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Airline Fares Have Inflation Flying Temporarily Higher
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Headline inflation bucked expectations for a soft print, but only because of a recent
methodological change to the way airfares are calculated. That development should reverse itself
in the coming months, as the change tends to exacerbate seasonal trends. As a result, there’s
little reason for markets to react heavily to the news, particularly given that the Bank of
Canada’s three core measures remained just a hair below the 2% target.



The consumer price index fell 0.1% NSA (0.2% SA) in December, causing the headline rate of
inflation to accelerate to 2.0% (prev. 1.7%), with a weaker monthly print falling out of the annual
calculation. That was well ahead of expectations, but was driven in large part by the
aforementioned methodology change that saw airline fares 22% higher in December. Together,
airfares and travel tours accounted for all of the upside surprise versus expectations today.



Excluding food and energy, those temporary factors left the index up 0.4% in seasonally adjusted
terms, and running at an annual rate of 2.3%. But, so long as we see the move in airline fares
reverse in the coming months, there shouldn’t be many medium-term implications for the pace of
inflation from today’s surprise.



Gasoline had been the key swing factor for consumer prices recently, and were again down
roughly 5% in December. But the recent rebound in oil prices will have that portion of the
consumer price basket adding some juice to the headline rate in the coming months, with further
upside possible if, as we expect, global benchmark oil prices have a little more room to rebound
this year.



Looking through the messiness of airline fares and gas prices though, the Bank of Canada’s three
core measures remained just a hair below the 2% target, consistent with the range they’ve been
in for the past year. The only notable item was a one-tick downward revision to the CPI-core

median rate to 1.8% for November, where it stood again in December. Overall, underlying price
pressures appear consistent with a healthy, but not overheating, domestic economy.

Implications & Actions
Re: Economic Forecast — Headline inflation should cool back down in the coming months, as the upside
surprise driven by temporary technical factors is reversed. On the flip side though, gasoline prices should
actually begin to support headline prices in the next few releases. The lack of any material changes in
the Bank of Canada’s core measures suggests that, despite all the volatility and surprises in headline
inflation, the picture for underlying consumer price pressures hasn’t changed much in recent months.
Re: Markets — The Canadian dollar rallied and bonds sold off in the minutes after the release, but some
of those moves have now been reversed as investors are likely digesting the fact that the headline
acceleration was the result of a methodological change, and should therefore have little effect on
central bank policy.
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