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This text is a commentary of the Governing Council of the Bank of Canada. It presents the Bank’s
outlook based on information received up to the fixed announcement date on 20 July 2010.

The global economic recovery is proceeding but is

not yet self-sustaining. Greater emphasis on balance nghllghts

sheet repair by households, banks, and governments

in a number of advanced economies is expected to * The global economic recovery is proceeding
temper the pace of global growth relative to the but is not yet self-sustaining.

Bank’s outlook in April. While the policy response to

the European sovereign debt crisis has reduced the * The economic recovery in Canada is expected
risk of an adverse outcome and increased the pros- to be more gradual, with growth of 3.5 per cent
pect of sustainable long-term growth, it is expected in 2010, 2.9 per cent in 2011, and 2.2 per cent
to slow the global recovery over the projection horizon. in 2012.

In the United States, private demand is picking up

. ° i i
but remains uneven. The Canadian economy is expected to return

to full capacity at the end of 2011, and inflation

Economic activity in Canada is unfolding largely as is expected to remain near 2 per cent through-
expected, led by government and consumer spending. out the projection period.

Housing activity is declining markedly from high

levels, consistent with the Bank’s view that policy ¢ On 20 July 2010, the Bank raised its target for
stimulus resulted in household expenditures being the overnight rate by one-quarter of one per-
brought forward into late 2009 and early 2010. While centage point to 3/4 per cent.

employment growth has resumed, business invest- ) ) ) )
ment appears to be held back by global uncertainties * The Bank judges that the risks to the inflation

and has yet to recover from its sharp contraction outlook remain elevated and are roughly bal-
during the recession. anced over the projection horizon.

The Bank expects the economic recovery in Canada
to be more gradual than it had projected in April, with
growth of 3.5 per cent in 2010, 2.9 per cent in 2011,
and 2.2 per cent in 2012. This revision reflects a
slightly weaker profile for global economic growth
and more modest consumption growth in Canada.
The Bank anticipates that business investment and
net exports will make a relatively larger contribution
to growth.

Inflation in Canada has been broadly in line with the
Bank’s April projection. While the Bank now expects
the economy to return to full capacity at the end of
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2011, two quarters later than had been anticipated in
April, the underlying dynamics for inflation are little
changed. Both total CPI and core inflation are
expected to remain near 2 per cent throughout the
projection period. The Bank will look through the
transitory effects on inflation of changes to provincial
indirect taxes.

The risks around this projection remain elevated and
are judged to be roughly balanced over the projection
horizon. Globally, on the upside, the boost in confi-
dence as advanced countries restore fiscal sustain-
ability could generate greater-than-expected offsets
to the fiscal consolidation. On the downside, global
private demand around the world, including in the
United States, may be insufficient to sustain the
recovery.

Projection for global economic growth

In Canada, there are important two-sided risks to the
outlook for private demand. On the upside, private
demand might have greater momentum than
expected, reflecting strong confidence and easy
credit conditions. On the downside, it is possible that
households reduce expenditures more than currently
anticipated or that the recovery in business invest-
ment is further delayed.

Since April 2010, with improvements in the economy,
the Bank has ended its extraordinary conduct of
monetary policy. On 20 April 2010, the Bank removed
its conditional commitment, which had provided
considerable additional stimulus during a period of
very weak economic conditions and major downside
risks to the global and Canadian economies.

Share of real Projected growth (per cent)
global GDP?
(per cent) 2010 2011 2012

United States 21 2931 3.0 (3.9 35 (3.9
Euro area 15 10 (1.2) 12 (1.6) 2.3 (2.5
Japan 6 3321 15 (1.7) 25(2.6)
China 13 103 (10.2) 9.2 (9.3 87 (87)
Rest of the world 45 51 4.5) 3.8 41 36 (3.9
World 100 46 (4.2 3.84.0 4.0 (4.1

a. GDP shares are based on IMF estimates of the purchasing-power-parity (PPP) valuation of country GDPs for 2009.

Source: IMF, WEO, April 2010

b. Numbers in parentheses are projections used for the April 2010 Monetary Policy Report.

Source: Bank of Canada

Summary of the base-case projection for Canada?

2009 2010 2011 2012

Q4 | 01 | 02 |03 | 04|01 | Q2|03 Q4] 0Q1 | 02| 0Q3]| Q4
&%ﬂr&?ﬁwer_ﬁumﬂ 49 | 61 | 30| 28 | 323030 25| 24|20 19 |19 | 19
percentage change X X ] ] 3 3 : i i ) ; ) )
Bt annual rates) ©.0 | ©8 | B8 | (B | B3H|BI| Y| 19| 19|19 | (19|19 | (1.9
g%z'fg};r_year A1 |22 |37 | 42|38 |30]30 29|27 |25 |22 |21 20
Dercentagechange) | (12 | 20| 39| 49 | 42 |66 63| 29| 9| ey | 19| 09| 19
Core inflation 16 [ 20 | 19 | 18| 18 | 18 | 17 | 18| 19 [ 20 | 20 | 20 | 20
(year-over-year
Dercentagechange) | (16 | 201 | 1.9 | 1.8 | 1.8 | 1.7)| 17| 1.9 | 20| 20 | 20 | 20| 20)
Total CPI 08 | 16 | 14 | 21 | 21 |22 | 22|18 | 20| 20| 20 | 20| 20
(year-over-year 1070l ealecaleyledlngl coleol coleol eo
Dercentage change) | 08 | (1.7 | 17| 24| 24 |49 | 23| 19| 20| 20 | 20 | 20| 20
Total CPI excluding
the effect of the
HST and changes in 0.8 16 | 14 | 17 | 18 | 1.8 | 18 | 1.8 | 1.9 | 20 | 20 | 20 | 20
otherindirecttaxes | 08 | 1.7 | 0.7 | co | en|en| colecol coleo| coleol| o
(year-over-year
percentage change)
WP 76 | 79| 78| 75| 77| 78| 80| 80| 81| 81 | 81 | 82| 8
(level) 76 | 79| ©6 | 889 | 89|69 90| ©0)]| 90| @) | @) | @) O

a. Figures in parentheses are from the base-case projection in the April Monetary Policy Report.

b. Assumptions for the price of West Texas Intermediate crude oil (US$ per barrel), based on an average of futures contracts over the

two weeks ending 16 July 2010.
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On 1 June 2010, the Bank raised its target for the
overnight rate by one-quarter of one percentage
point to 1/2 per cent. As part of that interest rate
decision, the Bank re-established its normal operating
framework for the implementation of monetary
policy, resetting the target for the overnight rate at
the midpoint of the operating band and the width of
the operating band to 50 basis points. On 20 July
2010, the Bank raised its target for the overnight
rate by a further one-quarter of one percentage
point to 3/4 per cent.

These decisions leave considerable monetary stim-
ulus in place, consistent with achieving the 2 per cent
inflation target in light of the significant excess supply
in Canada, the strength of domestic spending, and
the uneven global recovery. Given the considerable
uncertainty surrounding the outlook, any further
reduction of monetary stimulus would have to be
weighed carefully against domestic and global eco-
nomic developments.

Real GDP growth is expected to moderate to the rate

of potential output growth

%

2007 2008 2009

2010 2011 2012

= Year-over-year percentage [l Quarter-over-quarter percentage

change in real GDP
=== Base-case projection

change in real GDP, at annual rates
N\ Base-case projection

Sources: Statistics Canada and Bank of Canada projections

Total CPI and core inflation in Canada are projected to remain
close to the 2 per cent target over the projection horizon
Year-over-year percentage change, quarterly data
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=== Base-case projection === Base-case projection for total CPI excluding
Control range Target the effect of changes

in indirect taxes

a. CPIexcluding eight of the most volatile components and the effect of changes

in indirect taxes on the remaining components

Sources: Statistics Canada and Bank of Canada projections
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Bank of Canada Publications

Unless noted otherwise, all publications are available in print and on the Bank’s website: <http:/www.bankofcanada.ca>.

Monetary Policy Report (quarterly: January, April, July, and October)
Financial System Review (June/December)

Bank of Canada Review (quarterly; see website for subscription information)
Business Outlook Survey (quarterly: January, April, July, and October)
Senior Loan Officer Survey (quarterly: January, April, July, and October)*
Speeches and Statements by the Governor

Bank of Canada Banking and Financial Statistics (monthly)*

Weekly Financial Statistics (published each Friday)*

Renewal of the Inflation-Control Target: Background Information
Annual Report

A History of the Ganadian Dollar James Powell (available at Can$8
plus GST and PST, where applicable)

*Available only on the Bank’s website

Conference Proceedings

Conference volumes published up to and including April 2005 are available on
the Bank’s website. Print copies can be purchased for Can$15 plus GST and
PST, where applicable. Papers and proceedings from Bank of Canada confer-
ences, seminars, and workshops held after April 2005 are now published
exclusively on the Bank’s website.

Technical Reports, Working Papers, and Discussion Papers

Technical Reports, Working Papers, and Discussion Papers are usually
published in the original language only, with an abstract in both official
languages. Technical Reports dating back to 1982 are available on the Bank’s
website, as are Working Papers back to 1994. Discussion Papers deal with
finished work on technical issues related to the functions and policy making
of the Bank. They are of interest to specialists and other central bankers.
Discussion Papers for 2007-2010 are available on the Bank’s website.

The Bank of Canada’s Monetary Policy Reportis published quarterly in January, April, July, and October. Copies of the Report and the Summary may be obtained by
contacting Publications Distribution, Communications Department, Bank of Canada, Ottawa, Ontario, Canada K1A 0G9.

Telephone: 613 782-8248; toll free in North America: 1 877 782-8248; email: publications@bankofcanada.ca; website: <www.bankofcanada.ca>






