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Winter is leaving, rate cuts are coming 
The year began with the good news that Canadian inflation 
slowed abruptly in January.  

The most recent inflation figures, and the last ones before the 
March 6 decision by the Bank of Canada (BoC), were positive 
in several respects. At 2.9% in January, the current pace is 
already comfortably lower than 3.2%, the latest forecast for 
the first quarter in the BoC’s January 2024 Monetary Policy 
Report (MPR).  

Food prices are also coming back down to earth, recording 
their weakest monthly print since March 2021 (0.1%) and 
their slowest annual print (4.0%) since November 2021. Given 
the importance of food prices in household perceptions of 
total inflation, these data bode well for coming surveys. We 
still think total inflation will average about 3.0% in the first 
half, owing to wage pressures, a lack of productivity gains and 
shelter costs, but we’re keeping an open mind.  

 

After all, the country’s historically high population growth is 
fuelling shelter inflation (6.2% year over year and still rising), 
with the charge being led by rent (7.9% year over year) and 
mortgage interest costs (a hefty 27.4% year over year).  
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Demography is squarely behind the pressure on rents, and 
elevated interest rates have become inflationary as 
mortgages are renegotiated at higher rates AND housing 
starts crumble under the weight of elevated financing costs. 

The question we ask is: Would lower-than-expected inflation 
in the first half mean that the rate cuts we’re expecting this 
year will be expedited? One could interpret the knee-jerk 
reaction of the bond market as an indication that the BoC will 
start moving earlier to ease financial conditions. That being 
said, our answer is: Not really. 

Highlights 

• Canadian inflation slowed in January, providing positive 
news for the start of 2024. 

• The Bank of Canada has opened the door to rate cuts 
despite sticky inflation, as it is looking beyond the shelter 
and demographic components. 

• We turned more optimistic on equities and slightly 
cautious on sovereign bonds. Our negative bias towards 
low-quality corporate bonds remains in place. 
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Why the BoC will most likely start cutting rates this 
summer? 

The latest communications from the BoC have made it clear 
that monetary policy is a blunt tool, and lower interest rates 
are not the silver bullet that some are hoping for. Sure, we 
can all agree with the BoC; but, when delving into the 
inflation data, we’re starting to see the pieces of the puzzle 
come together for an easing cycle that will begin this 
summer, even if inflation remains stubbornly close to 3.0%. 

The BoC acknowledged in its January MPR that inflation 
across a wide range of goods and services had eased in 
response to elevated rates (ex-shelter inflation has cooled 
quite a bit and currently sits at 1.5% year over year), meaning 
that monetary policy is working. Shelter inflation, in contrast, 
remains too high and is easing more slowly than in previous 
cycles because of the demographic forces at work.  

Given that the BoC has a mandate to keep total inflation on 
target, Canadian monetary policy has become a tricky 
endeavour. Demography, which the BoC has absolutely no 
control over, is seen as keeping the targeted measure of 
inflation higher for longer. In short, the BoC is being partly 
blamed for the housing crisis and is looking to get off the hot 
seat. Breaking down the sources of inflation into two parts 
(shelter and ex-shelter) is an efficient way to open the door to 
rate cuts despite sticky inflation. 

Our reading of the BoC’s latest communications is that the 
governing council is preparing a breath of fresh air for the 
suffocating Canadian economy (which has been in a per 
capita recession for more than a year) and, hopefully, will 
alleviate some of the pressures on housing. But convincing 
Canadians and markets that it is prudent to start easing 
monetary policy before total inflation is firmly headed toward 
its target (meaning, among others, before wage growth falls 
below the 5% threshold) will take time and a fair amount of 
skill. In hindsight, the December 2023 speech by Deputy 
Governor Toni Gravelle was the first step in that process. 

So, yes, rate cuts are coming, and we have the July 24 interest 
rate announcement circled in our calendars as the likely start 
of the normalization process. We expect cuts at every 
subsequent meeting in 2024, for a total of four cuts. But this 
view is not set in stone; a sharp deterioration of the 
macroeconomic landscape or a few more surprisingly friendly 
inflation reports could bring the cuts forward into the first 
half.  

So, the question is not so much when, but why cuts are 
coming. This time, given the perfect storm of booming 
demographics and elevated rates that is battering the 
housing market, the right course for the BoC is probably to 
get its message across in the coming quarter and position 
itself to start moving as early as this summer. 

 

Expectations around the world 

Markets have greatly repriced the number of cuts expected 
this year since we issued our January publication. We were 
already expecting about four cuts from the BoC, a bit less 
from the Fed, with the ECB moving first. Market pricing is not 
completely in line with our take, although it has gotten close.  

Number of policy rate hikes (+) and cuts (-) expected in 2024 

 Mid-2024 End 2024 

Federal Reserve -1 -4 

Bank of Canada -1 -3 

European Central Bank -1 -4 

Bank of England 0 -3 

Bank of Japan +1 +3 

Reserve Bank of Australia -1 -2 

 Bloomberg, as of March 1, 2024 

Current views 

We continue to be reasonably optimistic about the equity 
markets.  

Sentiment has shifted in the past few months in response to 
the reduced odds of a recession, and price-to-earnings 
multiples have increased accordingly. That being said, there is 
still a decent chance that the upward trend in markets will 
persist because: 1) if the inflation deceleration trend 
continues, central banks could deliver more cuts than 
expected (not our central scenario, but a possibility), thereby 
boosting equities; 2) earnings could end up being 
supercharged by revenues derived from AI, with mega-cap 
tech companies benefiting; and 3) the equity market rally 
could broaden beyond Big Tech if the economy reaccelerates.  

Hence, even though the rally has been impressive since the 
fall of 2023, we think it is too early to call for its end.  

We have a more neutral to slightly cautious view on fixed 
income. As stated above, we expect fewer cuts from the Fed 
(two or three) this year than the markets are currently pricing 
in (four). Although a gap of 25 to 50 basis points is not 
significant, the yield curve could reprice slightly higher as a 
result, led by the front end.  

As a result, we have a slight underweight in U.S. and Canadian 
fixed income. That said, this perceived misalignment of 
market pricing versus our views remains small, and we do not 
expect it to pose a significant problem for equity markets as it 
did in 2022.  

Finally, we have a slight underweight in high-yield bonds. This 
asset class is trading at historically expensive levels, and 
lower-quality borrowers are refinancing debt at higher 
coupons. As a result, the prospects for further strong returns 
in high yield are limited, and we prefer to obtain risky-asset 
exposure in equities, where balance sheets are cleaner and 
companies are more exposed to exciting technological 
innovations. 

https://www.bankofcanada.ca/2023/12/economic-progress-report-immigration-housing-outlook-inflation/
https://files.ia.ca/-/media/files/gestion-mondiale-dactifs/documents/pdf/2024/monthly-macro/202401-iagam-monthly-macro-strategy.pdf
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Market Performance  
(Total return, in local currency) 
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About iAGAM 

A magnet for top investment talent, iA Global Asset Management is one of Canada’s largest asset managers, 
with over $100 billion under management across institutional and retail mandates. We help investors 
achieve their long-term wealth creation goals through innovative investment solutions designed for today’s 
complex markets. We are building upon our historic success, supporting the growth of our core strengths, 
and exploring innovative ways to meet investor needs. We are rooted in history and innovating for the 
future. Our experienced portfolio managers use a proprietary investment methodology, rooted in iAGAM’s 
unifying commitment to strong risk management, analytical rigor and a disciplined, process-driven approach 
to asset allocation and security selection. 

Rooted in history, innovating for the future. 

 

General Disclosures The information and opinions contained in this report were prepared by iA Global Asset Management (“iAGAM”). The opinions, 
estimates and projections contained in this report are those of iAGAM as of the date of this report and are subject to change without notice. iAGAM 
endeavours to ensure that the contents have been compiled or derived from sources that we believe to be reliable and contain information and 
opinions that are accurate and complete. However, iAGAM makes no representations or warranty, express or implied, in respect thereof, takes no 
responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, 
this report or its contents. There is no representation, warranty, or other assurance that any projections contained in this report will be realized. 
There is no representation, warranty, or other assurance that any projections contained in this report will be realized. The pro forma and estimated 
financial information contained in this report, if any, is based on certain assumptions and analysis of information available at the time that this 
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buy or sell any security. The reader should not rely solely on this report in evaluating whether or not to buy or sell securities of the subject company. 
The reader should consider whether it is suitable for your particular circumstances and talk to your financial advisor. iA Global Asset Management 
(iAGAM) is a tradename and trademark under which iA Global Asset Management Inc. and Industrial Alliance Investment Management Inc. operate. 
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