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Highlights
•	The	global	economic	recovery	is	proceeding	
but	is	not	yet	self-sustaining.

•	The	economic	recovery	in	Canada	is	expected	
to	be	more	gradual,	with	growth	of	3.5	per	cent	
in	2010,	2.9	per	cent	in	2011,	and	2.2	per	cent	
in	2012.

•	The	Canadian	economy	is	expected	to	return	
to	full	capacity	at	the	end	of	2011,	and	inflation	
is	expected	to	remain	near	2	per	cent	through-
out	the	projection	period.

•	On	20	July	2010,	the	Bank	raised	its	target	for	
the	overnight	rate	by	one-quarter	of	one	per-
centage	point	to	3/4	per	cent.

•	The	Bank	judges	that	the	risks	to	the	inflation	
outlook	remain	elevated	and	are	roughly	bal-
anced	over	the	projection	horizon.

The	global	economic	recovery	is	proceeding	but	is	
not	yet	self-sustaining.	Greater	emphasis	on	balance	
sheet	repair	by	households,	banks,	and	governments	
in	a	number	of	advanced	economies	is	expected	to	
temper	the	pace	of	global	growth	relative	to	the	
Bank’s	outlook	in	April.	While	the	policy	response	to	
the	European	sovereign	debt	crisis	has	reduced	the	
risk	of	an	adverse	outcome	and	increased	the	pros-
pect	of	sustainable	long-term	growth,	it	is	expected	
to	slow	the	global	recovery	over	the	projection	horizon.	
In	the	United	States,	private	demand	is	picking	up	
but	remains	uneven.

Economic	activity	in	Canada	is	unfolding	largely	as	
expected,	led	by	government	and	consumer	spending.	
Housing	activity	is	declining	markedly	from	high	
levels,	consistent	with	the	Bank’s	view	that	policy	
stimulus	resulted	in	household	expenditures	being	
brought	forward	into	late	2009	and	early	2010.	While	
employment	growth	has	resumed,	business	invest-
ment	appears	to	be	held	back	by	global	uncertainties	
and	has	yet	to	recover	from	its	sharp	contraction	
during	the	recession.	

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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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, refl ecting strong confi dence 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. 

2011, two quarters later than had been anticipated in 
April, the underlying dynamics for infl ation are little 
changed. Both total CPI and core infl ation are 
expected to remain near 2 per cent throughout the 
projection period. The Bank will look through the 
transitory effects on infl ation 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 fi scal sustain-
ability could generate greater-than-expected offsets 
to the fi scal consolidation. On the downside, global 
private demand around the world, including in the 
United States, may be insuffi cient to sustain the 
recovery.

Projection for global economic growth

Share of real 
global GDPa

(per cent)

Projected growth (per cent)b

2010 2011 2012

United States 21 2.9 (3.1) 3.0 (3.5) 3.5 (3.5) 

Euro area 15 1.0 (1.2) 1.2 (1.6) 2.3 (2.5) 

Japan 6 3.3 (2.1) 1.5 (1.7) 2.5 (2.6) 

China 13 10.3 (10.2) 9.2 (9.3) 8.7 (8.7) 

Rest of the world 45 5.1 (4.5) 3.8 (4.1) 3.6 (3.9)

World 100 4.6 (4.2) 3.8 (4.0) 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 Canadaa

2009 2010 2011 2012

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Real GDP
(quarter-over-quarter 
percentage change 
at annual rates)

4.9 

(5.0)

6.1 

(5.8)

3.0 

(3.8)

2.8 

(3.5)

3.2 

(3.5)

3.0 

(3.3)

3.0 

(2.8)

2.5 

(1.9)

2.4 

(1.9)

2.0 

(1.9)

1.9 

(1.9)

1.9 

(1.9)

1.9 

(1.9)

Real GDP
(year-over-year 
 percentage change)

-1.1 

(-1.2)

2.2 

(2.0)

3.7 

(3.9)

4.2 

(4.5)

3.8 

(4.2)

3.0 

(3.6)

3.0 

(3.3)

2.9 

(2.9)

2.7 

(2.5)

2.5 

(2.1)

2.2 

(1.9)

2.1 

(1.9)

2.0 

(1.9)

Core infl ation
(year-over-year 
 percentage change)

1.6 

(1.6)

2.0 

(2.0)

1.9 

(1.9)

1.8 

(1.8)

1.8 

(1.8)

1.8 

(1.7)

1.7 

(1.7)

1.8 

(1.9)

1.9 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

Total CPI
(year-over-year
percentage change)

0.8 

(0.8)

1.6 

(1.7)

1.4 

(1.7)

2.1 

(2.4)

2.1 

(2.4)

2.2 

(2.4)

2.2 

(2.3)

1.8 

(1.9)

2.0 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

2.0 

(2.0)

Total CPI excluding 
the effect of the 
HST and changes in 
other indirect taxes 
(year-over-year 
percentage change)

0.8

(0.8)

1.6

(1.7)

1.4

(1.7)

1.7

(2.0)

1.8

(2.1)

1.8

(2.1)

1.8

(2.0)

1.8

(2.0)

1.9

(2.0)

2.0 

(2.0)

2.0 

(2.0)

2.0  

(2.0)

2.0 

(2.0)

WTIb
(level)

 76 

(76)

 79 

(79)

 78 

(86)

 75 

(88)

 77 

(89)

 78 

(89)

 80 

(90)

 80 

(90)

 81 

(90)

 81 

(91)

 81 

(91)

 82 

(91)

 82 

(91)

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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These decisions leave considerable monetary stim-
ulus in place, consistent with achieving the 2 per cent 
infl ation target in light of the signifi cant 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.

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.

Real GDP growth is expected to moderate to the rate
of potential output growth

Sources: Statistics Canada and Bank of Canada projections
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