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Canadian Core Inflation
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Chart 2
Canadian Inflation Showing High Breadth
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Canadian Inflation Says the BoC Should Rapidly Get to
the Middle of its Neutral Range

o Inflation rises more than anticipated...

e ..and with the highest (and rising) breadth in about 31 years

¢ Inflation will soar again next month when Statcan adds used vehicle prices
e  April wasn’t the last 50+ move from the BoC in what may be a series

e TheBoC should already be at the middle of the neutral range...

e ..butgetting there in 2-3 meetings would be the second best option

Canadian CPl, m/m [ y/y %, March:
Actual: 1.4 /6.7

Scotia: 1.2 /6.4

Consensus: 0.9/ 6.1

Prior:1.0/5.7

Canadian core CPI, y/y % change, March:

Average: 3.8 (prior 3.5)

Weighted median: 3.8 (prior 3.5)

Common component: 2.8 (2.7 revised up from prior 2.6%)
Trimmed mean: 4.7 (4.4 revised up from prior 4.3)

Canadian inflation overshot even my above-consensus estimate of where it would land
during March and with eye-popping breadth (charts 1, 2). The fact that inflation is running
amok should drive a minimum 50bps hike that we forecast at the next meeting in June. |
had previously argued they should deliver a series of three 50bps moves (here). There is
even a solid case for the BoC to hike by 75-100bps in one shot.

The obstacle is that the BoC has been dragging it every step of the way which is a big part
of the reason behind how we got inflation numbers like these. Monetary policy tailored to
current conditions should already be at neutral—if not above— given where inflation is
and with a full employment recovery as the economy has moved into excess aggregate
demand. Having failed to deliver that outcome, the second best option would be to get to
the mid-point of the 2-3% neutral rate range this summer and preferably by July in my

view.

Headline inflation at 6.7% y/y is at its hottest since January 1991 but just wait until next
month. StatCan noted that it will finally get around to adding used vehicle prices to the
CPl index in next month’s report. That will likely pop inflation over 8% y/y when they do so
and return inflation to highs last seen in the early 1980s. When they add used vehicles it
will be the final blow to the long false argument that Canada has been managing inflation
better than the US and other countries because of a lower official inflation rate. That was
only ever due to mismeasurement.

The following month (June) will then bring annual basket weight updates given Statcan’s
adoption of annually revising the weights now. | don’t think they’ll materially change
things, but the two changes combined mean that judging inflation will be clouded by the
need to make some adjustments along the way.

Will that be the peak? Maybe, but it's not clear. Not only are the year-over-year rates
accelerating, but so are the month-over-month seasonally adjusted and annualized rates
(SAAR). That measure hit 7.7% m/m SAAR in January, then 9.4% in February, then 11.2%
in March. The same is true of simple core (ex f&e) that climbed by 4.5% m/m SAAR in
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January, 5.4% in February, and 7.2% in March. As chart 3 shows, price pressures at the Chart 3
margin defined in m/m annualized terms are continuing to accelerate. The focus upon Canada Inflation Is Not
. s . ) Just About Base Effects
year-over-year rates remains misguided in my view and for the same reasons as when CPI 0

inflation was on the way up in the early days.
DETAILS

Core inflation soared again to 3.8% y/y using the average of the BoC’s central tendency
measures (chart 1again). Other measures of core inflation also picked up with CPI ex-
food&energy at 4.4% y/y while CPI excluding the eight most volatile items hit 5.6% y/y.

The wow factor is the breadth of the price increases we are now seeing in the Canadian
economy. 65% of the CPI basket is now up by 3% or more and a whopping 59% of the
basket is up by 4% or more (chart 2 again). The last time we saw such highs was in
September 1991. The BoC'’s 1-3% inflation target bands are being seriously blown in high
breadth fashion.

Inflation is somewhat above the BoC'’s revised forecasts that were published just a week
ago. At the time they forecast Q1inflation of 5.6% and the quarter landed at 5.8%.

One can't really say that the components indicate much by way of surprise in terms of
direction. High contact service prices contributed to the increase in overall inflation.
Restaurant prices jumped, so did traveller accommodation (hotels, etc), and with airfare
up 8.3% m/m. This reflects the reopening effect away from omicron-related restrictions
that existed from December until February to varying degrees across the country. If we
continue to see pent-up services demand being unleashed then further gains may be in
store.

Chart 4 shows the breadth of inflation across multiple core measures.

Chart 5 shows the effects of adding used vehicles to the CPI basket when they do so
according to our estimations.

Chart 6 shows the weighted contributions to year-over-year headline CPl inflation by
category and chart 7 shows the unweighted y/y price changes by category. Charts 8 and 9
do likewise for the month-over-month price changes. Note the very high breadth in both
readings.

Also see individual charts 10-16 on the following pages.

As a concluding point, it’s important to argue that we’re still at an inflection point in terms
of the drivers of inflation. Serial supply shocks plus hot demand plus a net move into
excess aggregate demand plus idiosyncratic factors plus an upward shift in secular forces
plus rising inflation expectations are all driving inflation in the same higher direction. To
dismiss this full list by saying it’s just supply-side factors and that policy shouldn’t be
tightening is an absurdly stale, outdated assessment that hasn’t shifted with the times.

Also see the table on the last page that breaks out the basket across multiple measures
including measures of dispersion compared to recent norms using Z-scores.
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Chart5

Canadian CPI: Used Autos Will be
Added to the CPI Soon

9.0 o
80 | yly % change Headline CPI +

70 } hypothetical
6.0 F contribution from
50 F used autos*
40 }+ Headline CPI
30
20 L
10 F
0.0 L L L L L L L L
10 L
14 15 16 17 18 19 20 21 22

*Contribution to CPIl assumes weighting equal to
US CPI used vehicle weighting.

Sources: Scotiabank Economics, Statistics
Canada, Canadian Black Book, BLS.

Global Economics



Scotiabank. SCOTIA FLASH

April 20, 2022

Chart 6 Chart7
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Chart8 Chart9
March Detailed Category Contributions to Monthly Change in March Detailed Category Monthly
Canadian CPI Change in Canadian CPI
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Chart10 Chart 11 Chart 12
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Mar 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
9 i % i 2015-201 2011-201
CA INFLATION COMPONENT BREAKDOWN d’: : Zg/: 10-yeartrend Ja:;gz’;n"::::; Chang":,/ :s‘}: chang::’;:j We'g(':,/j yly m/m oai;.g 13 Std.Dev.  Z-Score| oavg.‘; 13 Std.Dev.  Z-Score|
Food 7.7 NM/W/ 0.9 1.0 16.24 1.25 0.15 21 17 33 2.2 1.5 3.8
Food, stores 87—~ — 11 1.74 1.02 0.13 17 2.4 29 2.0 2.0 33
Meat 105 NS ST -0.7 -0.5 2.32 0.24 -0.02 25 36 22 3.4 36 2.0
Fish & seafood 6.0 pg” vt NN 0.9 0.1 0.44 0.03 0.00 29 14 22 2.8 25 13
Dairy products & eggs 85 ww W 27 2.7 1.62 0.14 0.04 0.2 15 54 0.6 15 52
Bakery & cereal products 9.8 ‘-W/-N\../’ MW,/} 2.7 2.0 1.52 0.15 0.04 0.5 21 45 1.2 23 3.7
Fruit, fruit prep. & nuts 82PN peent A N M 12 13 144 0.12 0.02 1.8 4.4 15 2.0 35 1.8
Vegetables & vegetable prep. 54 A NN N s T~ 1 0.8 145 0.08 -0.02 4.9 6.4 0.1 36 58 03
Other food & non-alcoholic beverages 9.0 M M 17 1.0 2.96 0.27 0.05 1.0 15 52 13 17 4.4
Food, restaurants 5.4 \-\,(«/\—»»/ ___\,,__/\/f/ 0.5 4.50 0.24 0.02 3.0 0.7 37 2.6 0.7 39
Table service restaurants 57 \.\_,/——-AA_,-/_,_\_,_,_,_// 0.8 2.46 0.14 0.02 29 0.6 51 2.6 0.6 4.8
Fast food & take-out 5.0} gt N M~ 0.1 1.48 0.07 0.00 32 12 15 26 12 2.0
Cafeterias & other restaurants 55 W—_——-W,__/\/—// 0.6 0.56 0.03 0.00 3.0 0.6 4.0 2.6 0.7 4.0
Shelter 68~ ~——v —— | 1.0 1.0 30.03 2.04 0.30 1.8 0.6 8.5 17 0.8 6.5
Rented accomm. 4.2 ,\/ﬂ"\v‘-f W 0.6 6.63 0.28 0.04 13 0.8 37 13 0.6 4.9
Rent s A~ 0.5 6.47 0.27 0.03 13 0.8 35 13 0.6 47
Tenants' insurance premiums 8.0 WMVJ—/“""_) 35 0.09 0.01 0.00 1.1 1.6 43 03 1.6 48
Tenants' maintenance & repairs 27 [‘r‘wvv—u-um—«r\__f\— '\_/—\,,_,_J”\— 0.0 0.06 0.00 0.00 22 1.0 0.5 26 22 0.0
Owned accomm. e ————— 7 1.2 19.73 1.37 0.23 23 0.4 11.0 17 0.8 6.3
Mortgage interest cost SAf——— N, T T, 0.0 0.0 3.43 -0.18 0.00 21 36 -2 -0.1 36 15
Homeowners' replacement cost 12.9 M_,f J 1.2 1.2 5.61 0.73 0.07 1.9 1.7 6.6 21 15 7.3
Property tax & other charges s~ 0.0 0.1 3.40 0.05 0.00 24 06 17 28 0.7 18
Homeowners' home & mortgage insurance 8.6 ,M/’W\»Yf"-"\r’\ W/& 0.3 0.3 138 0.12 0.00 52 23 15 45 26 1.6
Homeowners' maintenance & repairs 19 MW W 0.1 0.1 1.66 0.03 0.00 2.0 11 0.0 2.0 1.4 -0.1
Other owned accomodation expenses 16.9 x__,\_._/) _,_//‘) 35 3.4 4.26 0.72 0.15 2.0 1.2 12.4 2.4 2.0 7.4
Water, fuel, & elec. 10.9pr "N S —— 11 3.67 0.40 0.04 0.8 21 4.8 25 3.4 25
Electricity 39 M e NN -15 -15 1.85 0.07 -0.03 12 44 06 25 38 0.4
Water 24TV T 0.0 0.2 0.77 0.02 0.00 37 0.9 1.4 49 14 1.8
Natural gas 18.7f /TN ST e 0.0 0.0 0.77 0.4 0.00 13 9.0 22 0.4 10.6 17
Fuel oil & other fuels 610~ o~ S 19.9 19.9 0.28 0.17 0.06 -0.1 15.5 39 5.1 14.2 39
Household operations, furniture & equipment 4.5 WW AA_M,_J\/—’—J 1.2 1.2 14.89 0.68 0.18 1.2 1.0 3.2 1.4 0.9 3.5
Household ops. 27" A -0.1 9.79 0.27 -0.01 1.3 11 1.2 21 13 0.5
Communications AP N A VI A 11 11 273 -0.04 -0.03 0.0 2.8 -0.5 15 29 1l
Child care & housekeeping services 25~ T 0.0 0.2 0.78 0.02 0.00 34 14 -0.7 33 13 -0.6
Household cleaning products 16 WWM,J N\/"\'\.,\,,/ -0.6 0.0 0.45 0.01 0.00 13 19 0.2 0.8 19 0.4
Paper, plastic, aluminum foil 7.3 W\«NW —"'W -0.2 0.5 0.52 0.04 0.00 22 22 23 2.0 2.0 27
Other household goods & services 4.8 W M 0.4 0.3 5.31 0.25 0.02 1.8 0.5 6.3 2.4 1.1 22
Household furnishings & equip. 17— 3.8 510 0.39 0.20 0.8 17 4.0 01 16 47
Furniture & textiles 125} ™ 6.9 222 0.28 0.15 0.4 2.1 5.7 -0.3 2.1 6.0
Household equipment 39 AN 12 0.6 2.40 0.09 0.03 0.9 17 18 0.0 18 2.1
Services related to furnishings & equipment ash NN~ — 13 06 0.34 0.02 0.00 24 18 11 27 29 0.6
Clothing & footwear 0.9 o —\ 0.7 -0.2 4.0 0.03 0.03 0.6 1.2 0.2 0.3 1.4 0.4
Clothing 0w A=A e =\ 1.0 05 250 0.00 0.02 05 16 -0.4 -03 2.1 01
Footwear 13t fr N 0.9 -0.2 0.57 0.01 0.00 0.4 1.2 0.8 0.1 14 0.8
Clothing accessories 1.6 VW\)V\,\MW‘/\ v/\f\/\/\/\\/ 0.6 0.67 0.01 0.00 1.0 1.8 0.3 23 2.6 -0.3
Clothing material a8l "~ s 0.0 0.26 0.01 0.00 2.2 0.7 3.8 2.7 12 19
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Mar 2022 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
% Pandemic trend m/m% m/m% Weights 2015-2019 2011-2019

CA INFLATION COMPONENT BREAKDOWN c:alzge 10-year trend (Jan 2019-Present) change,INSA change,ISA** g(%) yly m/m avelyly Std. Dev. Z-Score avelyly Std. Dev. Z-Score
Transportation N2y AN ST | 35 22 16.0 1.79 0.56 1.7 31 3.0 2.3 3.0 3.0
Private trans. Ly | S W o S e 35 153 1.79 0.53 13 32 32 22 32 3.0
Purchase, lease, rental of passenger vehicles 7.0 WW ,/WM 1.6 6.81 0.48 0n 23 15 31 19 1.6 31
Purchase & lease of passenger vehicles 7.0 W ,A—VW/“/‘N 16 6.77 0.48 0.1 23 15 3.1 19 16 3.1
Rental of passenger vehicles w04 AT 25 04 0.04 0.01 0.00 14 52 35 12 41 45
Operation of passenger vehicles 15.5 "“"’WM /\/\/_/\_,\, 49 8.44 1.31 0.41 0.7 5.7 26 2.4 5.4 2.4
Gasoline 398 [~ S~ S n.8 44 357 142 042 -06 135 3.0 3.0 122 3.0
Passenger vehicle parts, maintenance & repairs 55 —\v-’vwf M.,___,—/"“ 0.0 0.3 248 0.14 0.00 19 03 10.5 16 0.8 50
Other passenger vehicle expenses -6.0 W\ r"\'\_‘ -2.2 -2.2 240 -0.14 -0.05 24 22 -39 26 20 -4.3
Public trans. 23 M W 4.0 0.71 0.02 0.03 48 39 -0.6 3.4 37 -0.3
Local & commuter transportation T T, -01 0.1 0.25 -0.01 0.00 15 05 9.4 22 12 -46
City bus & subway a2 0.0 0.20 -0.01 0.00 21 07 -84 28 14 -48
Taxi & other commuter service 13 "‘J‘\’\_J—""“’*’ ij -0.2 0.05 0.00 0.00 0.1 0.8 14 0.9 12 0.3
Inter-city transportation 6.6 w\vw*/"w\f" M\M/\]\’\— 71 19 0.30 0.02 0.02 6.2 57 0.1 39 58 0.5
Air transportation 7.2 feormme Mo B - 83 0.26 0.02 0.02 65 6.2 0.1 40 6.4 05
Rail, highway bus, other 41 T e Y 0.0 0.04 0.00 0.00 27 18 0.8 20 42 05
Health & personal care 3.4 WW M 0.2 0.3 4.68 0.2 0.01 1.4 0.4 5.0 13 0.9 25
Health care 20f AN T -0.1 2.34 0.0 0.00 13 0.6 12 11 0.8 11
Health care goods 10N I 0.4 02 1.41 0.0 0.01 05 07 08 -0.1 11 11
Health care services 39 mhrr“ ,—_r—/“L 0.0 0.1 0.93 0.0 0.00 25 0.6 25 29 0.8 133
Personal Care 48[ N~ 06 234 01 0.01 15 05 5.8 15 12 2.7
Personal care supplies & equipment 56 WW M 0.9 0.9 171 0.1 0.02 0.4 0.9 55 0.5 16 31
Personal care services 200 T T 0.0 02 0.63 0.0 0.00 29 07 0.1 27 14 02
Recreation, education & reading 5.8 va' W 1.8 0.9 9.40 0.5 0.17 1.7 0.8 53 13 0.9 55
Recreation 7.0f ! o A 2.45 7.30 0.51 0.18 14 1.0 55 0.6 12 5.2
Recreational equipment & services, excl. vehicles 1.6 Mﬂ\/ W 0.4 0.2 2.03 0.0 0.01 -0.8 1.6 1.6 =22 2.0 19
Purchase & operation of recreational vehicles 15.9 WN\/_’/‘-’”J 5.7 4.9 1.65 03 0.09 2.6 1.8 7.2 19 20 7.2
Home entertainment equipment 18| s 0.2 0.4 1.03 0.0 0.00 38 20 27 4.9 22 3.0
Travel services .2t~ W o A 8.9 7.6 0.89 0.1 0.08 0.8 29 18 0.4 28 21
Other cultural & rec. services 50T T 0.0 0.1 1.70 0.1 0.00 35 11 14 34 14 12
Educ. & reading 7] R W e W A -0.58 2.10 0.04 -0.01 25 14 -0.5 3.0 11 -1.0
Education w1 01 0.1 182 0.0 0.00 2.4 14 0.4 3.0 12 09
Reading material excl. textbooks 2.1 M \,_J—'-\_/M -4.2 -4.2 0.28 0.0 -0.01 3.8 28 -0.6 3.2 2.9 -0.4
Alcoholic beverages, tobacco & rec. cannabis 33 M \\,\_,..,/-N’“ 0.4 0.3 4.80 0.2 0.02 3.2 1.2 0.1 27 13 0.4
Alcoholic beverages 23 gt S AT 0.00 2.85 0.07 0.00 17 05 11 14 0.7 13
Alc. beverages served in licensed establishments 34 w—“""""“/\"‘wf W_"‘\./\j‘" 14 0.1 0.55 0.0 0.01 1.8 0.6 25 2.0 0.7 2.0
Alc. beverages purchased from stores 25 V‘WMN’ W -0.2 0.5 2.30 0.1 -0.01 17 0.7 11 11 11 13
Tobacco products 7.9 M \,_,ﬂ——/\f“ 0.66 1.44 0.1 0.01 5.6 21 11 4.8 28 11
Cigarettes 80|, /N~ 0.7 134 0.1 0.01 56 21 12 48 28 11
Other tobacco products & supplies 75| S e~ 0.7 0.1 0.0 0.00 56 20 0.9 49 26 10
Rec. cannabis 8.3 2 -/ v -0.26 0.50 -0.04 0.00

*Number may not add due to rounding

** Only available for components that are tracked on a seasonally adjusted basis.

Sources: Scotiabank Economics, Statistics Canada.
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