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Overview

= Bank of Canada’s mandate

* Four key responsibilities

= Economic and financial system outlook
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Bank of Canada’s mandate
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Four key responsibilities

1. Monetary policy
2. Financial system
3. Currency

4. Funds management
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1. Monetary policy

Target of 2 per cent established in agreement with the federal government

Benefits:
= greater certainty of future buying power

=  |ower interest rates

= lower unemployment rate and more stable economic growth
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Our objective: To safeguard confidence in the value of
money by keeping inflation low, stable and predictable

* Under normal circumstances, one instrument to work with: the policy
rate

= Policy rate decisions announced eight times a year on a fixed
schedule

= Aflexible exchange rate — an essential component of inflation-
targeting regime

= Transparency improves regime’s effectiveness

= Monetary policy must be forward-looking — important to use several
models and consult extensively



(MM saxcor ca
1L BANQUE CANADS
DA

O\Iew\ew

. oweral: e outl
sprind Sury W
past 592 ac
and ther® ar
o adualy
s |

. gapoctal™”
frofm ic
™ he palan® opi
jfive. aitnoug? pves!

of o
P opinon®

ook of wsmesses nas
ponses sugaest & m
iy, & jor ful® ales 07O
& Indic: gentim! agardn ©

frming-
o gronin ©

o BUSNES, outes®
400 e el 0 A"
Syt 2300 . T
g mw\mmm’w o
WAM

e @5
speciation®
A0S thet pusines®

or US-
and mavndhma\ custom
jrion on st

yment
ent O

aQ
remams firs
gof ceplacn® existind 20
n foreld" semaﬂd ovel
onts with & \

ngnh
gxporters 1o favou

culty meelind an
Snortages &%
vl 810"

unexpe
e S
et

ey AT o8 Auried.

o Wi e 5

e The Do o oprien & ory

Y s ana ortert =
o \r\ezzsvmﬁiams d don

ace N

®
1 depre

cted increas® in
on palance:

o
ciation of
ontinues

CA
‘AD':A

DA




—

I BANK OF CANADA
de 11 BANQUE DU CANADA

Monetary policy: On target

12-month rate of increase, monthly data %

February 1991
< 12

1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

= CPI = = |nflation target

Sources: Statistics Canada and Bank of Canada Calculations Last observation: August 2014
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2. Financial system
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Our objective: To promote the stability and efficiency of the
financial system

Canada’s financial system includes:

= financial institutions
= financial markets

= clearing and settlement systems

The Bank shares responsibility for financial stability with other
regulatory authorities.

10



»

—

I BANK OF CANADA
de 11 BANQUE DU CANADA

Principal activities to promote stability of financial
system

The Bank:

provides liquidity and acts as lender of last resort

oversees systemically important payment clearing and
settlement systems

contributes to development of policies governing the financial
system

assesses vulnerabilities and risks
— publishes findings in Financial System Review
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Key risks identified in June 2014 Financial System
Review

The Canadian financial system is robust, but can still be subject to
Important risks such as:

a sharp correction in house prices

a sharp increase in long-term rates

stress emanating from China and other emerging markets

financial stress from the euro area
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Key domestic vulnerabilities identified in June 2014
Financial System Review

House prices in Canada are still high relative to The ratio of household debt to disposable income is
disposable income high but moderating %
House-price-to-income ratio and linear trend - 1 170
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Sources: Statistics Canada, Canadian Real Estate Association and Bank of Canada calculations Last observation: 2014Q2 Source: Statistics Canada Last observation: 2014Q2
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3. Currency
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Our objective: To provide Canadians with bank
notes that they can use with confidence

Number of counterfeit bank notes detected per million notes in circulation*

Parts per million (ppm)
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* Target for the 2013-15 Medium-term plan is below 30 ppm
* Annualized (January to August, inclusive)
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4. Funds management

NI BANQUE DU CANADA
a1 BANK OF CANADA

Provide the means of final
settlement of daily flows

of payments among
financial institutions

Manage Canada’s foreign
exchange reserves and federal
government’s cash balances as
well as public debt with the
Department of Finance

SR
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CA

Canada Savings Bonds program
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Economic and financial system outlook
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Shock 1: The financial crisis and weak global
recovery

Year-over-year percentage change %
- 16
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= Expected growth projected in the April MPR of the prior year == Global GDP growth — ----- Average (2001-2007)

Shaded bars indicate projection.
Sources: Bank of Canada, IMF, World Economic Outlook Update, October 2014 Last observation: 2014
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Central bank policy rates are at historic lows

Policy interest rates, daily data %
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Sources: Bank of Canada, U.S. Federal Reserve, European Central Bank and Bank of Japan Last observation: 19 September 2014
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The United States is expected to lead a strengthening in
global economic growth

Year-on-year percentage change %
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Source: Bank of Canada, Monetary Policy Report, October 2014
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A pickup In exports appears to be gaining traction

Monthly data, 6-month moving average Index Comparison of real exports across economic cycles; quarter before
(index: January 2013 = 100) . 115 the downturn in real GDP = 100, quarterly data Index
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Shock 2: commodity prices

BCPI commodity prices index

BCPI

Source: Bank of Canada
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Oll prices have declined owing to increased supply and
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US light oil production
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After a period of sustained export growth, business
Investment Is projected to pick up

Contributions to real GDP growth Percentage points
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Other components of GDP growth (right scale) == Exports (right scale)

mmm Business fixed investment (right scale) - GDP Growth, annual rate (left scale)
Sources: Statistics Canada and Bank of Canada calculations and projections
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Inflation is expected to return sustainably to 2 per cent
In the second half of 2016

Year-over-year percentage change, quarterly data %
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a. CPI excluding 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 calculations and projections
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Sales of existing homes and housing prices have shown
renewed momentum in recent months

Thousands of units, seasonally adjusted
at annual rates, monthly data
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Tight housing markets in ON and West: soft landing in East

MLS house prices
(year-over-year percentage change)
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—Simple illustration of a linear relationship between house prices and inventory

Note: 3-month moving average of the seasonally adjusted year-over-year price change is shown. Months of inventory uses adjusted values.
Sources: Canadian Real Estate Association and Bank of Canada calculations Last observation: September 2014
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Thank you
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