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Canada: Retail spending propelled by motor vehicles again in April

By Daren King

Highlights:

= Canadian retail sales increased 0.3% in April, one tick below the 0.4% increase expected by consensus.

= Sales of motor vehicles and parts surged for a second month in a row, increasing 1.9% following a 5.3% jump in
March.

= Excluding autos, spending fell by 0.3% (below the -0.2% expected by consensus), pulled down by gasoline/fuel (-
2.7%), clothing/accessories/shoes (-2.2%), and building materials/garden supplies (-0.4%). Sales progressed for
sporting goods/hobby/miscellaneous (+1.0%), furniture/electronics/appliances (+0.8%), and food/beverage retailers
(+0.2%) among others. In total, sales were up in 6 of the 9 categories covered (top chart).

= On a regional basis, outlays on goods were up in 5 of the 10 provinces, with the largest gains being recorded in
Saskatchewan (+2.0%), B.C. (+1.7%) and Manitoba (+0.6%). On the other hand, retail sales were down in all Atlantic
provinces (New Brunswick: -3.1%, P.E.I.: -2.4%, Nova Scotia: -2.0%, Newfoundland: -0.5%) and Alberta (-0.1%).

= In real terms, retail sales rose by 0.5% across Canada in April.

= Finally, Statistics Canada's advance estimate for May showed that nominal sales decreased 1.1%.

Although April's retail sales report showed an increase that was slightly below expectations, it marked the second
consecutive gain for this indicator after two contractions at the beginning of the year. The monthly gain was partly
due to the motor vehicles and parts category, where spending rose 1.9% in April after a 5.3% increase in the
previous month, as consumers likely brought forward purchases in this segment for fear that tariffs would push up
prices. Without autos, the data was less impressive, with sales falling more sharply than economists had
anticipated. The sharp drop in pump prices caused by the withdrawal of the carbon tax certainly did not help here,
as it resulted in a significant decline in outlays at gasoline stations. Under the circumstances, it was better to look
at core sales to get a better idea of the health of Canadian consumers. These rose by a meagre 0.1% in April, as
gains for sporting goods/hobby/miscellaneous item and furniture/electronics/appliances were more partially offset
by declines for clothing/accessories/shoes and building materials/garden supplies. It is also worth noting the impact
of the trade war on April's data. Statistics Canada reported that 36% of businesses have been affected by the
trade conflict in the form of price increases, changes in demand, or supply chain disruptions.

Looking ahead, the preliminary estimate published today suggests that retail sales will resume their downward
trend in May (-1.1%, bottom chart). This decline might be explained by a potential slowdown in car sales after a
particularly strong performance in March and April due to tariff uncertainty. Another explanatory factor could be
the effect of the forest fires that raged in the west of the country. That said, consumers should remain cautious in
the coming months amid ongoing trade uncertainty and the deteriorating labour market. As a result, a slowdown
in consumption remains our base scenario for the coming months. The tax cut announced this summer will certainly
soften the blow, but it should not be forgotten that some mortgage holders continue to face an interest payment
shock. All this in a context where population growth will continue to moderate.

Canada: Retail sales increased in 6 of the 9 sectors
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