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ECONOMIC NEWS

Canada: The Annual Inflation Rate Falls into Negative Territory
HIGHLIGHTS
ff The total consumer price index (CPI) slipped 0.7% between
March and April, mostly due to another major monthly
drop in gas prices (-15.2%). The prices for clothing (-7.3%),
electricity (-4.5%), and traveller accommodation (-7.2%) also
declined significantly.
ff Still, other components recorded relatively hefty increases
during the month. These included, in particular, fresh fruit
(+6.1%), restaurant meals (+0.7%), dairy products (+1.4%),
air transportation (+3.4%), and paper, plastic and aluminum
items (+5.4%).
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ff The total annual inflation rate fell from +0.9% to -0.2%. As a
result, the total annual inflation rate entered negative territory
for the first time since the 2008–2009 recession.

COMMENTS
As was the case in the 2008–2009 recession, the sharp drop in
gas prices is mostly behind the disinflation the country is currently
experiencing. As for the other CPI components, the measures
implemented to stop the spread of COVID‑19 have produced
different outcomes. For example, clothing and recreation saw
prices drop, whereas some food items became more expensive.
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on the international markets have already led to gas prices in
Canada rising roughly 13% in May.
That said, it will undoubtedly take several months for the effects
of the oil price shock to disappear completely. Under these
circumstances, the annual variation in total CPI is expected to
remain near zero for many months to come.
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In the end, the overall rise in prices remains in positive territory.
As a result, the annual variations of the Bank of Canada’s (BoC)
three benchmark indexes remain within the 1.6% to 2.0% range,
or near the median target. Additionally, in April, the prices of
roughly 66% of the components in the CPI’s basket posted
annual growth above 1%.

IMPLICATIONS
With key rates already at their effective floors, a drop in inflation
won’t really have an impact on the BoC’s monetary policy.
Furthermore, everything seems to suggest that the drop in
inflation will stabilize soon. What’s more, higher crude oil prices
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