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Rising inflation limits the BoC’s room to
cut the policy rate in October

Key takeaways 21 October 2025 Corrected

« Inflation accelerated to 2.4% in September from 1.9% in August, while core inflation Macro
edged higher to 3.15% from 3.10%. Canada
« The Bank of Canada is likely to take note and hold its policy rate at 2.50% in the Carlos Capistran
upcoming October meeting. LatAm and Canada Economist
« Rates: The CAD curve prices out cuts - but not enough. FX: The risk/reward profile ?;)fgfe 743 2921
favors positioning for lower USD/CAD. carlos.capistran@bofa.com
Ralph Axel
Rates Strategist
Headline inflation rose to 2.4% yoy in September raiph axel@bofa.com
Consumer Price Index (CPI) inflation rose to 2.4% YoY in September, slightly above Katie Craig
expectations (E. 2.2%, BofA 2.3%), up from 1.9% YoY in August (Exhibit 3). The increase Rates Strategist
was primarily driven by a smaller year-over-year decline in gasoline prices (-4.1% yoy vs. katie.craig@bofa.com
-12.7% yoy in August). Excluding energy, CPI rose 2.7% yoy, while excluding gasoline, it Howard Du, CFA
increased 2.6% yoy (Exhibit 4). Travel services prices also contributed, falling just -1.3% EQEAZX Strategist
yoy (vs. -9.3% in August), but rising 4.6% mom due to higher costs in Europe and the US. yuhao.du@bofa.com
On a monthly basis, headline CPI was 0.1% mom nsa (E -0.1%, BofA: 0.0%), following a gzp:;a Economics

0.3% mom nsa increase in July. Seasonally adjusted, CPI rose 0.4% mom.
Global Economics Team
BofAS

Core inflation edged higher to 3.15% yoy 610 FX Strategy

The average of the two core measures (trimmed and median) was above expectations at Merrill Lynch (Hong Kong)
3.15% (E. 3.00%), up from 3.10% a month ago (revised up from 3.05%). (Exhibit 7). The See Team Page for List of Analysts
median core measure rose to 3.2% yoy (revised up), while the trimmed mean increased
to 3.1% from 3.0% in August. This print suggests persistent inflationary pressures that
could be concerning for the Bank of Canada (BoC). Breaking it down by category, goods Glossary

inflation accelerated to 1.6% yoy from 0.7% in July, driven by durable goods (2.2% yoy), CPI = Consumer Price Index

and services inflation also picked up, rising to 3.0% yoy from 2.8% in the prior month. E. = Bloomberg Consensus estimate

We revised our inflation forecasts upward nsa = not-seasonally adjusted
After incorporating September’s print to our forecast, we now expect headline inflation
to reach 2.1% by end-2025, up from our previous forecasts of 1.9%, and 1.7% by end-
2026, also revised from 1.9% (Exhibit 8, Exhibit 9). We continue to see upside risks, as
firms report rising input costs, which are increasingly being passed on to consumers.

sa = seasonally adjusted
mom = month-over-month

yoy = year-over-year
BoC: Rising inflation leaves little room for an October cut
We continue to expect the Bank of Canada to hold its policy rate at 2.50% at the
upcoming meeting on October 29. We anticipate a 25bp cut in December 10, followed StatCan = Statistics Canada
by another 25bp cut on January 28. In our view, September’s strong labor market report,

and core inflation remaining stubbornly above 3.0% all support a hold in October. That

said, downside risks remain: the BoC could judge that the economy requires additional

support and opt to cut in October. Our highest conviction is for a total 50bp of cuts from

here in the following months.

BoC = Bank of Canada

BofA Securities does and seeks to do business with issuers covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.
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Rates: CAD curve prices out cuts - but not enough

Canadian 2y-30y flattened 4bp on the firmer CPI print with front-end markets pricing
out about 2bp of cuts from the Oct meeting, now pricing a 70% probability of a cut from
prior 77%. 70% looks high given that Dec/Jan would be an equally viable option to
deliver another 50bp cuts — but allows BoC to see if the inflation uptick continues. At
2.5% nominal policy, BoC is arguably running negative real policy and so is likely not
worried about being overly restrictive. The 70% probability for the Oct meeting in our
reflects a BoC that is more in a hurry than it may need to be.

FX: risk/reward favors positioning for lower USD/CAD
Following dovish commentary from Governor Macklem and soft BoC Business and
Consumer Surveys for Q3, market pricing for another rate cut at the next meeting
materially increased. Despite upside inflation surprise for September, market continues
to price in more than 50% chance of an October rate cut. We believe risk/reward now
favors hedging for a hawkish BoC surprise.

Decline in sentiment in recent months has diverged from the rising domestic equity
market (Exhibit 1). This dislocation suggests economic conditions is likely less dire than
the sentiment data suggests. Front-end USDCAD implied vol now trades around 4.0
(Exhibit 2), which shows market is pricing little risk premium into next week’s central
bank meetings in this pair. With USD/CAD spot currently trading above 1.40, another
BoC rate cut is unlikely to lead to much further upside in spot. However, a hawkish
surprise could lead to larger correction lower amid low implied vol positioning.

Exhibit 1: Decline in domestic sentiment in Q3 diverged from the Exhibit 2: Front-end USDCAD implied vol close to 4.0 is at the low vs
continued equity market rally history
TSX index vs Nanos Confidence Index 2-week USDCAD implied vol
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Exhibit 3: Headline rose 2.4% and core rose 3.15% in September Exhibit 4: CPI excl. gasoline rose 2.6% in September
Headline and core inflation (%yoy) (2015-2025) Headline Inflation and CPI excluding gasoline (%yoy) (2015-2025)
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Exhibit 5: Recreation, Education and Reading put the most upside pressure at 0.7% mom sa on inflation, followed by food at 0.4%
CPI'heatmap: % mom nsa, (September 2025)
Component Sep-25 Aug-25 Jul-25 Jun-25 May-25 Apr-25 Mar-25 Feb-25 Jan-25 Dec-24 Nov-24 Oct-24 Sep-24
Headline 0.1% -01% 03% 0.1% 0.6% -0.1% 0.3% 11% 0.1% -04% 0.0% 04% -0.4%
Food 0.4% 00% 0.6% 0.1% 05% 04%  1.7% 19% -0.5% -1.8% | 0.5% 0.1%  0.0%
Shelter 0.1% 0.1% 03% 0.2% 00% -0.1% 0.2% 02% 03% 0.3% 0.3% 07% 0.1%
Household Operations/Furnishings/Equipment 0.1% 03% 0.5% -0.2% 05% 08% -03% 09% | 15% -1.1% | -09% 0.2% -0.2%
Clothing and Footwear -0.1%  0.3% | -19% -0.4% 14% -02% 16% 1.6% 0.0% | -3.0% -08% 24% 0.9%
Transportation -05% -03% 04% 0.5% 07% -15% -03% 03% -0.2% | 1.8% 0.3% 04% | -2.4%
Health and Personal Care 0.3% 03% 0.1% 0.3% 1.0% 0.5% 0.1% 05% -0.1% -02% -02% & 0.0%  0.5%
Recreation, Education and Reading 07% -12% 05% -0.8% 1.7% -0.2%  -0.8% 34% -06% -0.7% -0.5%  0.0% -0.4%
Alcoholic Beverages and Tobacco Products 0.1% 02% 0.0% -0.1% 02% 0.2% | 2.3% 1.5% | -0.6% -24% 02% 0.1% -0.1%
Source: BofA Global Research, Stat Canada, Haver
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Exhibit 6: Year over year, in August food inflation ticked up to 3.8%, followed by Health and Personal Care at 2.6%
CPI'heatmap: % yoy (September 2025)
Component Sep-25 Aug-25 Jul-25 Jun-25 May-25 Apr-25 Mar-25 Feb-25 Jan-25 Dec-24 Nov-24 Oct-24 Sep-24
Headline 2.4% 19% 1.7% 1.9% 1.7% 1.7% 2.3% 2.6% 1.9% 1.8% 1.9% 2.0% 1.6%
Food 3.8% 34% 33% 2.9% 34% 38% 3.2% 13% -0.6% 0.6% 2.8% 30% 2.8%
Shelter 2.6% 26% 3.0% 29% 30% 34% 3.9% 42% 45% 4.5% 4.6% 48%  5.0%
Household Operations/Furnishings/Equipment 2.4% 21% 14% 1.5% 1.6% 1.1% 0.8% 08% -02% -08% -07% -0.1% -0.2%
Clothing and Footwear 0.8% 17% 0.8% 2.0% 05% -0.8% 0.2% 14% -13% -45% -38% -23% -4.4%
Transportation 15% -05% -15% -06% -13% -19% 1.2% 30% 34% 23% 1.1% 02% -1.5%
Health and Personal Care 2.6% 28% 28% 2.7% 2.1% 1.9% 2.5% 24% 23% 3.1% 2.8% 3.1% 3.1%
Recreation, Education and Reading 1.6% 05% 0.9% 1.6% 0.8% 14% 0.9% 37% 19% 18%  -09% -09% 0.0%
Alcoholic Beverages and Tobacco Products 1.5% 13% 19% 1.9% 20% 21% 24% [ 06% -1.0% 07% 27% 3.0% 3.0%
Average core CPl measures 3.2% 31% 3.1% 3.0% 30% 32% 2.9% 29% 27% 2.6% 2.7% 27%  2.4%
Core Trimmed Mean 3.1% 3.0% 3.1% 3.0% 30% 3.1% 2.9% 29% 27%  2.6% 2.7% 27%  2.5%
Source: BofA Global Research, Stat Canada, Haver
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Exhibit 7: Both core measures proved sticky in September and
remained above 3.0%
Core inflation measures (% yoy) (2005-2025)
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Exhibit 8: We expect inflation to rise 1.7% by end-2026
Inflation forecasts (yoy9) (2008-E2026)

2008

Exhibit 9: We now expect inflation at 2.1% YoY by end-2025 and at 1.7% YoY end-2026

Monthly CPI forecasts (nsa)(2024-E2026)

2010

4

Level mom (%) yoy (%)
2024: Dec 161.2 -04 1.8
2025: Jan 1613 0.1 19
2025: Feb 163.0 1.1 26
2025: Mar 1635 03 23
2025: Apr 163.4 -0.1 17
2025: May 164.3 06 1.7
2025: Jun 164.4 0.1 19
2025: Jul 164.9 03 17
2025: Ago 164.8 -0.1 19
2025: Sep 164.9 0.1 24
2025: Oct 165.3 0.2 2.1
2025: Nov 165.1 -0.1 2.1
2025: Dec 164.6 -0.3 2.1
2026: Jan 164.3 -02 19
2026: Feb 165.2 0.5 13
2026: Mar 166.0 05 15
2026: Apr 166.3 0.2 18
2026: May 167.1 0.5 1.7
2026: Jun 1674 02 18
2026: Jul 167.8 03 18
2026: Aug 168.0 0.1 19
2026: Sep 167.8 -0.1 1.7
2026: Oct 167.9 0.1 16
2026: Nov 167.8 -0.1 16
2026: Dec 1674 -0.2 1.7
Source: BofA Global Research Estimates, Stat Can, Haver
BofA GLOBAL RESEARCH
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This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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