Inflation is here to stay, despite no hikes
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The result is that high interest rates in the U.S. and Canada (with the U.S. federal reserve rate now at 5.25 percent and the Bank of Canada rate at 4.75 percent) will cool down the economies of both countries.
Dodge, one of the authors of Bennett Jones’ , said at a recent webinar for firm clients noted that from the second quarter of 2023 to the second quarter of 2024, real GDP will grow at annualized rates of 0.8 percent in the United States and one percent in Canada.
Expectations for slow growth, if not recession
“What does this outlook for monetary policy imply for growth in both countries? The short answer is that a period of very low growth, but not necessarily a recession, is needed in the second half of 2023 and early 2024 to curb excess demand and bring inflation down.”
With inflation then on a downward track, allowing for interest rate cuts, growth would firm up to an annualized average of 1.9 percent in the United States and 2.5 percent in Canada by the end of 2025.
The report says that “getting inflation back to target—for Canada to the middle of the one percent to three percent band—will not be an easy task.” It notes that price inflation for services is “persistent,” and wage pressures could accentuate it.
“Even in our baseline scenario, headline inflation will be slightly above two percent in Canada by the end of 2025.”
By this time, central bank interest rates would range from three percent to 3.25 percent in the United States; and 2.75 percent to three percent in Canada. Ten-year government bond rates would be about 3.25 percent to 3.50 percent in the United States and 3.0 percent to 3.25 percent in Canada.
The report also points to risks in this scenario. “If global developments cause new stress, or if inflation is stickier than expected, there could be a recession, but more likely a prolonged period of low growth and adjustment.”
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