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Consumer price index (% chg) 25:Q3 25:Q4 Oct Nov Dec
Yearlyear rate (unadjusted) 2.0 2.2 2.2 2.2 24
Monthly rate (unadjusted) 0.2 0.1 -0.2
Monthly rate (SA) 0.1 0.2 0.3
Three-month rate (SAAR) 3.0 3.2 2.7
CPI-trim (yearlyear rate) 31 29 3.0 2.9 2.7
CPI-median (year/year rate) 31 2.8 3.0 2.8 25

Source: Statistics Canada

Headline inflation was a little stronger than expected in December, but was softer on average across core measures.
Because of that, we don't think that today's data will impact Bank of Canada policy as we head towards next week's
meeting, and continue to think that the overnight rate will be on hold throughout this year.

Headline CPI was -0.2% m/m (+0.3% SA) and 2.4% yly, with both of those readings slightly above consensus
expectations (-0.3% and 2.2% respectively). The acceleration in the year-over-year rate was largely due to base
effects from a year ago when the temporary GST/HST tax break lowered prices of some goods and services. That
impact was offset slightly by gasoline prices falling more in year-over-year terms than they did in the prior month.

Core measures of inflation were also a mixed bag, with ex-food/energy rising by an above-trend 0.3% seasonally
adjusted, but CPI-trim and CPI-Median only seeing marginal monthly increases. CPI-X printed in the middle, with a
0.2% seasonally adjusted increase. An average of these four core measures was 0.14% m/m, 2.1% 3m-annualized,
2.2% 6m-annualized and 2.65% yl/y, with all of these readings representing slight decelerations relative to the prior
month.

The differing trends within core measures suggests that a couple of sectors were key in driving ex food/energy and
headline inflation higher in December, with these being trimmed out or not included in other measures. This includes
increases in air transportation and travel tour fares that went above normal seasonal trends.

Elsewhere, shelter inflation continued to ease, with the 2.1% year-over-year pace the lowest since 2021. That's been
driven largely by owned accommodation, which this month included a monthly decline in mortgage interest costs for
the first time since 2022. Countering that, rental inflation as measured in the CPI remains stronger than market asking
prices, with December seeing a 0.5% m/m increase for a year-over-year pace close to 5%.

Implications & actions

Re: Economic forecast — Headline inflation may have been firmer than expected in December, but softness in
measures such as CPI-Trim and Median suggest that was not due to widespread inflationary pressures. As a result
we still view underlying inflation as only a little above 2% (close to the 2.2% 6-month annualized average of core
measures), which is not strong enough to justify speculation that the Bank of Canada may be forced to raise interest
rates before the end of the year. We continue to forecast no change in the policy rate during 2026.
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Re: Markets — Bond yields were little changed by today's data, which did little to change expectations for Bank of
Canada policy setting.
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