Questionable Canadian CPI Requires More Evidence
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e Coreinflation gauges ebbed in July
GLOBAL ECONOMICS e The coreinflation trend isn’t screaming out for rate cuts
e Wild revisions and wonky SA factors lessen data reliability

SCOTIA FLASH e Mild market reaction awaits much further evidence...
August 19, 2025

..to inform the BoC'’s next steps including September’s decision

Actual: 0.30 /1.7

Derek Holt .

VP & Head of Capital Markets Economics Scotia: 0.5/1.9
Scotiabank Economics Consensus: 0.3/1.8
416.863.7707

Prior: 0.1/1.9

Trimmed mean CPI m/m % SAAR: 2.25
Weighted median CPIm/m % SAAR: 2.2
Traditional core CPI m/m % SAAR: 0.8

derek.holt@scotiabank.com

Chart1
BoC's Preferred Core Measures

10  m/m %, SAAR
9 | Measures of core inflation were softer in July but it’s just one set of readings ahead of a lot
Core CPI - Trim . . e
s | of further information on the road to the next Bank of Canada decision on September 17",
7 That'’s probably why the market reactions were fairly muted. There are also serious
6 Core CPI - Median questions to be raised regarding data reliability.
> Muted Market Reaction
4
3 Canada’s 2-year GoC yield fell by about 5bps post- Chart2
; data with some of that due to position covering Canadian Traditional Core Inflation
. .. . 9
; after the yield was rising into the data. USDCAD m/m % change, SAAR
o moved up by just over a third of a cent perhaps 8 r
21 22 23 24 25 also influenced by stronger than expected US 7
H o, o, 6
Sources: Scotiabank Economics, Statistics Canada. housmg starts (+5'2/° m/m SA’ -1.8% consensus).
OIS markets added a couple of basis points to >
Chart 3 September cut pricing that now stands at about 9—  #
Canadian Core CPI Measures 10bps and hence material but well shy of being 3
Month Weighted ~ Trimmed  Traditional priced. 2
Median Mean Core 1
Softer Core Gauges o | 111 I
. ) . NONONNNNNNNNNNNNNNNNNNNN
Feb-2024 0.6 0.6 16 Trimmed mean CPl and weighted median CPI both SRRSSRIIRIRLIRRRILK]RIR8R
CEXNT5Q>C s >50> XS5 Q>C s >TS
Mar-2024 23 29 33 landed at about 24% m/m at a seasonally RS S335885380R853958553
Apr-2024 11 17 16 adjusted and annualized rate in JuIy (chart 1). Sources: Scotiabank Economics, Statistics Canada.
il2Ye2 028 &0 &l &1 Traditional core CPl was even lighter at 0.8% m/m SAAR (chart 2). Chart 3 lays out the
Jun-2024 23 2.9 16 . . . .
un numbers over time. The yearly trimmed mean (3%) and weighted median (3.1%) measures
Jul-2024 11 17 2.4 ; .
are not spot y/y calculations but get referenced by the BoC and remain at the top end of
Aug-2024 2.9 23 0.8 ) i
Sep-2024 e P 15 the inflation target range.
Oct-2024 4.0 41 32 Service Price Inflation Ebbed
Nov-2024 40 35 08
Dec-2024 o8 29 40 The key driver was cooler service price inflation (chart 4) which largely ground to a haltin
Jain-2075 28 35 32 July. Core goods inflation (ex-food and energy) also softened (chart 5).
Feb-2025 4.0 34 5.6 I
Two Concerns About Data Reliability
Mar-2025 2.2 17 0.0
Apr-2025 5.1 5.2 4.0 Before turning to other details and Bank of Canada implications, there are two main issues
May-2025 22 23 32 with data reliability. One concerns Statcan’s seasonal adjustments. The other concerns
Jun-2025 28 28 2.4 wild revisions.
July-2025 22 23 08
Sources: Scotiabank Economics, Statistics Canada. Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by

email at scotia.economics@scotiabank.com



https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
mailto:derek.holt@scotiabank.com

Scotiabank.

SCOTIA FLASH

On the first one, why did Statcan opt for the lowest Chart 4
seasonal adjustment factor on record for traditional
core CPl when comparing like months of July (chart
6)? There is a recency bias to how SA factors are

Canadian Service Inflation
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calculated that is slanted to the experiences of recent
years that may not be appropriate if distortions to
seasonality in and after the pandemic are less os |
representative now. What judgement might Statcan
instead apply, or alternative methods of calculating SA 4
factors, if there are outlier estimates of SA factors that

stick out so much? 05

How much? Chart 7 shows what core CPl would have
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been at any other SA factor than the one they chose

CPI nonannualized, we could have easily gotten a Haver.
materially higher estimate at a different SA factor. Chart 6
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Sources: Scotiabank Economics, Statistics Canada.

The revisions included the month of June with that month’s weighted median CPI reading being
bumped down a half point to 2.8% m/m SAAR. Traditional core CPl was bumped down by a larger
0.7 points to 2.4%. Only trimmed mean was left unchanged at 2.8% in June with no revision.

The revisions and fresh data for July combine to change the math somewhat on the trend in price
pressures. On a three-month moving average basis, trimmed mean CPl is now running at 2.4%,
weighted median CPl is now at 2.5%, and traditional core CPl is 2.1% all on a seasonally adjusted and
annualized basis.

Statcan needs to provide a decomposition of the reasons behind these large revisions. Is it having
the same problem with obtaining adequate data as the BLS is having in the US? Does fresh price
data really arrive with such long lags months, quarters, even years later to merit sudden revisions
and if so, then why? Are there methodological changes, or errors being applied?

Bank of Canada Implications
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In any event, based on the data as it stands now, those are not light core inflation readings, and they’re definitely not undershooting the
BoC'’s 2% inflation target, but they are back in the confines of the BoC’s 1-3% target range for headline inflation while using core gauges as

the more stable way of operationalizing achievement of this target range. That balances the risks to the rate outlook a little more than

previously.
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The BoC couldn’t base further easing from what is already a roughly neutral policy rate on such Chart9

numbers in my opinion. They would either need more evidence of downside risk to inflation CA Inflation Breadth
tracking that may or may not arrive with further data, or high confidence in their ability to 90 % of components
forecast price pressures which doesn’t seem to be in vogue at the BoC that continues to avoid a 80 Over vy
base case projection. 70 growth
DETAILS 60

50

Turning to a breakdown of the basket, chart 9 illustrates what’s going on with the breadth of
price increases in the CPI basket. About 40% of the basket is rising by more than 3% y/y and 40

about 30% of the basket is rising by over 4%. The breadth of price pressures remains 30
disconcerting. 20 |
Charts 10-19 provide illustrations of some of the key components. The leisure category— 10
"recreation, reading and education”—fell -0.3% m/m SA with contributing factors such as 0 ——————r———T——7——

travel tours and traveler accommodation. It’s unclear whether that’s temporary or not, but 91 94 97 01 04 08 M 14 18 21 25

i — . s  Scotiabank E ics, Statistics Canada.
wildfires across much of the country may have inhibited travel and tourism. ources: scotiabani =conomics, Statistics L-anada

Shelter cost inflation moved up including through rent, but house prices as Chart 10

captured in CPI exerted some downward pressure. Breakdown of Monthly Changes within Recreation

Transportation prices were soft including both gas prices and vehicle prices. Education and Reading CPI Category

Clothing, restaurant prices and the so-called ‘sins’ prices were also relatively Sporting Exercise Equipment
Books

soft.
Newspapers
. . Other Recreational Equipment
Charts 20-21 provide a fuller breakdown of the CPI basket in m/m % terms ernecrea Ion;igi::pl\z;?a
and weighted contributions to m/m % changes in CPI. Media Subscriptions
. . Spectator Entertainment
Charts 22-23 do likewise for the y/y measures. Use of Recreational Facilities

Recreational Services
Other Educational Services
Tuition Fees

Please also see the accompanying table that provides greater detail.

Recreational Vehicles

Toys & Games

Magazines

Video Equipment

Recreation, Education, & Reading

Recreational Vehicle Operation

School Textbooks

Digital Computing Equipment

Traveler Accommodation

Audio Equipment
Photographic Equipment m/m %, SA,
Travel Tours July. 2025

-8 -6 -4 -2 0 2 4

Sources: Scotiabank Economics, Statistics Canada, Haver.
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Chart 20 Chart 21

July Detailed Category Monthly
Change in Canadian CPI

July Detailed Category Contributions to Monthly
Change in Canadian CPI
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Chart 22 Chart 23

July Detailed Category 12-Month
Change in Canadian CPI

July Detailed Category Contributions to 12-Month
Change in Canadian CPI
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Jul 2025 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
o N m/m% .
CA INFLATION COMPONENT BREAKDOWN Iy % 10-yeartrend , _"andemictrend Q/mpe e G e yly mim| 20152019 oy pev.  z-score| 201201 gy pev.  Z-Score
change (Jan 2019-Present) |change, NSA SAR* (%) avg.yly avg.yly
Food 3.3 [ Ny T ey, 0.6 0.4 16.91 0.56 0.10 21 17 0.7 2.2 15 0.8
Food, stores EW Y BCE G T et N 0.8 10.86 0.37 0.09 17 2.4 0.7 2.0 2.0 0.7
Meat E 3] N NV o N Al 0.6 0.1 1.87 0.09 0.01 25 36 0.6 3.4 3.6 0.4
Fish & seafood 3.0[ MmN -0.6 -0.3 0.32 0.01 0.00 29 14 0.0 2.8 25 01
Dairy products & eggs 1.0t -05 -0.4 1.50 0.02 -0.01 0.2 15 0.5 0.6 15 0.3
Bakery & cereal products 0.7 | S T 1.3 0.6 1.60 0.01 0.02 0.5 2.1 0.1 1.2 23 -0.2
Fruit, fruit prep. & nuts 5.6 WWWW% 0.5 15 1.40 0.08 0.01 18 4.4 0.9 2.0 35 1.0
Vegetables & vegetable prep. 18| A A A T 25 15 1.22 -0.02 0.03 49 6.4 -1 3.6 5.8 -0.9
Other food & non-alcoholic beverages 6.4 e T 1.0 1.0 295 0.19 0.03 1.0 15 35 13 17 3.0
Food purchased from restaurants 3.2 —-—-—-——ﬁ---—f""'y -——--—J_"“‘w 0.2 0.1 6.05 0.20 0.01 3.0 0.7 0.4 2.6 0.7 0.9
Table service restaurants 25 -—'—"‘-'-—A'yh——‘—"’—‘—w 0.2 3.46 0.09 0.01 29 0.6 -0.6 2.6 0.6 -01
Fast food & take-out 4.6 [rmmme e ey iy 0.2 1.69 0.08 0.00 32 12 11 26 12 17
Cafeterias & other restaurants 3.2 -u--—""'—'d‘-"‘y“—ﬂ—"ﬁv 0.2 0.90 0.03 0.00 3.0 0.6 0.3 2.6 0.7 0.8
Shelter X Y N e 0.3 0.3 29.41 0.87 0.09 1.8 0.6 2.0 17 0.8 1.6
Rented accommodation 5.0 _._,_,vr'""‘ M.,__’,.\,/-f"""\ 0.6 0.5 7.56 0.38 0.04 13 0.8 4.6 13 0.6
Rent L | IR R 0.6 7.35 0.37 0.04 13 0.8 4.6 13 0.6
Tenants' insurance premiums (] PR U N 0.6 0.12 0.00 0.00 11 16 0.0 03 1.6 05
Tenants' maintenance & repairs 0.1 ‘w—rw.r\_[‘-P"'\‘-\_/—\_}‘J"_“'"L_ 0.0 0.09 0.00 0.00 22 1.0 -2.0 26 22 -1.2
Owned accommodation 25 ,,_,,,_.._..._f’“"\ __.._._/"N_\’\ -0.1 18.76 0.47 -0.01 23 0.4 0.5 17 0.8 10
Mortgage interest cost 4.8 _,_,,__—-—\/\ ——\__/+\ 0.2 0.2 5.84 0.28 0.01 21 3.6 0.7 -0.1 3.6 1.3
Homeowners' replacement cost -0.9 M___A___ -0.2 -0.3 4.57 -0.04 -0.01 1.9 1.7 =17 21 1.5 -2.0
Property tax & other charges 60| e 0.0 0.4 259 0.6 0.00 24 o6 64| 28 07 46
Homeowners' home & mortgage insurance 4.4 WW 0.6 0.5 1.45 0.06 0.01 5.2 23 -0.4 45 2.6 0.0
Homeowners' maintenance & repairs 1.3 w..\__,f“v\__‘_’__wf”"\-\_m -0.2 -0.2 2.01 0.03 0.00 2.0 11 -0.6 2.0 1.4 =05
Other owned accomodation expenses 0N A N -05 -0.4 2.30 0.00 -0.01 2.0 1.2 -1.5 2.4 2.0 -1.2
Water, fuel, & elec. 0.6 [\ m_ o M e N 1.8 3.08 0.02 0.05 0.8 2.1 -0.1 25 3.4 -0.5
Electricity 1.8| ey M o e N 0.2 0.2 1.65 0.03 0.00 12 4.4 0.1 25 38 -0.2
Water a9 e 0.0 03 0.75 0.04 0.00 3.7 0.9 13 49 14 0.0
Natural gas 1P N P, PN N 7.7 7.7 0.48 -0.04 0.04 -1.3 9.0 -0.7 0.4 10.6 -0.7
Fuel oil & other fuels 13 M N 6.8 6.8 0.21 0.00 0.01 -0.1 15.5 -0.1 5.1 14.2 -0.5
Household operations, furniture & equipment 14 Mw\vﬂ 0.5 0.3 13.25 0.18 0.06 1.2 1.0 0.2 1.4 0.9 -0.1
Household ops. 15 [~ Nt A I M TN 05 9.14 0.14 0.04 13 11 0.2 2.1 13 -0.4
Communications 1.8 [T A et 11 11 2.94 -0.05 0.03 0.0 2.8 -0.7 15 2.9 -1.2
Child care & housekeeping services RT] e Wl 0.0 -02 072 -0.01 0.00 3.4 1.4 S| 33 13|
Household cleaning products 0.6 [mcamrma e AN A N -0.2 -01 035 0.00 0.00 13 1.9 -0.4 0.8 1.9 -01
Paper, plastic, aluminum foil 4.6 [Ny A AN 2.7 16 0.45 0.02 0.01 2.2 2.2 11 2.0 2.0 1.3
Other household goods & services 3.7 |t N T 0.0 0.2 4.68 0.17 0.00 1.8 0.5 4.0 2.4 11 1.2
Household furnishings & equip. 0.8|\y N~ 0.5 4m 0.03 0.02 0.8 1.7 0.0 0.1 1.6 0.5
Furniture & textiles 2.0 it s N 0.7 1.65 0.03 0.01 0.4 21 0.7 -03 21 11
Household equipment -0.5 MM 0.3 0.5 1.91 -0.01 0.01 0.9 17 -0.9 0.0 1.8 -0.3
Services related to furnishings & equipment 2.5 M__,__Ja—"r"‘ﬂ-\_ 0.7 0.2 0.39 0.01 0.00 2.4 1.8 0.1 2.7 29 -0.1
Clothing & footwear [ e e L U e W -1.9 -0.7 4.4 0.03 -0.08 0.6 1.2 0.1 0.3 14 0.3
Clothing -0.3 [y I oty o e -21 -0.5 2.83 -0.01 -0.06 0.5 16 -0.5 -03 21 0.0
Footwear 2.5 |t haran P A -15 -0.9 0.63 -0.02 -0.01 0.4 1.2 -25 0.1 1.4 -1.8
Clothing accessories 7.6 M“‘-”‘W NM\W -2.0 0.65 0.05 -0.01 1.0 18 3.7 2.3 2.6 2.1
Clothing material 220 L 0.0 0.28 0.01 0.00 22 0.7 0.0 2.7 1.2 -0.4
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Jul 2025 Weighted Contributions (ppts)* 5-Year Pre-Pandemic 10-Year Pre-Pandemic
. m/m% .

CAINFLATION COMPONENT BREAKDOWN chya’r"’;': 10-yeartrend Ja:az'(‘)ﬁ';f:fe‘s'::g chang’:’ ;‘:: chasnf*e’: We'g(';g yly m/m 20:,:3}3 Std.Dev.  Z-Score 2°:1‘;3}3 Std.Dev.  Z-Score
Transportation ] O VI WV 0.4 -0.2 16.9 -0.25 0.07 17 3.1 -1.0 23 3.0 -13
Private trans. 0.9 [ I Nmn AN e -0.1 15.2 -0.13 -0.01 13 32 -0.7 22 32 -1.0
Purchase, lease, rental of passenger vehicles 4.6 MM\W -0.4 6.84 0.31 -0.03 23 1.5 1.5 19 1.6 1.6
Purchase & lease of passenger vehicles 4.6 M\f"ﬂ\v M\J\w, -0.4 6.79 0.31 -0.03 23 15 15 19 1.6 16
Rental of passenger vehicles 3.6 .__,__.\__,_1,;'-1,‘___, w_rn-\_,___‘_‘_, 0.0 -1.7 0.06 0.00 0.00 14 52 0.4 1.2 4.1 0.6
Operation of passenger vehicles -4.1 W}"\W«W 0.2 8.37 -0.34 0.02 0.7 5.7 -0.8 2.4 5.4 -1.2
Gasoline L N -0.7 ;12 3.23 -0.52 -0.02 -0.6 135 1.2 3.0 122 16
Passenger vehicle parts, maintenance & repairs 39| e T 1.1 04 2.47 0.10 0.03 1.9 03 58 1.6 0.8 3.0
Other passenger vehicle expenses 52 W ‘_'\\_44—’“‘"_" 0.6 0.6 2.66 0.14 0.02 2.4 22 13 26 2.0 13
Public trans. 6.7 | Mo i | oo P | 4.4 1.69 -0.1 0.07 4.8 3.9 -3.0 3.4 3.7 -2.7
Local & commuter transportation 12— e T 01 13 0.46 0.01 0.00 15 05 -0.6 22 12 -0.9
City bus & subway 1.9 |f—~——— o 05 0.33 0.01 0.00 2.1 0.7 -0.3 2.8 1.4 -0.6
Taxi & other commuter service O3 N — TN -0.9 0.13 0.00 0.00 0.1 0.8 -0.5 0.9 12 -1.0
Inter-city transportation 9.4 et eI i 6.1 -21 1.09 -0.10 0.07 6.2 57 -27 3.9 5.8 -23
Air transportation 10.6 |t e 6.7 0.99 -0.10 0.07 6.5 6.2 2.8 40 6.4 2.3
Rail, highway bus, other 6.2 [1 W g~ 0.8 0.10 0.01 0.00 2.7 1.8 2.0 2.0 42 1.0
Health & personal care 2.8| e 01 0.3 5.05 0.1 0.01 14 0.4 35 13 0.9 18
Health care 28|, et N e 0.1 253 0.1 0.00 13 0.6 2.6 11 0.8 21
Health care goods L] e T R 01 01 151 0.0 0.00 05 07 15 -01 11 15
Health care services 42| N 0.1 03 1.02 0.0 0.00 25 0.6 31 29 0.8 17
Personal Care 29| rene e e T 0.2 2.52 0.1 0.00 15 0.5 2.6 15 12 12
Personal care supplies & equipment 2.7 MM 0.3 0.5 1.66 0.0 0.01 0.4 0.9 25 0.5 1.6 1.4
Personal care services 35 w—mﬂwﬂw———f\ 0.0 0.3 0.86 0.0 0.00 29 0.7 0.8 2.7 14 0.5
Recreation, education & reading 0.9 [ b a At A 0.5 -0.3 10.12 0.1 0.05 17 0.8 -1.0 13 0.9 -0.4
Recreation 1.0 [simmm i Nt p A S 0.79 7.94 0.08 0.06 14 1.0 -0.4 0.6 12 0.3
Recreational equipment & services, excl. vehicles 0.2 WNW’W\/ 0.2 0.1 213 0.0 0.00 -0.8 1.6 0.7 -2.2 2.0 1.2
Purchase & operation of recreational vehicles -2.5 «N“M‘\JA\""‘M’J"‘A\-"“—“ -0.4 0.2 1.48 0.0 -0.01 2.6 1.8 -2.8 1.9 2.0 -23
Home entertainment equipment 4.9 .ﬂ-m..-r““\,{"\{ W_J- -0.9 -1.5 0.53 0.0 0.00 -3.8 2.0 43 -4.9 22 45
Travel services 1.2 |t At W ey A VA 32 2.0 183 0.0 0.06 0.8 29 -0.7 0.4 2.8 -0.5
Other cultural & rec. services 5.6 [ et LS N T e 0.4 0.6 1.97 01 0.01 35 11 2.0 3.4 14 1.6
Educ. & reading 1] i I i T e e -0.16 2.18 0.03 0.00 2.5 14 -0.8 3.0 11 -13
Education e T L -03 0.1 1.91 0.0 -0.01 2.4 14 -0.6 3.0 12 12
Reading material excl. textbooks 1.0 MWM 0.3 0.3 0.27 0.0 0.00 38 2.8 -1.0 3.2 29 -0.8
Alcoholic beverages, tobacco & rec. cannabis 19 [N T Ty 0.0 0.0 3.99 0.1 0.00 32 12 -11 27 13 -0.7
Alcoholic beverages 2.8 %——f-w-u/\y W 0.07 2.58 0.07 0.00 17 0.5 21 14 0.7 2.0
Alc. beverages served in licensed establishments 34| N ey 0.1 03 0.77 0.0 0.00 1.8 0.6 256 2.0 0.7 2.0
Alc. beverages purchased from stores 2.6 st Ny T 0.0 0.1 1.81 0.0 0.00 17 0.7 1.3 11 11 1.4
Tobacco products 13| M\ U 0.00 1.01 0.01 0.00 5.6 2.1 -2.0 48 2.8 -13
Cigarettes 0.8[_f e\ e/ T 0.0 0.89 0.0 0.00 56 21 -23 48 28 -1.4
Other tobacco products & supplies 43 M‘“’W\J“"‘f% -0.1 0.12 0.0 0.00 5.6 2.0 -0.6 4.9 2.6 -0.2
Rec. cannabis -2.4 an ™ -0.57 0.50 -0.01 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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