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Real GDP is forecast to 
be 2.9% in 2005 and 
3.2% in 2006. 
 
 
 
 
 
 
Retail sales rebounded 
and new orders for 
manufacturing goods 
remains  robust.  
 
 
 
 
Employment continues 
to grow.  
 
 
 
Inflation is tame. 
 
 
 
 
Low inflation and 
moderate growth will 
keep the BoC on hold 
until late this year.  
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The strong Canadian dollar, which lowered growth in the second half of 2004, is unlikely to 
strengthen much further. Hence, after the first half of this year, the impact of the CAD 
appreciation will have done most of its damage. Late this year and into next year, relatively 
low interest rates should boost growth. Real Gross Domestic Product (GDP) growth will be 
about 2.9% this year and 3.2% next year. Inflation remains subdued, partially due to the 
CAD’s strength. Given this economic outlook, the Bank of Canada (BoC) is expected to be on 
hold at least until the second half of this year. The yield on the 10-year government bond is 
projected to rise to 4.8% by year-end.  

Retail sales bounced back sharply in January, rising 2.0% month-on-month (m-o-m), after 
falling 1.2% in December. Apparently, the holiday gift cards were mostly spent in January. 
Housing activity got off to a weak start in 2005, with housing starts in January and February 
about 1% lower than the same two months of 2004. However, low interest rates should 
boost starts for the rest of the year. From Novemeber 2004 through January 2005, new 
motor vehicle sales fell for three months in a row, but were still up 4% year-over-year (y-o-y) 
in January.  New orders for manufacturing industries were up 14.4% y-o-y in January. 

Employment increased a moderate 26,600 in February, up 1.5% y-o-y, while the 
unemployment rate remained at 7%. Significantly, the majority of new jobs, 21,200, were 
full-time positions.   

After declining in January, both the total Consumer Price Index (CPI) and the core CPI — 
which excludes the eight most volatile components — rose in February, by 0.2% and 0.3%. 
Nevertheless, inflation remains subdued and is expected to rise only slightly over the next 
two years.  

Because the economy has weakened recently, the BoC is expected to be on hold until late 
this year. By September, the economy should be more robust and inflation rising modestly. 
At that time, the BoC is likely to raise its target overnight rate by 25 basis points (bp) to 
2.75%. Another hike, near year-end, would take the rate to 3.0%, compared to an expected 
year-end rate of 4.0% in the US.  Because Canadian short-term rates are expected to 
remain lower than comparable US rates, the yield on the 10-year bond is also likely to 
remain below the yield on the 10-year US Treasury note. Nevertheless, rising US rates, two 
BoC rate hikes late in the year and a strengthening economy should push the Canadian 10-
year bond yield up to 4.8% by year-end, about 20 bp below the US 10-year T-note.  

Canadian Forecast Summary 

 History Forecast Annual Data
04Q3 04Q4 05Q1 05Q2 05Q3 05Q4 06Q1 2003 2004 2005 2006

Real GDP, % Change, SAAR 2.9 1.7 3.0 3.1 3.1 3.2 3.2 2.0 2.8 2.9 3.2
   % Change, Year Ago 3.4 3.0 3.0 2.7 2.7 3.1 3.1

CPI, SA, % Change, Year Ago 2.0 2.2 2.2 1.6 1.8 1.6 1.8 2.8 1.8 1.8 1.8

BoC Core CPI,  % Change, Year Ago 1.7 1.6 1.7 1.6 1.9 1.9 2.1 2.2 1.5 1.8 1.9

End of Period End of Period
Bank Target Rate 2.25 2.50 2.50 2.50 2.75 3.00 3.25 2.75 2.50 3.00 4.00

3-Month Treasury Bill 2.5 2.5 2.6 2.5 2.7 3.0 3.2 2.6 2.5 3.0 4.0
5-year Benchmark Bond Yield 4.0 3.7 3.7 3.7 3.9 4.2 4.4 3.9 3.7 4.2 5.1

10-Year Benchmark Bond Yield 4.6 4.3 4.3 4.5 4.7 4.8 5.0 4.7 4.3 4.8 5.4
CAD/USD Rate 0.79 0.83 0.83 0.83 0.83 0.83 0.83 0.77 0.83 0.83 0.83
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