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Canadian Retail Sales:
Shoppers Showing Restraint
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Continuing what’s become a bit of a trend, Canadian shoppers showed restraint in August. A
decline in retail sales reflected relatively broad-based weakness across spending categories. While
it wasn’t enough of a pothole to alter the Bank of Canada’s road towards a rate hike next week, it
will raise red flags for those who believed the central bank could accelerate the pace of monetary
tightening.



Headline sales fell 0.1% in August, extending a string of weakness. And the news has been worse in
volume terms, where sales declined 0.3% and have actually fallen in each month since June. Real
sales are now tracking growth of only 0.7% over the past year, hardly a pace that monetary
officials need to vigorously lean against.



Softness was observed in gasoline sales, where it was volumes rather than prices which made up
for just about all of the decline. With gas prices still hovering at elevated levels during the month,
drivers appear to have decided to say at home rather than trek out on road trips during the final
weeks of summer vacation.



But the blame can’t all be pinned on drivers. Indeed, sales fell in 7 of 11 subsectors including
clothing, building materials and furniture stores. The latter two are another sign of the softer
housing market in Canada, with both now tracking less than 2% real growth over the past year. As
interest rates continue to inch up, expect renovation activity and home sales to stumble further, a
headwind for building materials and furniture store sales, respectively.



Motor vehicle sales provided a bit of support for headline retail sales during the month, but the
trend has not been auto dealers’ friend recently. Over the past year, sales are up only 1.7%, well
off the high of 16% reached late last year. And, even those modest gains have only been due to
price moves. In volume terms, sales are down 0.6% relative to a year earlier. Interest rate
increases tend to work through the housing market and durable goods such as auto purchases first,
and there now appears to be evidence across those categories that monetary policy is already
cooling growth.



Across regions, the story continues to be one of year-over-year retail sales strength in central
Canada, namely Ontario and Quebec, and weakness out west where BC and Saskatchewan are
lagging the rest. Overall, with Ontario and BC households the most heavily indebted, further
interest rate moves are likely to be most challenging to economic growth in those regions.

Implications & Actions
Re: Economic Forecast — The decline in retail sales has us still looking for a 0.1% print for August GDP
and 2.2% for Q3, albeit with the risks now slightly tilted to the downside rather than the upside
surrounding those forecasts. The undershoot versus expectations in both retail sales and CPI data today
are unlikely to sway the Bank of Canada from hiking interest rates next week. However, they’re in line
with our view that central bankers don’t need to do much more work to cool the economy from this point
on. That’s a view which has been at odds with both markets and the street recently.
Re: Markets — The data have been bullish for fixed income and bearish for the Canadian dollar as
investors pare expectations for follow up rate moves after next week’s Bank of Canada hike.
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