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Canadian inflation holds at 3% in August as
underlying pressures remain contained
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The Bottom Line:

Canadian inflation held at 3% year-over-year in August, unchanged from July. Energy price growth
remained elevated but was little changed, with gasoline prices edging lower from July while remaining
23% above year-ago levels. Food inflation continued to put pressure on household budgets but ticked
lower to 2.8% year-over-year in August, the lowest since late 2024.

Underlying inflation pressures remained comparatively contained. CPI excluding food and energy edged
up to 2.1% year-over-year, while the Bank of Canada’s preferred CPI-trim and CPIl-median measures
remained close to the 2% target. Measures of inflation breadth were also contained, suggesting that
unusually strong price growth remained concentrated in a relatively narrow group of categories.

There continued to be limited evidence that elevated energy costs were generating significant second-
round inflation. Price growth remained high for energy-intensive categories such as air travel but had not
spread materially across the broader consumer basket. The risk of greater pass-through will rise the
longer oil prices remain elevated, making the breadth and persistence of underlying price pressures
more important than month-to-month movements in headline inflation.

The August report was broadly consistent with our base case that the Bank of Canada will hold interest
rates through the remainder of 2026 before gradually raising rates in 2027 as the economy strengthens.
Risks around that forecast are increasingly tilted toward an earlier hike, particularly if elevated energy
prices persist while the economy and labour market continue to recover. But so far, the evidence has
been limited, and we will continue to monitor energy pass-through effects closely.

The details:

Headline CPI rose 0.2% m/m on a seasonally adjusted basis in August, leaving the annual inflation rate
unchanged at 3%.

Energy prices were 15.4% higher than a year ago, compared with 16.6% growth in July.
Gasoline prices fell 0.9% from July but remained 23% above year-ago levels.

Food price inflation was 2.8% year-over-year, compared with 3% in July. Grocery prices increased 2.8%,
down from the 3.1% in July, and this marked the first time in over two years, grocery price growth lagged
overall inflation.

CPI excluding food and energy came in at 2.1% year-over-year, continuing to point to comparatively
contained price pressures outside the most volatile categories.

The Bank of Canada'’s preferred core measures remained close to target. CPI-trim was 1.9% year-over-
year, while CPIl-median was 2% year-over-year, leaving their average unchanged from last month.



The trim services excluding shelter measure sometimes referred to as “supercore” was 2.6% year-over-
year, compared with 2.5% in July. And the three-month annualized rolling average was down slightly
from 2.8% in July to 2.7%.

Measures of inflation breadth remained contained. The share of CPI basket components growing faster
than 3% over the past three months slipped to 25.9% from 30.6% in July, while the share grew faster
than 5% down to 17.7% from 25.4%.

Airfares were 15% higher than a year ago, compared with a 12% increase in July.

Clothing prices declined 1.1% year-over-year in August after rising 0.9% in July, driven by lower men’s
(-2.3%) and children’s (-1.9%) clothing prices, partially offset by unchanged women'’s clothing.
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macroeconomic forecasting models and providing timely analysis and updates on economic trends.
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