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Consumers pinching pennies, but might be taking a more miserly turn 20 June 2025

Statistics Canada reported that retail sales rose by 0.3% MoM in April and provided a
preliminary estimate of a 1.1% drop in May.

Leading the gains in April were sales at motor vehicle and parts dealers, sporting goods
and miscellaneous, and furniture, electronics and appliance retailers. Partially offsetting
was a big drop in sales at gasoline stations and weakness at clothing retailers.

The removal of the consumer carbon levy on 1 April contributed to a 2.7% MoM drop in
sales at gasoline service stations.

On a 3M moving average basis, retail sales rose by 0.2% (chart 1): the largest positive
contributions were from motor vehicles, and food and beverages. The largest negative
contribution came from gasoline stations.

In real terms, retail sales rose by 0.5% MoM, implying that retail prices (on a chained
basis) were down 0.2% MoM.

Charts 2, 3, and 4 show short term momentum in retail sales, real retail sales, and retail
prices. With the projected MoM decline in May, the short-term momentum in the current
dollar retail sales has pretty much stalled.

Looking at the real and price components of the slowdown in total sales, we see that real
retail sales continued to show some momentum in April, though the pace of growth has
slowed markedly since late 2024. This suggests that consumers are becoming less
spendthrift — pinching pennies but not turning miserly (I place a caveat here, to be
explained).

Retail price momentum has slowed sharply, rising at an annualized rate of just 1.0% in
April. This, to a great extent, reflects the removal of the consumer carbon levy on
gasoline prices in early April. We would highlight, however, that the service station
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price index has declined by over 8% over the past three months. Hence, the easing of
energy costs was not just a carbon tax story.

Chart 4 brings the short-term momentum stories together. It shows that the slowdown in
retail sales was a combination of slowing momentum in real retail sales and the rapid
cooling of retail price momentum.

Now, before assuming that price pressures are no longer a worry, Statistics Canada
reported the results of a survey showing that 36% of retailers were impacted by trade
tensions, with the most common impacts reported to be “price increases, change in
demand for product and supply chain disruptions.” Hence, supply side challenges linked to
the US trade policy volatility linger. One can’t ignore the potential price effects of supply
side developments.

It is not yet clear that price pressures on retailers are have fully passed through to
consumers. There are, however, signs that underlying price pressures remain elevated.
Chart 6 shows that most of the slowdown in retail price momentum in recent months has
been due to a deceleration in prices for motor vehicles and gas from 10.6% (3Mo3M
annualized) in January to -1.3% in April — mostly linked to the decline in the service
station price index.

There has been a modest slowdown in short-term core retail price (excluding autos and
gasoline) momentum, though it remains close to 3%.

Chart 7 shows that core retail prices were up 2.5% YoY in April. This is down from 2.8% in
February, but core retail price inflation had been steadily rising through 2024 and early
2025, helping explain why the Bank of Canada retains some concerns about inflation.
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What is missing

There is something missing here.

Usually, | would give some projection of real retail sales and retail prices for May. This would normally be possible because CPI reports are typically
released before retail sales.

That was not the case this month, with the May CPI report not due to be released until 24 June.

The CPI report provides data on goods prices, which can be used to provide an estimate for the retail price index in a particular month. This together
with the advance estimate for retail sales provided by Statistics Canada would allow us to give a projection for real retail sales. This would allow for a
breakdown of how much of the projected 1.1% MoM drop in retail sales in May between price effects and real effects. Hence, we can’t really say just
yet whether consumers are just more aggressively pinching pennies, or if there has been a shift toward more miserly spending behaviours.

Nonetheless, despite the missing details, the May retail sales numbers highlight the risk of a further slowing in consumer spending momentum and
reinforces the headwinds to the Canadian economy toward mid-year.

Odds of two 25bp rate cuts this year increase

This won't tip the balance for the Bank of Canada in the near term necessarily, but it does suggest that the Bank will likely cut interest rates again
during H2.

Markets reacted to today’s news by boosting the probability of Bank of Canada rate cuts. Not dramatically mind you, but there was notable movement,
particularly toward year end. The market had been well priced for one rate cut during H2, but the odds of a second 25bp rate cut have increased.
Pricing is nowhere near as extreme as it was following Trump47’s Liberation Day tariffs. The news also added modestly to the downward pressure on
the Canadian dollar.
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Trade balances 20 June 2025
1. Retail sales: contributions 2. Retail sales 3. Retail prices 4, Retail sales contributions
(ppt, %MoM, 3M ma) (% 3Mo3M ann.) (% 3Mo3M ann.) (% 3Mo3M ann.)
15 15 12 2 5 20 20 20
B MV and parts 10 10 15 15

15 15

»
1.0 ﬂ\ 10 ® Building materials 8 8
] Food and beverage
- ) e 6 6 10 10

05 e 05 Furniture / home furnishings

B General merchandise 4 4
0.0 0.0 Health and personal care 2 2 /\ /\

0 z 0 V\/ \//\ 0

o=

w
w

M Gasoline stations

(0.5) (0.5) Clothing and accessories (2) (2) (5) (5) (10) (10)
Sporting goods & misc () () :. m. ﬁl ﬁ' "“." EI EI ﬂl
= j = o = c = o
(1.0) (1.0) 23 24 25 (10) (10) 2= 8 2 &8 2 &8 2 &
24 25 m Retail sales Real Jan-21 Jan-22  Jan-23 Jan-24  Jan-25 W Retail prices Real retail sales
Source: Macrobond, Statistics Canada Source: Macrobond, Statistics Canada Source: Macrobond, Statistics Canada Source: Macrobond, Statistics Canada
5. Retail price momentum 6. Core retail prices 7. Bank of Canada CORRA futures 8. Bank of Canada CORRA futures 9. Canadian dollar 50-dma
li - impli 9 bp implied futures rate - CORRA) . -
(% 3Mo3M ann.) (% YoY) (policy rate - implied rate, %) 0( O’Z)I plied futu ) (USD/CAD) 200-dma
0.00 - T T T :
16 16 6 1.50
12 12 5 5
-0.25 0.25 1.45
8 8 4 4
4 4 3 3 1.40
-0.50 0.50
-0.5
0 W x 0 2 2 135
-4 -4 1 1 .
0.75 aAprit =7
8 8 0 . . . 0 01-May 15-May 29-May  12-Jun -0.75 1.30 ¢ L L L L L
22 23 24 25 22 23 24 25 Jun Sep Dec Mar Jun Sep Dec Jan- Feb- Mar- Apr- May- Jun-
) , Jun 25 Dec 25 25 25 25 26 26 26 26 25 25 25 25 25 25
MV + Gas Core retail sales Core retail sales Source: Macrobond
Source: Macrobond, Statistics Canada Source: Macrobond, Statistics Canada Source: Macrobond Toronto Stock Exchange Source: Macrobond Toronto Stock Exchange

DAVID G WATT, FOUNDER AND PRINCIPAL




WATT STRATEGIC ECONOMIC ADVISORS

Disclaimer

This report is provided by Watt Strategic Economic Advisors. It is provided for informational purposes only. Opinions, estimates and projections contained in this report are those of Watt Strategic
Economic Advisors as of the date of this report. Views expressed are subject to change without notice based on market and economic conditions, and outcomes might differ from projections. Though,
the information presented in this report has been drawn from sources considered to be reliable, there is no guarantee of accuracy. Watt Strategic Economic Advisors assumes no responsibility for
errors or omissions contained. This material does not constitute investment advice or investment recommendations and is not to be relied upon as such.
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