
FX SNAPSHOT

Global FX Strategy

Analyst Team

Shaun Osborne 
Chief FX Strategist
416.945.4538
shaun.osborne@scotiabank.com

Eric Theoret 
FX Strategist
416.863.5934
eric.theoret@scotiabank.com

Upside CAD Risk Into BoC & Fed

We see near-term CAD risk as being firmly tilted to the upside heading into Wednesday’s 

dual BoC-Fed meetings. The outlook for relative central bank policy has recently shifted in 

the CAD’s favor, delivering a 1.6% gain from its October 12 closing low. The CAD’s recovery 

has been driven by a narrowing in interest rate differentials, reflecting expectations for 

renewed hawkishness from the BoC and a softening in tightening expectations for the Fed.

Short-term rates markets are currently pricing 20bpts of tightening for tomorrow’s BoC 

meeting and only 2bpts for the Fed, offering scope for near-term CAD gains in the event of a 

widely expected BoC hike alongside a hold from the Fed. Communication offers an added 

risk, as we note the potential for relatively hawkish messaging from the BoC – leaning 

toward additional hikes, and a continued pushback against tightening expectations for the 

Fed – building on the softened tone recently communicated by Waller (BoG) and Williams 

(NY). 

Recent headlines from BoC Gov. Macklem hinted to upward adjustments to the BoC’s 

projections for both growth and inflation, in comments delivered on the sidelines of the 

latest IMF meetings. Messaging from the Fed has been relatively more sanguine, leaning 

hawkish while simultaneously pushing back against expectations for near-term tightening 

as policymakers grappled with mixed signals from diverging (headline, narrow) PCE data.

Wednesday’s BoC rate decision will be accompanied by the publication of the quarterly 

Monetary Policy Report, offering fresh forecasts that will reflect the central bank’s 

September 2026 transition to a new model. The introduction of the Prima model offers the 

possibility of a more hawkish tone if Gov. Macklem communicates concerns about 

persistent supply shocks and their transmission across different sectors of the economy, as 

the model incorporates a more granular assessment of inflation risks.

Messaging from the BoC has recently diminished the downside risks from trade in favor of 

upside risks arising from a persistent rise in energy prices. As such, we see the potential for a 

hawkish hike and a meaningful gain in the CAD. The 2Y US-Canada yield spread has 

narrowed over 20bpts from its October 9 peak around 160bpts, and is currently just below 

140bpts following a modest recovery from its local October 24 trough in the low 130s. The 

narrowing has been critical in pushing down our fair value estimate from its recent peaks in 

the 1.42s. Our FV estimate is currently hovering just above 1.40. Sentiment and positioning 

offer additional upside, most notably in the CFTC data that reflect a sizeable net CAD short.

For USDCAD, we see limited support ahead of the 1.3900/1.3920 area.
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