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Chart 2
Canadian CPI-Trim and
CPI-Median Still Under Pressure
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Canadian CPl — A Mere Placeholder That Wasn’t as
Dovish as Markets First Believed

e Canadian short-term yields temporarily dipped, CAD depreciated...

e ..as Canadian CPI headlines appeared weaker...

o ..but new ‘core’ measures suggest stable above-target price pressures...

e ..and they are the ones that the BoC has been emphasizing

e Evaluating inflationary pressures remains a slow grind

e TheBoC’s decision in March was already pre-set...

e ..asit will take months of data and developments to inform its conditional pause

e Strong retail sales volumes reinforce consumer resilience

Canadian CPl,m/m % NSA // y/y %, January:
Actual: 0.5/5.9

Scotia: 0.7 / 6.1

Consensus: 0.7 / 6.1

Prior:-0.6 / 6.3

Canadian trimmed mean // weighted median // average, y/y %, January:
Actual: 5.1/ 5.0
Prior: 5.3 / 5.2 (revised up from 5.3 /5.0 / 5.15)

Markets clearly saw evidence of weaker inflation and responded by at first unwinding
some of the rise in shorter-term yields that was occurring before the data and by driving
the C$ to depreciate by about half a penny afterward. CAD retained this weaker bias after
the dust settled, but on a morning of broad strength in the USD. Most of the initial rates
response was unwound, however, as the two-year GoC yield now trades close to where it
was before the data. To leave it at what markets emphasized in their initial response
would be an incomplete take on the full suite of evidence in my view.

WHAT MARKETS SAW

Markets reacted the way they did based upon two main things. One is that m/m headline
CPI at 0.5% without seasonal adjustment was a little softer than expected and that’s what
instantly flashes on traders’ screens. That translated into a 0.26% m/m SA headline CPI
increase which was close to my estimate of 0.3% so there isn’t as much surprise on the
seasonally adjusted figure. Still, it’s a soft-ish reading but at 3.2% m/m SAAR it’s a definite
bounceback from the 0% m/m SAAR reading in December.

Second is that year-over-year gauges of inflation decelerated. Headline CPI was at 5.9%
(6.3% prior). Traditional core CPI (ex-food-and-energy) also eased back to 4.9% from 5.3%
partly because the m/m seasonally adjusted reading was up by only 0.14% m/m (1.7% m/m
SAAR, chart 1) which drops the 3-month moving average of this measure to 0.25% m/m SA
(or 3.1% annualized). The weighted median (5% y/y from 5.2%) and trimmed mean (5.1%
from 5.3%) CPI gauges also eased. It’s not wrong to look at these gauges, but doing so gives
an incomplete picture of inflation at the margin that is less driven by year-ago base effects
and by narrow components.

WHAT MARKETS SHOULD ALSO CONSIDER

The way | look at the figures was less dovish than what markets saw. First off, ignore year-
over-year readings as they offering little if anything useful given how influenced they are
by year-ago base effects. For instance, a year-ago saw Russia prepare to invade Ukraine
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These measures matter because the BoC has placed emphasis upon the higher frequency Chart5

trimmed mean and weighted median guides to inflation in its MPR. They have indeed cooled  Canada: Service Inflation vs Wage Growth
from earlier peaks, while nevertheless remaining well above the 2% inflation target.

Why did markets not see this evidence on m/m trimmed mean and weighted median CPI? O oty ochange

Because despite the fanfare in advance that was all about publishing monthly index levels and 100 F

higher frequency gauges of trimmed and median inflation for the first time instead of just year- go }

over-year rates, Statcan omitted the index levels and higher frequency readings from their write Avg Hourly Earnings
-up and tables and financial media outlets simply went with that. Good one! Make a splash, and

then promptly forget what you were doing. 4.0

Another reason for a less dovish interpretation is that revisions to the BoC’s preferred ‘core’ 20

gauges added a touch more heat to prior months. Weighted median CPI was revised up by two- 00

tenths to 5.2% y/y with trimmed mean CPI unchanged at 5.3% y/y. Prior months were revised and ex. Housing

up for both measures. 20 *
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BOC IMPLICATIONS—SCANT TO NONE FOR NOW Sources: Scotiabank Economics, Bloomberg.

Before turning to more details, quite frankly there are no BoC implications stemming from this report in my view. The BoC has made it clear
they are on a conditional pause and that evaluating the condition will take more than a lousy 3-4 weeks and one or two inflation reports
since they embraced it on January 25™. The March 8™ statement should be short and sweet with no policy changes.

The bigger deal involves tracking progress on the drivers of inflation and actual inflation over a lengthier period. So far, there is no real
evidence that Canada’s economy is opening up any disinflationary slack; in fact, it continues to look like the opposite case. The 2.9% q/q
SAAR gain in hours worked that is tentatively being tracked for Q1is a strong indication for GDP growth, given that GDP is defined as an
identity by multiplying hours worked by labour productivity. If GDP growth continues to exceed estimates of potential GDP growth (the
economy’s noninflationary speed limit) then the economy will continue to push further into excess aggregate demand conditions which is
hardly compatible with sustainably lower inflation.

This morning’s retail sales volume gain of 1.3% m/m SA in December and the likely volume gain behind the preliminary nominal estimate of
0.7% m/m in January suggest that this part of consumer spending is resilient before even adding in spending on services.

The BoC had forecast 5.4% y/y for headline CPIin 2023Q1. If the rest of the quarter evolves in line with average monthly seasonality and the
influences of shifting year-ago base effects then they could be spot-on. We'll need to see if the rest of the quarter’s inflation data offers any
twists beyond these two simple factors.
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January Detailed Category Contributions to 12-Month

Change in Canadian CPI
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DETAILS

Services price inflation continues to move sideways at elevated rates in year-over-year terms while goods price inflation continues to ebb
mostly due to food and energy (chart 3). Chart 4 shows the same measures in month-over-month seasonally unadjusted terms. Chart 5
shows that services inflation will continue to be partly influenced by wage growth.

The incredible strength of the job market continues to keep the pressure on the BoC'’s chief concerns around services inflation, wages and
productivity.

Chart 6 shows the breakdown of the month-over-month seasonally unadjusted price changes. Chart 7 does the same thing in weighted
contribution terms.

Chart 8 shows the breakdown of the year-over-year price changes. Chart 9 does the same thing in weighted contribution terms.

The way housing gets captured in CPI continues to ebb (charts 10, 11). Recall that Canada captures housing using the replacement cost of
housing drawn from builder prices and not owners’ equivalent rent as in the US. Canada therefore has a vastly lower weight on housing in
CPI.

As house prices continue to ease, rent inflation continues to soar by capturing folks who are hesitant to enter the owner-occupied market
(chart 12).

Please also see the attached table with a detailed breakdown of the CPI basket including micro-charts and z-score measures of dispersion
between current inflation by component and historical averages.

Chart 10 Chart 11 Chart 12
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Jan 2023 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic

CA INFLATION COMPONENT BREAKDOWN yly % 10-yeartrend , Dandemictrend /e c:alrl:;Z Weights yly mim| 20152019 oy pev.  z-score| 2012919 iy pev.  Z-Score

change (Jan 2019-Present) |change, NSA SAR* (%) avg.yly avg.yly

Food 10.4 ..,_»-«\_,_,——J .,_..“_V_,/—' 17 11 15.94 1.66 0.28 21 17 4.9 2.2 15 5.7
Food, stores 1.4 _’W ,__W./-'* 2.0 1.14 1.27 0.23 17 2.4 4.0 2.0 2.0 4.6
Meat 73| A LT 3.4 18 214 0.16 0.07 25 36 13 3.4 36 11
Fish & seafood 6.8| i i s T 03 0.1 0.44 0.03 0.00 2.9 1.4 27 28 25 1.6
Dairy products & eggs 127 e 2.1 16 152 0.19 0.03 0.2 15 8.2 0.6 1.5 e
Bakery & cereal products 14.7 WM M”" 0.4 1.0 1.48 0.22 0.01 0.5 21 6.9 12 2.3 5.8
Fruit, fruit prep. & nuts 9.7 MN/\/M/V\"‘\/" W 22 1.0 1.34 0.13 0.03 1.8 4.4 1.8 2.0 35 22
Vegetables & vegetable prep. 15.1 WW W 3.2 0.8 1.35 0.20 0.04 4.9 6.4 1.6 3.6 5.8 2.0
Other food & non-alcoholic beverages 22| T 17 03 2.91 0.35 0.05 1.0 15 7.2 13 17 6.3
Food, restaurants 82| . o~ 1.0 4.80 0.39 0.05 3.0 0.7 7.8 2.6 0.7 7.7
Table service restaurants [ R N 03 2.68 021 0.01 2.9 06 8.8 2.6 06
Fast food & take-out 90|yt 22 154 0.14 0.03 32 12 48 26 12 55
Cafeterias & other restaurants 83 W ___._____/’-' 1.0 0.58 0.05 0.01 3.0 0.6 8.4 2.6 0.7
Shelter 6.6 M.-\,/‘ __W_&/—"‘_— 0.1 0.1 29.80 197 0.04 1.8 0.6 8.2 17 0.8 6.2
Rented accommodation 5.8 ____,m\,‘,-f’ W 0.5 0.5 6.77 0.39 0.03 13 0.8 5.6 13 0.6 7.6
Rent 5.8 _____,Mf"' W 0.6 6.57 0.38 0.04 13 0.8 5.5 1.3 0.6 7.5
Tenants' insurance premiums 6.3 W\'____,/m -01 0.M 0.01 0.00 11 1.6 32 0.3 1.6 3.7
Tenants' maintenance & repairs 7.5 w,\_nf' ﬂ_/ﬂ__j‘;/"h 0.0 0.08 0.01 0.00 22 1.0 51 2.6 22 25
Owned accommodation 6.6 ’,_,,_d_..._/"'“ _____‘__/-/'\‘“ 0.4 19.46 1.28 0.08 23 0.4 10.1 17 0.8 5.9
Mortgage interest cost 21.2 __._.———\J ——\_‘__/ 25 25 2.94 0.62 0.07 21 3.6 5.3 -0.1 3.6 58
Homeowners' replacement cost a3 S~ T 0.0 0.0 6.44 0.28 0.00 1.9 1.7 1.4 2.1 15 15
Property tax & other charges 3.6 wﬁ—__r 0.0 0.2 2.47 0.09 0.00 2.4 0.6 21 2.8 0.7 1.2
Homeowners' home & mortgage insurance 6.9 M '-'—\.,w‘/w—_h/\ 0.8 0.8 1.37 0.09 0.01 52 23 0.7 4.5 2.6 0.9
Homeowners' maintenance & repairs 8.7 w x,__»ﬁ/"_" 0.0 0.0 1.81 0.16 0.00 2.0 11 6.0 2.0 1.4 4.6
Other owned accomodation expenses 11 — SN __‘___,_/—'\\ -0.4 -0.2 4.43 0.05 -0.02 2.0 1.2 -0.7 2.4 2.0 -0.7
Water, fuel, & elec. 8.0 [\ e e T -1.9 3.57 0.29 -0.07 0.8 2.1 3.4 25 3.4 1.6
Electricity -1.3 r‘"“'w wv‘,\f\"‘h"\-v\ -3.1 -3.1 175 -0.02 -0.05 12 4.4 -0.6 25 3.8 -1.0
Water 33 ‘_"'wa _F__/_\-\'_,-I_J 21 0.9 0.72 0.02 0.01 3.7 0.9 -0.5 4.9 1.4 -1.1
Natural gas 229\~ e 23 -23 0.78 0.18 -0.02 -1.3 9.0 2.7 0.4 10.6 2.1
Fuel oil & other fuels 36.5 -"\—M ,__\’__//'"‘N -3.1 -3.2 0.32 0.12 -0.01 -0.1 15.5 2.4 51 14.2 2.2
Household operations, furniture & equipment 3.7 W w\,,__,wf‘ -04 -0.3 14.50 0.54 -0.05 12 1.0 2.4 14 0.9 2.6
Household ops. 22[~ M e -0.4 9.30 0.1 -0.04 13 11 0.8 21 13 0.1
Communications ~4.0| e M A 2.7 2.8 2.54 -0.10 -0.07 0.0 2.8 1.4 15 2.9 -1.9
Child care & housekeeping services | R N 2.7 27 0.76 -0.06 -0.02 3.4 1.4 33 13[Es|
Household cleaning products 8.9 MW W 1.1 1.0 0.40 0.04 0.00 13 1.9 4.0 0.8 1.9 41
Paper, plastic, aluminum foil 10.1 M.g\’"' W 4.5 4.7 0.52 0.05 0.02 2.2 2.2 3.5 2.0 2.0 41
Other household goods & services 5.5 o™ 0.4 0.3 5.1 0.28 0.02 18 0.5 7.8 2.4 11 2.9
Household furnishings & equip. 670y — 0.0 5.20 0.35 0.00 0.8 17 3.4 0.1 1.6 41
Furniture & textiles 75|t -13 228 017 -0.03 0.4 2.1 33 -03 2.1 37
Household equipment 5.7 Ayt T 11 12 2.42 0.14 0.03 0.9 17 29 0.0 1.8 31
Services related to furnishings & equipment 6.6 W._,wz—'-_—’_’. 0.0 0.5 0.35 0.02 0.00 2.4 1.8 23 2.7 29 18
Clothing & footwear 0.4[ermmmaprne| ot = | fomr—n -1 -0.5 4.3 0.02 -0.05 0.6 1.2 -0.1 0.3 14 0.1
Clothing R e W e VO 17 -0.9 2.73 -0.03 -0.05 05 16 -1.0 -03 21 -0.4
Footwear 2|t ey A -1.8 0.0 0.57 0.01 -0.01 0.4 12 15 0.1 14 14
Clothing accessories 4.0 WAVN W 16 0.75 0.03 0.01 1.0 18 17 23 2.6 0.7
Clothing material 4.8 W M___,—F/"_”_ 0.0 0.23 0.01 0.00 2.2 0.7 3.8 2.7 12 1.9
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Jan 2023 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
q m/m% q
CAINFLATION COMPONENT BREAKDOWN yly% 10-yeartrend , -andemictrend /o R ety QN Csht= yly mim| 201572019 i bev.  z-score| 20MF2910 gy pev.  Z-Score
change (Jan 2019-Present) |change, NSA SAR* (%) avg.yly avg.yly

Transportation 58| vyt P P 0.7 0.2 16.9 0.92 0.12 17 3.1 12 2.3 3.0 10
Private trans. 5.2y M A 14 16.1 0.84 0.22 13 32 12 22 3.2 1.0
Purchase, lease, rental of passenger vehicles 6.2 W M -0.1 6.71 0.42 -0.01 2.3 1.5 2.6 19 1.6 2.6
Purchase & lease of passenger vehicles 6.2 M M -0.1 6.65 0.41 -0.01 2.3 15 2.6 1.9 16 2.6
Rental of passenger vehicles 13 ___H__,,_JJL ___\w_,_,-f'\\,-\_r 0.0 -0.2 0.06 0.00 0.00 14 52 0.0 1.2 4.1 0.0
Operation of passenger vehicles 4.5 W ,—_n.,_/"‘*/‘\ 25 9.37 0.42 0.23 0.7 57 0.7 2.4 5.4 0.4
Gasoline 29 [ A S 47 20 4.28 013 0.20 06 135 03 3.0 122 0.0
Passenger vehicle parts, maintenance & repairs 74 vu____'__/- ___.»_F,_r-”'h 2.4 0.9 2.56 0.19 0.06 1.9 0.3 16.0 1.6 0.8 7.5
Other passenger vehicle expenses 22 -—'---vﬁ-—f""‘\( m"‘\___‘,«-—- -0.3 -0.3 2.53 0.06 -0.01 2.4 22 -0.1 26 2.0 -0.2
Public trans. 8.8| e b A -9.7 0.82 0.07 -0.08 48 3.9 1.0 3.4 3.7 5
Local & commuter transportation 39 —"“"“’-—"'""-LJ —'—'_~_‘\___f 11 0.2 0.28 0.01 0.00 15 0.5 49 2.2 12 15
City bus & subway 10— — -0.1 0.17 0.00 0.00 2.1 0.7 -1.5 2.8 14 -1.2
Taxi & other commuter service 7.2 \_,__\_‘____._,..f ______,‘\/" 29 0.11 0.01 0.00 0.1 0.8 87 0.9 12 5%
Inter-city transportation 12.5 _,__,.,.,..__—-'\L-w MWM -16.6 -0.6 0.37 0.05 -0.06 6.2 5.7 11 3.9 5.8 1.5
Air transportation 13.7 N._,,._'J\L—VJWL __WM- -19.6 0.26 0.04 -0.05 6.5 6.2 12 4.0 6.4 15
Rail, highway bus, other 6.0 |~ M Mg~ 0.4 0.07 0.00 0.00 2.7 1.8 1.8 2.0 42 1.0
Health & personal care 6.2| =" o ] 0.6 0.4 4.62 0.3 0.03 1.4 0.4 12.0 13 0.9 5.8
Health care 47|, et | 03 2.26 0.1 0.01 13 0.6 5.8 11 0.8 45
Health care goods 42| st e e 05 0.6 1.31 0.1 0.01 0.5 0.7 53 -0.1 11 4.0
Health care services 55| AT — 0.0 03 0.96 0.1 0.00 2.5 06 55 2.9 0.8 34
Personal Care 76|y e 0.8 236 0.2 0.02 15 0.5 13 15 12 5.2
Personal care supplies & equipment 9.1 M M"" 1.1 0.2 1.72 0.2 0.02 0.4 0.9 9.2 0.5 1.6 53
Personal care services 3.8 __‘_,_Mﬁ \_N_‘J_'*\_,_,— 0.0 0.3 0.64 0.0 0.00 29 0.7 1.2 2.7 1.4 0.8
Recreation, education & reading 2.9 [ N | 0.7 0.1 9.29 0.3 0.07 17 0.8 15 13 0.9 19
Recreation R | R Y e Ve 0.84 7.43 0.23 0.06 14 1.0 17 0.6 12 2.0
Recreational equipment & services, excl. vehicles 0.8 MW W 1.0 0.0 218 0.0 0.02 -0.8 1.6 1.0 -2.2 2.0 1.5
Purchase & operation of recreational vehicles 26| TN A 1.6 -0.3 1.78 0.0 0.03 26 1.8 0.0 1.9 2.0 0.4
Home entertainment equipment T A A Y, A 1.0 -0.9 0.88 -0.1 0.01 -38 2.0 -1.8 -4.9 22 -1.1
Travel services 16.4| o) ey 1.3 0.6 0.85 0.1 -0.01 0.8 2.9 5.3 0.4 2.8 5.7
Other cultural & rec. services 540y L T 1.0 0.1 175 0.1 0.02 35 11 1.7 3.4 1.4 15
Educ. & reading 26 T L 0.34 186 0.05 0.01 25 14 0.0 3.0 11 -0.4
Education 28 T\ L 02 02 1.60 0.0 0.00 2.4 14 03 3.0 12 -02
Reading material excl. textbooks 15| Mg oy Y T 0.9 0.9 0.26 0.0 0.00 38 2.8 -0.9 32 2.9 -0.6
Alcoholic beverages, tobacco & rec. cannabis 4.7 _,f"v-v-/v \_\_,_,.,,.«-f-"“ 1.2 0.7 4.63 0.2 0.06 3.2 1.2 1.3 2.7 13 1.5
Alcoholic beverages | PO SR N el 134 2.83 0.15 0.04 17 05 6.9 14 0.7 53
Alc. beverages served in licensed establishments 4.7 —ﬂ—-—m-—r'wﬂ,‘,/" ‘-_z—\,‘_,-r’h‘" 03 03 0.67 0.0 0.00 1.8 0.6 4.7 2.0 0.7 3.9
Alc. beverages purchased from stores 5.6 [ty oy o 17 0.4 216 0.1 0.04 17 0.7 5.9 11 11 42
Tobacco products 6.4 W M 2.07 1.28 0.08 0.03 5.6 21 0.4 4.8 2.8 0.6
Cigarettes 6.1 S e~ 15 116 0.1 0.02 5.6 21 0.2 4.8 2.8 0.4
Other tobacco products & supplies 9.8 MJ‘-\J \‘_/-n.f\‘\__p' 8.2 0.1 0.0 0.01 5.6 2.0 21 4.9 2.6 1.9
Rec. cannabis -3.4 A -1.21 0.50 -0.02 -0.01

*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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