will assess the sustainability of the economic rebound and the outlook 

for inflation, and is prepared to adjust monetary policy as needed. The Bank remains committed to maintaining 

Canadians’ confidence in price stability through this period of global upheaval. 
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This commentary is for general informational purposes only and does not constitute investment, financial, 

legal, accounting, tax advice or a recommendation to buy, sell or hold a security. It shall under no 

circumstances be considered an offer or solicitation to deal in any product or security mentioned herein. It 

is only intended for the audience to whom it has been distributed and may not be reproduced or 

redistributed without the consent of Guardian Capital LP. This information is not intended for distribution 

into any jurisdiction where such distribution is restricted by law or regulation.  

The opinions expressed are as of the date of publication and are subject to change without notice. Assumptions, 

opinions and estimates are provided for illustrative purposes only and are subject to significant limitations. Reliance 

upon this information is at the sole discretion of the reader. This document includes information concerning financial 

markets that were developed at a particular point in time. This information is subject to change at any time, without 

notice, and without update. This commentary may also include forward-looking statements concerning anticipated 

results, circumstances, and expectations regarding future events. Forward-looking statements require assumptions 

to be made and are, therefore, subject to inherent risks and uncertainties. There is significant risk that predictions 

and other forward-looking statements will not prove to be accurate. Investing involves risk. Equity markets are 

volatile and will increase and decrease in response to economic, political, regulatory and other developments. 

Investments in foreign securities involve certain risks that differ from the risks of investing in domestic securities. 

Adverse political, economic, social or other conditions in a foreign country may make the stocks of that country 

difficult or impossible to sell. It is more difficult to obtain reliable information about some foreign securities. The costs 

of investing in some foreign markets may be higher than investing in domestic markets. Investments in foreign 

securities are also subject to currency fluctuations. The risks and potential rewards are usually greater for small 

companies and companies located in emerging markets. Bond markets and fixed-income securities are sensitive to 

interest rate movements. Inflation, credit and default risks are all associated with fixed-income securities. 

Diversification may not protect against market risk and loss of principal may result. Index returns are for information 

purposes only and do not represent actual strategy or fund performance. Index performance returns do not reflect 

the impact of management fees, transaction costs or expenses. Certain information contained in this document has 

been obtained from external parties, which we believe to be reliable; however, we cannot guarantee its accuracy.  

Guardian Capital LP is the manager and portfolio manager of the Guardian Capital Funds and Guardian Capital 

ETFs, with capabilities that span a range of asset classes, geographic regions and specialty mandates. Additionally, 

Guardian Capital LP manages portfolios for institutional clients such as defined benefit and defined contribution 

pension plans, insurance companies, foundations, endowments and investment funds. Guardian Capital LP is an 

indirect wholly owned subsidiary of Desjardins Global Asset Management Inc., which is part of the Desjardins Group. 

For further information on Guardian Capital LP, visit www.guardiancapital.com.   
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