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▪ Since 1992, the Bank of Canada's mandate has remained 

stable: to keep CPI inflation in the middle of a 1% to 3% range. 

However, the same can't be said for the core inflation 

measures used to guide monetary policy and its 

communication, particularly since 2021. 

 

▪ Indeed, the many turnarounds of the past three years 

highlight the fact that the Bank of Canada has too often 

allowed itself to modify the core inflation measures 

emphasized in its communications. This gives the impression 

that specific inflation data is sometimes used in a targeted 

way to support a pre-established monetary policy decision 

and communication. 

 

▪ In short, the Bank of Canada must prioritize an in-depth 

reassessment of core inflation measures, and not rule out a 

return to the much more flexible and simple exclusion 

measures. Furthermore, it must make publicly available all 

the data needed to replicate these indicators, to avoid the 

public perceiving them as a black box. 

 

Since March 2022, the Bank of Canada (BoC) has been engaged in a 

monetary tightening cycle of unprecedented speed and 

aggressiveness, for a total of 475 basis points in 17 months. In 

September and October, the Governing Council chose to leave the 

policy rate unchanged, but remained concerned about the 

persistence of underlying inflationary pressures and said it was 

prepared to raise the overnight rate again if necessary, as the 
average annualized pace of CPI-Trim and CPI-Median remains in the 

3.5% to 4.0% range that the Bank has flagged as a level of concern2. 

Meanwhile, progress on headline CPI inflation has been timid given 

the rebound in energy prices (chart). 

 
2 For the purposes of this Special Report, we will use the terms "core inflation" and "underlying inflation" interchangeably.  

 

In addition to its official core inflation measures, the Bank has 

introduced other core inflation measures to its analytical framework 

in the last year to guide its decisions. Indeed, it has recently been 

focusing on inflation in core services excluding housing, which is 

showing an even more worrying pace (3-month annualized growth of 
4.3% in September). Although this measure is not part of the Bank s 

official analytical framework, some groups of economists go so far as 

to call it the "supercore" CPI. With the proliferation of core measures 

used by our central bank, analyzing inflation data has become more 

complex and it's easy to get lost in the shuffle. In our opinion, the BoC 

has been contributing to the current imbroglio for some time and 

needs to stabilize the situation. In this Special Report, we suggest 

that the central bank prioritizes a thorough re-evaluation of core 

inflation measures, and even considers a major clean-up. 

The short history of core inflation measures in Canada 

The Bank of Canada's mandate is to ensure that annual inflation as 

measured by the Consumer Price Index (CPI) is at the mid-point of a 

control range between 1% and 3%. Although this target relates to the 

overall inflation rate, the Bank needs to monitor underlying price 

pressures so as not to react unduly to a temporary shock affecting 

particular components. It may therefore be useful to analyze a 

sub-group of the inflation basket to detect fundamental price 

movements. There are a number of possible approaches, and there 

is no consensus among the major central banks as to which measure 
of core inflation is to be preferred (see table).  
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In Canada, the core inflation measures favoured by the BoC have 
evolved over time. From 1991 to 2001, the Bank's approach was to 

exclude food, energy and indirect taxes from the basket, a measure 

similar to the one favoured by the U.S. Federal Reserve to this day 

(PCE deflator excluding food and energy). Then, from 2001 to 2016, 

the excluded categories became the eight most historically volatile 

basket components, along with indirect taxes (CPIX). At the October 

2016 inflation target renewal, the Bank signaled a new shift in the way 

it analyzes underlying price pressures, stating "significant transitory 

shocks to CPI components not excluded from CPIX". Thus, with the 
aim of having indicators that are more flexible to these shocks, the 

Bank has adopted three new core inflation measures, namely CPI-

trim, CPI-median and CPI-common, judging them to be more 

persistent and better correlated with the business cycle than CPIX. 

These three measures differ from the Bank's previous measures in 

that they do not systematically exclude the same items from the CPI 

basket each month. Specifically, the CPI-trim consists of a weighted 

average of monthly variations in the representative consumer 
basket, excluding the 20% of components with the highest and 

lowest monthly growth. In total, the CPI-trim thus represents 60% of 

the overall CPI basket. The CPI-median, on the other hand, 

represents the monthly growth of the component at the 50e 

percentile of the price growth distribution. The CPI-common is based 

on a statistical model. The last proper assessment of core inflation 

measures dates back to 2019 (link), but that doesn t mean that the 

last few years have been a smooth ride in this respect  quite the 

contrary. 

 

Imbroglio of the last three years 

From 2016 to 2020, the Bank of Canada has been consistent in its 
monitoring of core inflation, by commenting on the three measures it 

officially favoured (CPI-trim, CPI-median, CPI-common). However, in 

its April 2021 Monetary Policy Report (MPR), the Bank began to sow 

doubt by indicating that these measures overestimated core 

inflation and preferred to put forward measures with lower average 

annual growth (CPIX, CPIXFET, CPIW) on the basis of questionable 

arguments that we had criticized in a study. In its next MPR (July 

2021), the Bank turned the spotlight back on its usual measures, with 

these rates now reporting lower inflationary pressures on average 
than suggested three months earlier. In January 2022, the Bank 

followed this up by warning against the message being sent by the 

CPI-trim and CPI-median, arguing that they might be more reflective 

of supply chain disruptions. In this context, the Bank was of the 

opinion that the CPI-common better reflected excess demand in the 

country. However, the annual change of this indicator was 

significantly lower than that of its two counterparts. These choices 

gave the impression of a data selection designed to minimize 
inflationary pressures and justify the absence of a rate hike. At the 

time, the BoC adhered to the view of the Fed and other major central 

banks that inflationary pressures were essentially transitory and did 

not reflect domestic pressures. However, no less than 9 months later, 

the BoC jettisoned the CPI-common following a special report we 

had written exposing its shortcomings. Between the time the Bank 

identified the CPI-common as a preferred measure and the time it 

abandoned it, the annual growth of this measure for December 2021 

had been revised from 2.1% to 3.5%. There are therefore grounds for 
concern that monetary policy may have been set, at least in part, on 

the basis of a measure that has proved unreliable, if not inaccurate. 
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This tendency to alternate between inflation measures commented 
on in the Bank's official publications continued in the months that 

followed, this time to justify a restrictive monetary policy. In January 

2023, in addition to the CPI-trim and CPI-median, the Bank turned its 

attention to inflation in services excluding housing, which it expected 

to remain high for the first half of 2023. This had been justified on the 

grounds that this price category more closely reflects domestic 

conditions than goods prices, which are more dependent on import 

prices. However, inflation in this category has moderated much faster 

than the Bank had expected (see chart).  

This faster-than-projected moderation did not come as a relief to 

the Central Bank. In the next Monetary Policy Report, published in 

April 2023, the Bank introduced yet a new inflation measure that 

tracks the prices of core services excluding housing, explaining that 

the non-housing services reported in January 2023 were artificially 

reduced by "falling prices for childcare services" following the rollout 

of a government-subsidised scheme. In concrete terms, the prices of 

core  services excluding housing as defined by the Bank of Canada 
are the prices of services that contribute to the CPI-trim, excluding 

housing-related categories. This price index was higher than the 

Bank's anticipated trajectory in January for services excluding 

housing, which may have been one of the reasons why the Bank 

subsequently raised its policy rate even further (graph). 

 

In doing so, the Bank of Canada now favoured a measure closer to 

that preferred by the Federal Reserve, which tracks core inflation in 
services excluding shelter (in its case, this is calculated by excluding 

food and shelter from services PCE) Indeed, a few weeks before the 

Bank of Canada's first publication of this inflation measure, Jerome 

Powell indicated that core services excluding shelter were the most 

important to follow to understand the future evolution of core 

inflation. The Federal Reserve Chairman argued that "[b]ecause 

wages make up the largest cost in delivering these services, the 

labour market holds the key to understanding inflation in this 

category". In both the U.S. and Canada, these measures continue to 
remain at uncomfortable levels for central banks, with annual 

variations of 4.3% and 4.6% respectively. 

 

But if the Bank had opted for an integral adoption of the U.S. 
measure and chose to monitor services excluding food and shelter, 

the picture would be diametrically opposed to the measure it put 

forward. Indeed, year-on-year inflation would stand at just 0.3%, well 

below the 4.6% indicated by the CPI-trim services excluding shelter 

and the level currently observed in the U.S.. And even when childcare 

is removed, the gap narrows (+0.9% y/y), but inflation is still around 

five times lower than the measure chosen by the Bank of Canada, 

and below its historical average (graph). 
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These discrepancies raise a few eyebrows, since these are measures 

that should be sending out messages that are conceptually quite 

similar. There is reason to believe that the mechanics of the CPI-trim 

exaggerate the inflation we are currently seeing in services, and that 

this tool was not built to remove components later. There is a risk that 

the use of this measure may have misled the central bank as to the 

underlying inflationary pressures. Note that for the first time since 
January, there was no mention of the CPI-trim services ex. shelter in 

 (October 2023). 

Instead, the BoC came back with the lower services ex. shelter to 

 

Furthermore, the Bank also commented on its old core exclusion 

measures (CPIX and CPI excluding food and energy), which show a 

more tepid pace than the CPI-trim and the CPI-median. 

Conclusion: An analytical framework in need of review 

Since 1992, the Bank of Canada's mandate has remained stable: to 
keep CPI inflation in the middle of a 1% to 3% range. However, the 

same can't be said for the core inflation measures used to guide 

monetary policy and its communication, particularly since 2021. 

Indeed, the many turnarounds of the past three years highlight the 

fact that the Bank of Canada has too often allowed itself to modify 

the core inflation measures emphasized in its communications. This 

gives the impression that specific inflation data is sometimes used in 

a targeted way to support a pre-established monetary policy 
decision and communication. Yet in 2001, the year the BoC opted for 

the CPI excluding the 8 most volatile components as a core measure 

(abandoned in 2016), a staff report stated that: 

"The methodology used to extract core inflation from public 
inflation rates must not change frequently or be perceived by the 
public as obscure or under the control of the monetary 
authorities." 

On this level, the Bank of Canada definitely needs to do better. We 

note that the last review of core inflation measures was in 2019. Such 
a delay is far too long, as recent months have highlighted the 

shortcomings of the current measures. The CPI-common has been in 

the penalty box for almost a year, and we have illustrated that the 

CPI-trim and CPI-median do not provide all the flexibility needed to 

analyze portions of the basket as the exclusion measures allow.  

In 2019, the Bank of Canada used five criteria: persistence, volatility, 
correlation with the output gap, ability to filter out sector-specific 

shocks and ease of understanding the methodology. It was certainly 

not on the basis of the last criterion that the current three core 

inflation measures were chosen. Indeed, the chosen analytical 

framework is far from simple, except for the initiated specialists. The 

replication process requires special data from Statistics Canada (not 

directly accessible on the website) and advanced programming and 

statistical skills. For a long time, these indices were published by 

Statistics Canada as annual variations only. We have often argued 
that the Bank should insist that the statistical office publish these 

data as price indices, so that short-term fluctuations can be 

analyzed. This became a reality only at the beginning of this year, 

some 7 years after these indicators became those officially followed 

by the Bank of Canada. 

However, problems relative to data access have not been fully 

resolved. When the Bank of Canada commented on inflation in ex-

shelter services, this series was not directly accessible on the 

Statistics Canada website (the series has been discontinued since 
May 2021) and difficult to replicate to capture short-term variations, 

as the seasonal adjustment parameters are unknown. When the CPI-

trim for services excluding shelter was published, the Bank made 

methodological choices to define whether certain components were 

considered a good or a service. In this regard, we noted divergences 

over the summer among groups of economists wishing to replicate 

the Bank of Canada's measure when the CPI data was unveiled.  

In short, the Bank of Canada must prioritize an in-depth 

reassessment of core inflation measures, and not rule out a return to 
the much more flexible and simple exclusionary measures. 

Furthermore, it must make public all the data needed to replicate 

these measures, to avoid the public perceiving them as a black box. 
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Appendix: Core inflation measures emphasized by the Bank of Canada since 2021  

 

 
 

 

 

 

 

 

 

 

Canada: The BoC needs to pick and choose and stick to it
Core inflation measures emphasized by the Bank of Canada since 2021

NBF Economics and Strategy (based on Bank of Canada’s communication)



 

 
6 

Economics and Strategy 

Special Report 

 
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, CFA 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   

Economist  Geopolitical Analyst   
alexandra.ducharme@nbc.ca angelo.katsoras@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 appropriat

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.   



 

 
7 

Economics and Strategy 

Special Report 

 
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 

 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. 

HK Residents 

d by the Securities and Futures 

conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 

NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume 
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 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures 

you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 

for full details.  

otential 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 

are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
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. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 

 

 

 


