Canada’s 2026 Federal Budget: A Big Savings,
Scotiabank. Big Spend Budget

GLOBAL ECONOMICS e Canada’s federal Finance Minister tabled his second budget on November 5. As
broadly expected, it is a fiscally expansive plan (and then some).

e Budget 2026 carries a final price tag of a $151.2 bn over its five-year planning
FISCAL PULSE horizon (FY27-31), while showing a $158.3 bn in fiscal savings on the other side of
November 5, 2026 the ledger. Big numbers on both sides of the balance sheet leave the bottom line
nearly indiscernible from the spring update (~$7 bn improvement over 5 years).

¢ Asashare of output, the deficit trajectory contracts marginally faster from an
expected 1.8% of GDP this year to 1.3% by FY31(~0.1 ppt annual improvement). The
debt trajectory similarly shows a marked improvement with the level settling at
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e While backward looking, last year’s shortfall (FY26) showed a surprise
improvement ($39.3 bn versus an earlier-projected $66.9 bn) owing to strong
revenue tailwinds.

Chart1 e A substantial share of new spending was expected—notably the pre-announced
Federal Deficit Forecast $36 bn Productivity Mega Deduction—that reflects about a quarter of the budget
package. Investments in Indigenous infrastructure—at $26.6 bn is another

Fv26 27 28 29 30 3 component. Earlier-announced tariff relief, investments in connectivity
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infrastructure, and defence spending are also folded in. In total, a wide range of

05 ‘investment’ related measures reflect almost 60% of the new spending package.

10 Update 2026 e The budget contains substantial measures for vulnerable households. On top of
! e Budget 2026

earlier-announced measures, the budget announces another top up to the Grocery
15 benefit ($4.7 bn in 2027). There is also a substantial $16.5 bn in investments related

to non-market housing and supportive infrastructure.

20
e Canada's continued investment push remains the right course but it compounds

25 9GDP near-term inflation risk as the Bank of Canada begins removing accommodation.

. o Continued fiscal expansion from other orders of government adds to that pressure.
Sources: Scotiabank Economics, Finance Canada.

e Execution risk is also mounting. Capacity constraints make coordinated, disciplined
delivery critical to expanding productive capacity and sustaining investor
confidence ahead.

Chart 2

e The budget lands in a busy global environment and is unlikely to stir much
Federal Net Debt Projection

immediate market reaction in isolation. Clear signs of tangible progress will

50 %ofGDP increasingly matter more than policy commitments.
accum. deficit

e Canada’s investment play is a long game. The case for it is stronger, but so are the

45 headwinds to delivery.
AN EVOLVING PLAN FOR AN EVOLVING ENVIRONMENT
40
------- Update 2026 Federal Finance Minister Champagne tabled his second budget on November 5th. It lands
35 e Budiget 2026 once again in an environment of persistent uncertainty in the aftermath of consequential
US mid-terms. The definitive blue sweep has taken some tail risks off the table, but the
o policy implications—now and two years out—are still unclear. This backdrop gives the
;:YZ(') 21 '22 ' 23 ' 24' 25 ' 25' il ' 28 ' 29 ' 30' 31 ' Carney government continued impetus to advance its investment-led agenda, backed by
Sources: Scotiabank Economics, Finance Canada. a solid majority and more than two years remaining to advance it.
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The budget advances a broader sovereignty agenda aimed at reducing reliance on the US by
building a stronger domestic economy. Titled “Masters of Our Destiny”, it builds on the national
security strategy released a week prior—the first in more than two decades—which unites
economic, foreign and defence policy under one framework. The budget puts fiscal numbers to
this plan including (finally) details on its defence spending profile.

The trillion-dollar ambition still anchors the economic plan. Last year’s budget put federal
balance sheets at the centre of a push to crowd in private capital, lift investment and improve
Canadians’ welfare. The government has since assembled an impressive pipeline of potential
government-backed projects and introduced a range of legislative changes to improve the
investment landscape. This budget builds on those efforts with more capital spending pledges.

The case for the plan remains strong. The fiscal expansion has been well-channeled and leaves
the broader narrative largely unchanged: an evolving plan with increasingly more upside to
growth but ever-mounting demands on delivery capacity. Global developments of the day may
overshadow the budget for now, but markets should remain receptive over the medium term as
evidence of progress builds.

RESILIENCE THE NEW R-WORD

Economic resilience provides a stronger starting point for the budget. Considering some were
debating the chance of a recession last spring, real GDP is expected to sit a 1% in 2026. Nominal
output—important for fiscal capacity—this year alone is expected to sit $55 bn higher than the
April outlook—and to maintain momentum thereafter (chart 3).

The Iran war’s terms-of-trade boost explains a good part of the gain as real GDP is tracking
largely unchanged relative to the April baseline—despite an escalating trade war in the interim.
The medium-term baseline based on the average of private sector forecasts is conservative
relative to Scotia Economics latest outlook, leaving room for more outperformance ahead—
particularly if President Trump is motivated to finalize a trade deal before the new Congress
convenes in January.

Even with a more cautious baseline, the stronger economic starting point delivers material fiscal
gains. The budget recognizes $158.3 bn in gains over FY27-31and another $27.5 bn in FY26
(that ended March 31, 2026). Revenues are tracking above earlier expectations (despite
foregone revenues from tax cuts), while expenditure increases are more modest.

INVESTING THE SAVINGS

This is another big-spend budget. A steady flow of announcements since April’s update left
little doubt about its direction. The 511-page tome sets out $142.1 bn in net new measures over
five years (chart 7). Another $9.5 bn in policy developments since April brings total incremental
pressures to $151.5 bn. There is minimal offset in terms of revenue-raising measures (chart 4).

Most new measures (~57%) fall under the government’s expansive definition of capital
investment. Its Capital Budgeting Framework, introduced in Budget 2025, limits operating
spending while expanding measures that support capital formation. The budget adds $72 bn in
‘capital’ through FY31, while achieving operating surplus in FY28—a year earlier than
anticipated—and delivering a cumulative incremental operating surplus of $45.2 bn over years
(chart 5). The all-in capital plan now tallies $404 bn in fiscal terms and a hefty $677 bn on a
cash basis (chart 6).
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Chart 4
Historic Fiscal Spending Packages
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A reasonable share of the total spending tally reflects earlier announcements (though it is hard Chart 6

to tease out at first pass). The $36 bn Mega Deduction represents 25% of total new spending Federal Capital Spending
over five years. Announced on the margins of September’s Investor Summit, this immediate

write-off for two-thirds of investments should provide a meaningful lift to investment outlays, 10 ?aS:rzal) total, CaSh asts, ..., .
though estimates vary widely. Our pre-budget note summarized its potential impact and key 120

caveats. 100

There are a range of other targeted tax measures that had been hinted at ahead of budget.
Namely, a new Canada Growth Incentive aims to help growth-oriented businesses attract
investment vias a new tax exemption for Canadian builders on up to $15 mn in capital gains
from investments in eligible Canadian companies, along enhancing the small business rollover
to allow increased deferral of taxes on capital gains when proceeds are reinvested in other small
businesses. These aim to level the playing field with incentives for US entrepreneurs. There is
also a further expansion of the Scientific Research & Experiment Development (SR&ED) to allow Fy2s 26
commercialization expenses. These are collectively supportive on the margin, and are well-
focused on growth-oriented firms, though the budget falls short of a comprehensive tax review
(though few people expected that).

There is another range of measures—some new, some known—focused on chart7
infrastructure-related plans. This includes a sizable $26.6 bn related

27 28 29 30 31

H Budget 2026 m Update 2026
Budget 2025 M Baseline

Sources: Scotiabank Economics, Finance Canada.

to Indigenous community investments including water and housing Key Budget Spending Themes

infrastructure. There are funds towards the electrification agenda, as 35 $bns

well as major project investments (with funding booked to take on
the full construction and operation costs of the Mackenzie Valley
Highway. The government also indicated it plans to bring forward
legislation to establish the Canada Growth Fund as an arms-length
standalone Crown corporation.

A defence fiscal path is set out in the budget. Incremental new fiscal
measures are modest—$6 bn over 5 years for security intelligence—

but there has not been a fiscal path set out since 2024. The budget FY27 FY28 FY29
notes that Canada is on track to spend 4% of GDP on defence by the W Modernizing gov't
. Cultural & community
end of the decade and reach 5% by 2035. Cash outlays will exceed H Tariff-related relief
. . . . m Infra (electrification, highways)
$700 bn over fiscal planning horizon under the ‘comprehensive’ m Mega Deduction
definition, while core defence outlays total $451 bn over the period Sources: Scotiabank Economics, Finance Canada.

($303 bn on accrual basis).

There are also substantial investments in vulnerable populations in this budget. Notably, a $11.2
bn package relates to a comprehensive strategy to end homelessness, along with additional
investments related to wrap-around supports. It also provides a top-up to Build Canada Homes
($13 bn over 10 years) on a cash basis to accelerate non-market housing options.

The budget also adds more support to Canadian households. In particular, it provides a one-
time 50% increase to the Groceries & Essentials Benefit to be delivered in early 2027. For an
individual this would reflect about $339, $679 for a family at a fiscal cost of $4.1bn). The
government plans to bring back the Canada Housing Benefit for low-income renters starting in
FY29. There are also a range of smaller tax-related measures for low-wage workers. These land
on top of the already-known extension of the federal fuel excise tax ($2.9 bn), fund home
energy retrofits ($2 bn bn), top-up childcare funding and the expanded and rebranded
Groceries & Essentials Benefit booked in April’'s update that took effect in July and embeds a
25% annual riser.

FY30 FY31

Defence
m Targetted household relief
m Non-market housing & related
m Indigenous Peoples (infra)
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The budget also provides a preview of the forthcoming immigration plan. It keeps permanent
resident targets stable out to 2029 at 380 k per year, while similarly keeping temporary
resident arrivals stable at 370 k per year. As always, this provides minimal line of sight on total
population growth, but the annexes modestly notch up total workforce population growth
annual contribution to 0.8 ppts over the horizon which is broadly consistent with pre-
pandemic growth levels.

G-FORCES

On balance, Budget 2026 reinforces our constructive growth outlook. Our October forecast
already includes a 0.3% lift to the medium-term GDP level from the budget’s pre-announced
investment incentives, on top of the roughly 0.5% gain incorporated over the past year from
the trillion-dollar plan. That said, the budget does add incrementally more than anticipated
heading into budget day owing in part owing to considerably more fiscal space.

With considerable policy-driven momentum already embedded, the bar for further near-term
growth upgrades is high especially as we look for evidence of even-faster delivery, limited
import leakages and easing execution constraints. There was not a lot in the budget related to
a comprehensive approach to easing potential bottlenecks such as skilled labour shortages.

The budget relatedly reinforces our hawkish view on the Bank of Canada. Policymakers kicked
off a tightening cycle with a 25 bp hike on October 28t and we expect another 75 bps of hikes
over the next few quarters. Economic slack is rapidly closing, while the build-out could
contribute to near-term inflation pressures before it expands supply. Meanwhile, this budget
provides another near-term boost to household spending into next year. Even if warring
abates in the Middle East, energy prices will likely have a long tail. Add in a potential trade
deal ahead— and a potentially broader lifting of the uncertainty cloud—and that rate call
starts to look conservative.

We will revisit the net impact as other provinces table their plans in the weeks ahead, as
trade talks evolve, and more broadly as the US policy agenda take shape, but the directional
bias is clear.

ADDING (IT) UP

The budget’s net fiscal impact is actually modestly positive at $7 bn over the 5-year horizon
(chart 8). Folding in the backward-looking FY26 improvement, it improves government books
by $34.4 bn to budgetary shortfalls over the horizon. Fiscal developments of $158.3 bn
entirely offset $151.2 bn in net new spending over the next five years (FY27-31). This includes
an additional $12 bn in debt-service charges over this horizon.

The fiscal path improves modestly as a share of output. The budgetary shortfall is now
expected to peak at 1.8% this year and next before narrowing to 1.3% by FY31 with a stronger
GDP denominator cushioning, in part, the impact. This puts deficits roughly ~0.1 ppts below
the spring trajectory over the medium term. Debt stabilizes about a one and a half percentage
points lower, at 40.1% of GDP, benefiting in part from a lower starting point relative to the
spring update. See Tables, back.

The budget also finalizes last year’s numbers. It shows a substantial improvement in the FY26
shortfall at $39.3 bn versus an earlier-anticipated $66.9 bn deficit. This reflects a $27.5 bn in
fiscal improvements, notably stronger revenue growth. As a share of GDP, it comes in at 1.2%.

November 5, 2026
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Chart 10
Federal Debt Maturity Profile
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(Financial requirements are largely unchanged, consistent with last year’s borrowing activity =~ Chart 11

but the delta is embedded in a largely indecipherable “accounts payable, receivable, Canadian Federal Debt Service

accruals and allowances”. 40 o of revenue

The federal government goes to market with higher issuance than implied by deficits alone. 35

This reflects loans and financial investments, which need cash but create assets rather than 30

immediate expenses. That includes capitalizing the Crown corporations the government

increasingly uses as delivery agents. Large capital purchases hit the deficit only through 25

amortization over their useful lives. These non-budgetary needs are projected about $60bn 5,

higher over the 5-year horizon (to $415 bn through FY31 (chart 9). This is on top of still- forecast
) . . N . 15

elevated refinancing needs (chart 10). FY27 bond issuance was maintained at $298 bn (with —=>

T-bills up by $16 bn), while FY28 issuance plans are set at $316bn. 10

R - G + JUDGEMENT (& LUCK) > Budget 2026

0 —mm
Canada starts from relative fiscal strength. Federal and general government net debt and 80 84 88 92 96 00 04 08 12 16 20 24 28
deficit metrics compare favourably across peers. While Canada’s trajectories broadly trace Sources: Scotiabank Economics, Finance Canada.

earlier trajectories, many peers have seen a deterioration in their outlook. Net energy
exports have offered some protection against war-related shocks. The composition of Canada’s federal spending has also geared towards
productive-enhancing investments, which, along with strong policy institutions, should underpin investor confidence.

These solid foundations support a more favourable medium-term debt outlook. Real growth above the effective real interest rate on debt
should continue to put downward pressure on the debt ratio, provided primary deficits do not overwhelm that advantage. Canada
remains one of few countries where this differential looks promising, with its more solid fiscal footing helping to offset pressure on
financing costs and investment policies supporting stronger growth. Scotia’s more constructive growth outlook would imply an even more
favourable trajectory.

Slower growth or higher borrowing costs could erode that advantage. Trade uncertainty and execution slippage could put growth at risk,
while elevated global bond issuance and persistent inflation could further increase the cost of financing. Debt service remains low by
historical standards as a share of revenue, but is edging higher (chart 11). The 10-year GoC yield profile is roughly 20 bps above the April
baseline over the next two years. Last month’s move toward 4% amid a global bond sell-off underscores Canada’s exposure to external
shocks, despite more muted repricing so far.

Canada’s relative strengths should be discounted somewhat in the event of near-term market stress. Substantial pension assets bolster
net debt metrics but offer limited near-term funding relief. Average debt maturity and this year’s gross financing needs remain middle of
the pack, providing no exceptional funding advantage. Nor can Canada count on a safe-haven bid during global stress. More reassuring, it
does have ample policy space and institutionally credibility to respond to such downside scenarios.

See charts 12-17, next page, for a selection of comparative fiscal metrics.

FROM DEMAND TO DELIVERY

Budget 2026 keeps momentum on Canada's investment plans. Signs of traction are promising, but the year ahead is critical. Gains in
investment should increasingly show up in hard data, yet ambition likely still outpaces real-world constraints. The government will need to
keep working with partners to close that gap, so investment can proceed at a sustained pace that delivers meaningful results for Canadians.

Global Economics 5
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Chart 12
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Chart 14
General Government Budget Balance
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Chart 17
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Economic Assumptions Fiscal Outlook

% 2026 2027 2028
Real GDP BUDGETARY OUTLOOK Projections
B-2025 12 2.0 19 $billions FY26 FY27 FY28 FY29 FY30 FY31
Update-2026 11 19 19 Budgetary Balance
B-2026 1.0 1.7 2.0 Spring Economic Update 2026 -66.9 -65.3 -63.1 -57.7 -56.2 -53.2
Scotia (Oct '26) 11 2.3 21 % of GDP -2.1 -1.9 -1.8 -1.6 -15 -1.4
. Budget 2026 -39.3 -62.3 -62.5 -57.6 -53.4 -52.9
N | GDP
8?2'3'2"5“ 30 41 40 % of GDP 12 18 18 -16 14 13
Update-2026 4.0 3.7 3.8 : .
B.2026 56 37 36 Non-budgetary transactions
Scotia (Oct '26) 6.0 50 37 Spring Economic Update 2026 -38.5 -68.1 -85.9 -91.3 -68.4 -63.2
Nomimal GDP (bns) Budget 2026 -64.5 -87.2 -106.5 -110.4 -85.7 -86.1
B-2025 3276 3409 3599
Update-2026 3372 3496 3630 Total Financial Requirements -103.9/] -149.5 -169.0 -168.0 -139.1 -139.1
B-2026 3427 3552 3,681 changein finreq't since SEU-2026 -1.4 16.1 20.0 19.0 14.5 22.7
Scotia (Oct '26) 3440 3611 3744
Unemployment rate Federal Net Debt (accumulated deficit)
B-2025 6.8 6.4 6.1 Spring Economic Update 2026 1334 1399 1462 1520 1576 1629
Update-2026 6.5 6.2 6.1 % of GDP 411 415 418 419 418 416
B-2026 6.6 6.2 59 Budget 2026 1306 1367 1429 1487 1540 1593
Scotia (Oct '26) 6.5 6.2 6.1 % of GDP 40.2 39.9 40.2 40.4 40.3 40.1
CPI
B-2025 20 20 5o DebtDebtCharges
Update-2026 25 19 20 Spring Economic Update 2026 54 59 66 72 76 81
5-2026 o8 22 19 % of GDP 17 1.7 19 2.0 2.0 2.1
Scotia (Oct 126) 2‘9 2'6 2'0 % of revenue 10.6 1.1 12.0 12.7 12.8 13.2
cotia {be ' ' ™ Budget 2026 54 60 67 74 78 86
GDP Deflator % of GDP 1.6 1.8 1.9 2.0 2.0 22
B-2025 1.8 2 2 % of revenue 10.2 111 11.9 12.7 12.9 13.6
Update-2026 28 1.8 1.9
B-2026 4.6 1.9 1.6
Scotia (Oct '26) 4.8 2.7 15
. KEY DRIVERS OF FISCAL CHANGES
S ahIEeil $ billions, accrual FY26| FY27 FY28 FY29 FY30  FY31
B-2025 23 25 2.6 - - - -
Und 2026 52 o5 57 Budgetary Balance - Economic & Fiscal Developments and Policy Actions
pdate- 3 26 5 Springbudgetary balance -669| -653  -631 -57.7  -562  -532
8_20_26 ) 2'4 3'2 3'3 Economic & fiscal developments 27.5 215 38.3 329 332 324
Scotia (Oct '26) : : : Policy actions since SEU-2026 -3.2 -39 -19 -0.1 -04
10-Yr GoC Yield New measures in B-2026 -15.2 -33.8 -30.9 -30.4 -31.8
B-2025 3.4 35 3.6 Budget2026 -39.3 -62.3 -62.5 -57.6 -53.4 -52.9
Update-2026 3.4 3.6 3.7
B-2026 3.6 3.8 3.7
Scotia (Oct '26) 37 38 38 CAPITAL BUDGET FRAMEWOK
WTI crude oil price (USD/bbl) $ billions, accrual FY26 FY27 FY28 FY29 FY30 FY31
B-2025 65 67 69  ‘Operating Balance
Update-2026 73 66 66 SEU-26 operating deficit 264  -105 5.2 0.9 45 6.1
B-2026 85 79 69 - -
Budget 2026 operating deficit -2.0 -3.5 1.2 20.3 24.6 25.2
Scotia (Oct '26) 86 80 74 8 perating
US real GDP Capital Investment
B-2025 1.6 2.0 2.0 SEU-2026 capital deficit 40.5 54.9 57.9 58.6 60.6 59.3
Update-2026 24 20 2.0 Budget 2026 capital deficit 37.4 58.8 73.7 779 780 78.2
B-2026 21 2.2 2.2 capital defict, cash basis 602 1033  126.0 1314 1309 1247
Scotia (Oct '26 2.2 21 2.0
cotia (Oc ) Sources: Scotiabank Economics, Finance Canada.
USD-CAD
B-2025 751 76.4 77.0
Update-2026 73.7 75.4 755
B-2026 721 724 73.0
Scotia (Oct '26) 711 73.7 74.9

Sources: Scotiabank Economics, Finance Canada.
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