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CPI… my oh my 
By Warren Lovely & Taylor Schleich

Inflation forecasts aren’t worth the paper they’re written on. That will be the all-too-familiar refrain when the Bank of Canada presents its next 
detailed economic forecast in a July 13th MPR—a document destined to accompany an historic interest rate hike by Canada’s central bank. 
With headline inflation galloping away at 7.7% in May, even the most benign of forecasts for June would seemingly leave Q2 inflation running 
about 1½%-pts above the BoC’s April forecast. That’s the biggest miss yet in what has been a systematic underestimation of inflation. So if 
May’s CPI report doesn’t set alarm bells ringing at Governing Council, someone should check their collective pulse. It’s not simply a case of 
one or two special factors at play. Yes, there’s variation across the major components; when is that not the case? But nearly all are clear of 
the desired range. And core inflation, averaging 4.7%, tells us in no uncertain terms that we a serious inflation problem requiring urgent action. 

For BoC watchers trying to compare today’s inflation trajectory with earlier monetary tightening episodes, give up. There’s simply no 
comparison in the overnight rate target era (that started in the mid-1990s). That’s why the current tightening cycle is unlike anything we’ve 
observed in the past. As aggressive as the past couple of BoC actions may have seemed at the time, it’s time to turn the screws even tighter. 
A 75 bp rate hike on July 13th won’t fix Canada’s inflation problem, not with labour markets as tight as they are. As an aside, job vacancy data 
are clearly worrying and Canada’s acute labour shortage won’t be remedied quickly despite a resumption of healthy population growth. 

To summarize: We have out-of-control inflation. Simply sending more money to households like some governments have done (or intend to 
do) is just like adding gasoline (itself already expensive) to the fire. Inflation demands an uber-forceful BoC reaction, including a 75 bp hike in 
three weeks’ time. Exceptional rate hikes have done little to control prices (so far) but have turned housing markets upside down. Consumer 
psyches bear watching and recession risks have mounted. Indeed, with inflation data like this, securing a ‘soft landing’ might be like threading 
the eye of a needle. We haven’t totally abandoned hope, but today’s CPI report should sober up even the most enthusiastic among us.  

Chart 1: Another miss incoming for BoC forecasts 
BoC’s projected inflation trajectory from last 5 MPRs vs. actual inflation rate 

 
Source: NBF, StatCan, BoC | Note: Some quarters not explicitly provided by BoC. These 
are estimated based on the quarterly, Q4/Q4 and full-year inflation projections given.

Chart 2: Inflation way up (almost) across the board 
Y/Y CPI inflation by major component: May-22 vs. prior years 

 
Source: NBF, StatCan  
 
 

Chart 3: Clearly, not your average hiking cycle 
Trajectory of core inflation in the lead-up to and during BoC hiking cycles 

 
Source: NBF, StatCan | Note: BOCT1-6 includes all hiking cycles since 1997

Chart 4: From a Phillips blob to a Phillips curve 
Jobless rate vs. all-items inflation rate, differentiated by era 

 
Source: NBF, StatCan 

0

1

2

3

4

5

6

7

8

M
ar

-1
9

Se
p-

19

M
ar

-2
0

Se
p-

20

M
ar

-2
1

Se
p-

21

M
ar

-2
2

Se
p-

22

M
ar

-2
3

Se
p-

23

Apr-21
Jul-21
Oct-21
Jan-22
Apr-22
Actual
Target

% ?

-10

-5

0

5

10

15

20

All-items Food Shelter HH ops Clothing,
footwear

Transp. Health Rec.,
edu.

Alc.,
tobac

May-20

May-21

May-22

%

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

-18 -15 -12 -9 -6 -3 T=0 +3 +6 +9 +12 +15 +18

Avg: BOCT1-T6

BOCT7

%

months before/after first hike

Latest!
(May-22)

-2

-1

0

1

2

3

4

5

6

7

8

9

4 5 6 7 8 9 10 11 12 13 14

Pre-COVID (120M)

Peak COVID (12M)

Spring 2021 onwards

Inflation rate, %

Jobless rate, %



 
 

 
2 

Economics and Strategy 

Market View 

Economics and Strategy 
Montreal Office  Toronto Office 
514-879-2529 416-869-8598 

Stéfane Marion Matthieu Arseneau  Warren Lovely 
Chief Economist and Strategist  Deputy Chief Economist  Chief Rates and Public Sector Strategist 
stefane.marion@nbc.ca matthieu.arseneau@nbc.ca  warren.lovely@nbc.ca  

Kyle Dahms Daren King Jocelyn Paquet Taylor Schleich 
Economist Economist Economist Rates Strategist 
kyle.dahms@nbc.ca daren.king@nbc.ca jocelyn.paquet@nbc.ca taylor.schleich@nbc.ca  

Alexandra Ducharme Angelo Katsoras  Ethan Currie 
Economist Geopolitical Analyst  Sales & Trading Intern 
alexandra.ducharme@nbc.ca angelo.katsoras@nbc.ca  ethan.currie@nbc.ca 

General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may 
be subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update 
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis 
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this 
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 
circumstances.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of 
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

U.S. Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major U.S. Institutional Investors only.   

This report is not subject to U.S. independence and disclosure standards applicable to research reports. 
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With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
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any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
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for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
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SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) 
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 
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