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Canadian Core Inflation
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Canadian Core CPI Delivers Another Warning to the BoC

While the headline CPI and y/y core measures were softer...

..the BoC’s preferred core gauges were hot at the margin for a second straight
month

The BoC is on a pre-committed path toward further easing next week...

...despite renewed core inflationary pressures after the earlier soft patch

Canadian CPIm/m /[ y/y %, NSA, June:

Actual: -0.1/ 2.7

Scotia: 0.1/ 2.8

Consensus: 0.1/ 2.8

Prior: 0.6 /29

Trimmed mean CPI: 2.9% y/y (2.9% prior); 2.9% m/m SAAR (4.1% prior)

Weighted median CPI: 2.6% y/y (2.7% prior, revised 2.8%); 2.9% m/m SAAR (4.1% prior)

The Bank of Canada’s core inflation gauges were hot again in high frequency m/m terms
last month. Two back-to-back months of hot core gauges support my thesis that the first
four-month period this year was a transitory ~ Chart1
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cuts, then it might have been optically harder to

do so now.

Financial markets initially put a bid to the front-end of the Canadian rates curve when the
two-year yield fell by about 2bps out of the gates. It has since reversed that on a second
trade that looked at the details that were not well covered in the financial news services.
The moves are nevertheless small on net.

OIS markets added 1-2 basis points to pricing for next week’s BoC decision that now
stands at about 22-23bps, or almost all of a quarter point cut. That part was a curious
reaction following the hot core gauges and may have been because the media’s coverage
emphasized the lower headline readings and ignored the important details.

The Canadian dollar initially depreciated by about a third of a cent to the USD but that
had more to do with the strong US retail sales report with the key control group that
factors into the BEA’s consumption estimates landing at 0.9% m/m, or almost a full
percentage point higher in June. Much of that initially CAD depreciation has since
reversed as the market parsed through the CPI details. The USD is broadly stronger
against major crosses but CAD is outperforming most of the rest of them.

What Didn’t Matter....

Headline CPI was soft. It was down —0.1% m/m NSA and up by only 0.1% m/m SA in June.
That dragged the year-over-year rate lower to 2.7% from 2.9%.
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The year-over-year weighted median ((2.6% from 2.7% revised down from 2.8%) moved lower but the trimmed mean measure was

unchanged at 2.9% y/y. Recall that these are not spot y/y measures. They are rolling weighted averages of m/m SAAR changes that exclude

the top and bottom 20% of the basket each month (trimmed mean) or take the 50th percentile weighted inflation rate each month and

compounded the m/m readings to get to ay/y
calculation. Thus, they can change for three
reasons. One is when the first month drops out.
Two is the addition of the latest month. And three
is revisions.

...versus What Does

The proper way to look at the core gauges is to
consider the m/m SAAR readings. They were hot
again. Both trimmed mean and weighted median
CPl were up by 2.9% m/m SAAR following the prior
month’s 4.1% readings for both. Chart 2 shows the
recent pattern versus the softer patch earlier this
year. Underlying inflation has pivoted higher again
over the past two months. It’s not screaming hot
like it was earlier in the post-pandemic period, but
it's hot enough to merit concern that inflation risk
remains alive and kicking in Canada.

The same is generally true of the BoC'’s previously
preferred core inflation gauge but to a lesser extent
(chart 3).

Goods and core goods inflation weighed down the
headline CPI reading (chart 4). Services inflation
was hot again and drove the strong trimmed mean
and weighted median CPI readings (chart 5).

Even though shelter inflation was hot again (chart
6), so was core services inflation (ex-shelter) as
shown in chart 7 using our own calculations. | had
cautioned against the consensus view that there
was no inflation outside of shelter and clearly there
is. Besides, it was always a fallacy that the BoC
could ignore shelter’s one-quarter weight in CPI.

Rents continue to explode in Canada (chart 8).

Gas prices weighted down headline inflation (chart
9).

Food prices, however, shot higher by 0.5% m/m
NSA and 0.6% m/m SA. Grocery prices shot higher
(chart 10). Grocery prices were soft earlier in the
year when grocers were in the political spotlight
but | had warned this would likely prove to be
temporary. It has.

The same argument holds for communications
prices (internet, cell phones etc) as shown in chart
11. That inflation has bounced back now that they

Chart 4
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Chart 6

Shelter Cost in Canada
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Rents in Canada
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Canadian Service Inflation
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Canadian Services ex Shelter Inflation
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Canada CPI: Gasoline
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are no longer being hauled before industry
committees and threatened—along with grocers
etc—uwith the risk of industry specific levies.

Clothing prices are proving to be extremely volatile
over the past 6+ months and edged a bit lower in
June (chart 12).

Transportation prices were soft again, down -0.5%
m/m SA (chart 13). That was driven by gasoline but
also lower vehicle prices (chart 14). Airfare was up
again along a volatile pattern (chart 15).

The broad recreation/reading/education category
that includes most of the leisure categories fell
—0.5% m/m SA after a 0.4% prior gain. The travel
categories posted the biggest declines in prices
(chart 16).

Charts 17and 18 provide the customary breakdown
of the CPI basket in y/y terms both in raw
unweighted terms and in terms of their weighted
contributions to y/y total CPI inflation.

Charts 19 and 20 do likewise for m/m measures.
Chart 21 shows what was in and out of the this
month’s m/m trimmed mean CPI calculation.

Please also see the appendix for a more detailed
breakdown of the CPI basket including micro
charts for components and z-scores.

Bank of Canada Implications

The BoC delivers its next policy decision one week
from tomorrow along with a full forecast update.

Are two hot back-to-back readings for the BoC’s
preferred core gauges enough to derail another
cut? I don't think so. It makes it a little more
awkward for the BoC to cut in terms of data
dependency. | maintain that the reason the BoC
cut in June against Macklem’s advance guidance
that he wanted “months” of additional evidence
was a) to be the first of the G7 central banks to cut
for bragging rights, and b) because they feared
that if they didn’t cut then, they might not be able
to if core inflation gauges snapped back as they
have since the cut.

Several arguments work in favour of continued
easing.

Chart10
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Canada CPI:Clothing & Footwear
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Canada CPI: Transportation
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Chart 15

Canada CPI: Air Transportation
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1. The BoC has relatively shifted toward its confidence that macroeconomic rebalancing will sustainably achieve 2% inflation into next year.

We'll see, but that's their bias.
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2. Macklem has sounded extremely dovish. Not close to the limit of
undershooting the Fed and doesn't care about the currency while guiding
that expecting "several” rate cuts is reasonable. | doubt he would have said
that in reference to next year since we'll deal with that when we get there.

3. The BoC delivers fresh forecasts next week. After jumping the gunon a
cut in June against his own guidance, to whiff when they present an
updated forecast that targets achieving 2% would be pretty bizarre in
terms of the lagging effects.

Chart 16

Breakdown of Monthly Changes within Recreation
Education and Reading CPI Category
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Chart 17

June Detailed Category 12-Month

Change in Canadian CPI
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Chart 18
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Chart 19

June Detailed Category Monthly
Change in Canadian CPI
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Chart 20
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Chart 21

June Single-Month Components Included and Excluded
from Bank of Canada Trim Core CPl Measure
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Jun 2024 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
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CA INFLATION COMPONENT BREAKDOWN Iy % 10-yeartrend P andemictrend crl?al:.g: c:‘alrr?ge/o Weights yly mim| 201572019 oy bev.  z-score| 2977291 gy pev.  Z-Score
change (Jan 2019-Present) NSA SAR* (%) avg.yly avg.yly
Food 28| N T 05 0.6 16.69 0.47 0.09 21 17 0.4 2.2 15 0.4
Food, stores PR | e N~ et N 0.5 10.72 0.23 0.06 17 2.4 0.2 2.0 2.0 0.1
Meat 3.6 | S 0.5 0.5 1.94 0.07 0.01 25 3.6 03 3.4 3.6 01
Fish & seafood -3.0| At | 0.1 0.2 0.37 -0.01 0.00 2.9 14 -4.1 2.8 2.5 -23
Dairy products & eggs 23|t T, 16 16 1.47 0.03 0.02 0.2 15 13 0.6 15 11
Bakery & cereal products 0.3 | ™ T -0.3 0.2 1.51 0.00 0.00 0.5 21 -0.1 1.2 23 -0.4
Fruit, fruit prep. & nuts -0.8 [t N\ A L AA TN 13 05 1.25 -0.01 0.02 18 44 -06 2.0 35 -0.8
Vegetables & vegetable prep. 3.9 N T T 03 0.9 1.25 0.05 0.00 4.9 6.4 -0.2 3.6 5.8 0.1
Other food & non-alcoholic beverages 32| ™ T 0.3 0.8 2.93 0.09 0.01 1.0 15 1.4 13 17 11
Food, restaurants 43~ S~ T 0.4 5.97 0.26 0.02 3.0 0.7 2.0 26 0.7 23
Table service restaurants 36| e SN T 05 3.49 0.13 0.02 2.9 0.6 1.4 2.6 0.6 16
Fast food & take-out 5.6 | s et ™ 0.4 1.63 0.09 0.01 32 12 2.0 26 12 26
Cafeterias & other restaurants 4.2 _,_,...._z-\,,_,.f\- ‘,____,__,_,./"‘“‘-u 0.4 0.85 0.04 0.00 3.0 0.6 2.0 2.6 0.7 23
Shelter 62| e~ 0.3 0.3 29.15 1.82 0.10 18 0.6 7.6 17 0.8 5.8
Rented accommodation 8.5 _._,__.,._‘,_f""" M 0.1 0.1 7.37 0.63 0.01 13 0.8 9.0 13 0.6 12.2
Rent 88 e et 04 7.8 0.63 0.01 13 038 9.1 13 06/ 125
Tenants' insurance premiums -1.6 M '__\m -0.4 0.12 0.00 0.00 11 1.6 -1.6 0.3 1.6 -11
Tenants' maintenance & repairs -01 M _‘_,_\__r\_l‘"_"'vj. 0.0 0.08 0.00 0.00 2.2 1.0 -2.2 2.6 2.2 -1.3
Owned accommodation 63 05 18.55 116 0.10 23 04 a3 17 0.8 55
Mortgage interest cost 223 _,_._,d—-\‘f‘ ——_____/F“ 0.8 0.8 5.58 1.24 0.04 21 3.6 5.6 -01 3.6 6.3
Homeowners' replacement cost -0.5 mj\_ ____/\._ 0.2 0.2 4.61 -0.02 0.01 1.9 1.7 =15 21 1.5 -1.8
Property tax & other charges 4.9 W—"____/—'_ 0.0 0.3 2.43 0.12 0.00 2.4 0.6 4.4 2.8 0.7 2
Homeowners' home & mortgage insurance 9.2 W W 1.6 1.6 1.50 0.14 0.02 5.2 23 1.7 4.5 26 1.8
Homeowners' maintenance & repairs 15 W,__,J"\r\ __’___J__/""'\-u\ 0.7 0.7 1.85 0.03 0.01 2.0 1.1 -0.4 2.0 1.4 -0.4
Other owned accomodation expenses -0.1 -——————”J\«« __J/_\,__ 0.1 -0.1 2.58 0.00 0.00 2.0 1.2 -1.7 2.4 2.0 -1.3
Water, fuel, & elec. L e NN W Sl Vo -0.3 322 0.05 -0.01 0.8 21 0.4 25 3.4 -0.2
Electricity 2.4| ey M e SN 0.1 0.0 1.68 0.04 0.00 12 4.4 03 25 38 0.0
Water ATV e 0.0 03 0.74 0.03 0.00 37 0.9 0.4 4.9 1.4 -0.6
Natural gas 49|~y N N -0.8 -0.7 0.59 -0.03 0.00 -13 2.0 -0.4 0.4 10.6 -0.5
Fuel oil & other fuels 105 | e M N -2.1 -2.1 0.21 0.02 0.00 -01 15.5 0.7 5.1 14.2 0.4
Household operations, furniture & equipment -0.9 “"“"M wf\\w 0.0 0.2 13.01 -0.12 0.00 1.2 1.0 -2.0 14 0.9 -2.7
Household ops. 0.6 |~ A N W TN 0.2 8.74 -0.05 0.02 13 11 -17 21 13 2.1
Communications 6.7 | A et 0.4 0.5 2.58 -0.17 0.01 0.0 2.8 -2.4 15 2.9 -2.9
Child care & housekeeping services 17 “—’““""'”‘\_r -‘—*—‘V 0.4 03 0.75 0.01 0.00 3.4 1.4 -1.2 33 13 -1.2
Household cleaning products 0.9 [~ AN A N 1.0 0.6 0.42 0.00 0.00 13 19 11 0.8 1.9 -0.9
Paper, plastic, aluminum foil 2.0 | e AN 19 12 0.39 -0.01 0.01 22 22 -1.9 2.0 2.0 -2
Other household goods & services 21N T T -0.1 0.0 4.61 0.10 0.00 1.8 05 0.6 2.4 11 -03
Household furnishings & equip. -1.6 M ’_w{_,_,,_/*-\-\_‘__. -0.4 4.27 -0.07 -0.02 0.8 17 -1.4 0.1 1.6 -1.0
Furniture & textiles -3.2 |t e -1.6 1.79 -0.06 -0.03 0.4 2.1 17 -0.3 2.1 1.4
Household equipment -1.2 MM 0.8 -01 1.96 -0.02 0.02 0.9 1.7 -1.3 0.0 1.8 -0.7
Services related to furnishings & equipment 5.4 ._,__J-F—"'"-_"‘- 0.0 0.5 0.35 0.02 0.00 2.4 1.8 1.6 2.7 29 0.9
Clothing & footwear I e e U e -1.9 -0.1 4.6 -0.14 -0.09 0.6 1.2 -31 0.3 1.4 -2.4
Clothing -2.6 | A b, | e -2.2 0.4 2.98 -0.08 -0.07 05 16 -1.9 -0.3 21 -11
Footwear w56 [t ot ey Pmen -18 13 0.64 -0.04 -0.01 0.4 1.2 S| 0.1 14|
Clothing accessories 4.6 | MMy ne AWy PN -13 0.71 -0.03 -0.01 1.0 18 -341 23 26 -27
Clothing material 12 e L e~ L 0.0 0.23 0.00 0.00 22 0.7 -1.5 27 1.2 -1.3
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Jun 2024 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
D S
CA INFLATION COMPONENT BREAKDOWN yly% 10-yeartrend . andemictrend c:‘a/:‘g: c':a/:;f Weights yly mim| 2015-2019 gy pev.  z-score| 29209 g4 pev.  Z-score
change (Jan 2019-Present) NSA SAXH (%) avg.yly avg.yly
Transportation 2.0 |yttt AN e -0.2 -0.5 16.9 0.34 -0.03 17 3.1 0.1 23 3.0 -0.1
Private trans. 17 WM.«\,I”\.,- W -0.6 15.3 0.26 -0.10 13 3.2 0.1 2.2 3.2 -01
Purchase, lease, rental of passenger vehicles -0.4 M M\U\‘ -0.2 5.76 -0.02 -0.01 2.3 1.5 -1.8 1.9 1.6 -1.4
Purchase & lease of passenger vehicles -0.3 »M M -0.5 573 -0.02 -0.03 2.3 15 -1.8 1.9 16 -1.4
Rental of passenger vehicles -16.2 .___h__.-._,_‘,_ﬁ-\,.\. ___,_r""-"\_,__h_. 30.2 1.0 0.03 0.00 0.01 14 52 -34 12 4.1 _
Operation of passenger vehicles 32 W"\.—«« ,._,\,_J‘-"“\-V.,—- -0.9 9.52 0.30 -0.08 0.7 5.7 0.4 24 5.4 0.1
Gasoline 04 [ A -3.1 22 4.09 0.02 -0.13 =06 135 o1 3.0 122 -0.2
Passenger vehicle parts, maintenance & repairs 3.5 v____,._f\ ___-_,;'H\_ 0.0 0.3 2.50 0.09 0.00 19 0.3 4.4 16 0.8 24
Other passenger vehicle expenses 6.8 w W 14 14 2.93 0.20 0.04 24 2.2 2.0 2.6 2.0 2.1
Public trans. 2.9t i e A 3.9 1.62 0.05 0.06 4.8 3.9 -0.5 3.4 37 -0.1
Local & commuter transportation 3.7 _""""‘-'—'-"'-"‘-"‘1_4)— —F’“—h\_-(_"‘“— 0.0 0.5 0.43 0.02 0.00 1.5 0.5 45 22 1.2 1.3
City bus & subway 48— o T 0.0 0.31 0.01 0.00 2.1 0.7 3.6 2.8 14 1.4
Taxi & other commuter service 15 \_,.__‘_-____f'\. N aallha W 0.0 0.12 0.00 0.00 0.1 0.8 17 0.9 12 0.5
Inter-city transportation 2.0 ,..__.,._Al.-wl\u. Mw-ﬁ\_,,. 53 -05 1.08 0.02 0.06 6.2 57 -0.7 3.9 58 -0.3
Air transportation 2.0 M,_._AA....V,M}\V. WM\/_ 57 1.00 0.02 0.06 6.5 6.2 -0.7 4.0 6.4 -0.3
Rail, highway bus, other -0.6 [ M AR g~ V- 14 0.09 0.00 0.00 2.7 1.8 -1.9 2.0 42 -0.6
Health & personal care 3.0~ -0.3 -0.1 5.23 0.2 -0.01 14 0.4 441 13 0.9 2.0
Health care 3.0, et N e 0.1 2.56 0.1 0.00 13 0.6 3.0 11 08 2.4
Health care goods 28 M M 03 0.2 1.44 0.0 0.00 0.5 0.7 33 -01 1.1 2.7
Health care services 33 ,m-h_,.,ﬁ_r\_,ﬁ-”'l- 4_\_,—M_'L 0.0 0.4 1.12 0.0 0.00 25 0.6 1.5 29 0.8 0.6
Personal Care 3.0[ e T -0.6 2,67 0.1 -0.02 15 0.5 28 15 1.2 13
Personal care supplies & equipment 21|yt T -0.8 -0.7 1.84 0.0 -0.01 0.4 0.9 18 05 16 1.0
Personal care services 51w e o T ——— 0.0 0.4 0.83 0.0 0.00 29 0.7 2.9 2.7 1.4 1.6
Recreation, education & reading 0.6 [ ot e -1.5 -0.5 10.27 0.1 -0.15 17 0.8 -1.4 13 0.9 -0.7
Recreation 0.4 | rmmremra et it A 175 8.22 0.03 -0.14 14 1.0 -1.0 0.6 12 -0.2
Recreational equipment & services, excl. vehicles R I N P VR s IR L RV 0.2 0.4 210 0.0 0.00 -0.8 1.6 -0.4 -2.2 2.0 0.4
Purchase & operation of recreational vehicles 1.1 N-J\.,W /-—r\,__t‘-"’\\,w-\ -0.6 -0.3 1.77 0.0 -0.01 2.6 1.8 -0.8 1.9 2.0 -0.4
Home entertainment equipment -9.2 M”‘M W -0.5 -11 0.66 -01 0.00 -3.8 2.0 -2.7 -4.9 2.2 -2.0
Travel services 1.6 |l W g A A~ -7.0 3.4 1.79 0.0 -0.12 0.8 29 03 0.4 2.8 0.4
Other cultural & rec. services Ayt LN T 0.0 0.4 1.91 0.1 0.00 35 11 05 3.4 1.4 05
Educ. &reading 27— T T/ 0.06 2.05 0.05 0.00 25 14 0.1 3.0 11 -0.3
Education 27 T T -0.1 02 1.83 0.0 0.00 2.4 14 02 3.0 12 -02
Reading material excl. textbooks 2.6 Mﬂ,‘ﬁ .\_,\_r\-/"—\-\_,.\_nj‘—'\‘ 0.7 0.7 0.22 0.0 0.00 3.8 2.8 -0.4 3.2 2.9 -0.2
Alcoholic beverages, tobacco & rec. cannabis B SN 041 0.3 4.20 0.1 0.00 3.2 1.2 0.0 27 13 0.3
Alcoholic beverages P X | S o UV ot 0.13 2.69 0.06 0.00 17 0.5 1.0 14 0.7 12
Alc. beverages served in licensed establishments 3.6 f-\_—.—....fn..-wf""‘ \-..—.‘,‘,/"‘""""— 0.0 0.4 0.77 0.0 0.00 18 0.6 29 2.0 0.7 2.3
Alc. beverages purchased from stores 1.8 [ttt 0.2 03 1.92 0.0 0.00 17 0.7 0.1 1.1 11 0.7
Tobacco products 6.2 i m s\ S -0.03 1m 0.07 0.00 5.6 21 03 48 2.8 05
Cigarettes 7.0 s 0.0 0.94 0.1 0.00 5.6 21 0.7 4.8 2.8 0.8
Other tobacco products & supplies -0.4 Mﬂf‘ﬂJ‘L W‘ -0.1 0.16 0.0 0.00 5.6 2.0 -3.0 4.9 2.6 -2.0
Rec. cannabis 0.1 e R 0.14 0.50 0.00 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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