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GLOBAL ECONOMICS e Data flow in Canada signals early-year softness, but underlying momentum is
stabilizing. Canadian Q1 GDP disappointed, though distorted by temporary factors,
with April pointing to a rebound. In the US, growth has also softened at the margin,
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Farah Omran

T the Bank of Canada is set to move gradually toward normalization, with two hikes in

Scotiabank Economics Q4 taking rates to 2.75%, followed by a final hike in early 2027.
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farah.omran@scotiabank.com The Canadian economy hit a clear soft patch at the start of 2026, as confirmed by last week’s
national accounts release. GDP was essentially flat in Q1, coming in below all expectations and
pointing to softer underlying demand pressures. This aligns with earlier signals from the
labour market, including weak hiring and a rise in unemployment at the start of the year.
That said, the headline weakness should be interpreted with caution. The Q1 print was
affected by several temporary factors that materially distort the signal. Large swings in
gold imports should be largely ignored, as should the sharp pullback in government
spending, which is likely to reverse in Q2. Encouragingly, the flash estimate for April GDP
already points to a meaningful rebound next quarter. Looking ahead, we continue to
expect activity to firm, supported by fiscal spending and a recovery in export growth.
In the United States, the growth picture has also softened at the margin. Household
spending has started to moderate, in line with a weak labour market and broadly
consistent with our previous call. We expect this slowdown to extend through the outlook,
Chart1 although still-solid business investment should provide an important offset. At the same
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SOURESEE SIS ool (12 market (chart 1). Equity market gains should continue to support consumption, but the

impulse is fading compared to last year. At the same time, real wage growth is increasingly
being eroded by persistent inflation, pointing to a gradual deceleration in consumption
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ahead. That said, business investment should continue to provide an important offset.
Supported by Al-related spending and still-strong equity market performance, investment
remains a key pillar of growth and should help cushion the slowdown in domestic demand.

The more meaningful shift in the narrative is inflation. Recent data point to pressures that are
becoming more pervasive and less tied to energy alone. A key driver could be a sharper-than-
expected pass-through of tariffs and other costs into consumer prices, as suggested by the sharp
pick-up in durable goods and imported prices (chart 2). Firms initially absorbed these costs through
margin compression and inventory drawdowns but those buffers are being exhausted. With the
economy in excess demand, firms have a greater ability to pass through more of these tariffs and
increase in costs to consumers. The implication is that inflation will likely prove persistent over the
outlook. We view US total PCE inflation well above 3% in 2026 and about 2.3% in 2027.

CANADA: RECOVERY UNDERWAY AFTER EARLY-YEAR SOFT PATCH

Canada is emerging from the soft patch seen at the start of the year, with a gradual recovery
expected to take hold over the outlook. While we forecast growth to average 0.8% in 2026, this
headline figure masks a clear reacceleration in underlying momentum. Quarter-on-quarter
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growth should firm meaningfully as government spending reconnects with planned outlays and the lagged effects of past rate cuts continue
to support domestic demand—particularly in housing. External demand should also become more supportive over time. Export growth is
expected to recover, albeit more convincingly into 2027 as the drag from tariffs fades. As a result, GDP growth is projected to rise to 2.1% in
2027. Taken together, this profile places growth above our estimate of potential—1.2% in 2026 and 1.6% in 2027—allowing the economy to

gradually move back into balance by late 2027.

Labour market dynamics are consistent with the broad activity narrative. While the unemployment rate has risen by 0.2 p.p. since the start
of the year, this still marks an improvement relative to last summer. More importantly, the recent increase likely overstates underlying
weakness, as a meaningful share reflects stronger labour force participation. With activity set to firm in the near term, labour demand

should stabilize, allowing employment to gradually catch up with growth.

Commodity prices provide an additional, albeit partial, tailwind. Elevated oil and non-energy commodity prices should improve Canada’s
terms of trade and modestly support investment and hiring (charts 3 and 4). However, this support is being offset in part by tightening
financial conditions, particularly tightening policy rates and rising long-term government bond yields.

On inflation, the recent data have been more encouraging. Core measures have softened since our March update, pointing to some easing
in underlying pressures, in line with weaker demand earlier in the year. However, we caution against over-extrapolating this improvement.
Pipeline pressures remain significant. Elevated input costs, both energy and non-energy, are still expected to feed into final prices (chart 5).

Chart 3 Chart 4
Commodity Prices Increasing... ...Pushing Up Canada's Terms of Trade
M0 1 dex, April 20222100 7 Mo n4
index, Aprl e USD/bbl index, 2017=100 (S.A.)
120 F 1 120 forecast
12
100 100
110
80 80
108
60 60
106
40 40
104
20 20
102
0 T T T T T T 0
200 21 22 23 24 25 26 100
e BoC Commodity Price ex. Energy (LHS) < b o~ I52) < = o~
WTIRHS) & ¢ 9 ¢ g 9 g 9
Sources: Scotiabank Economics, Bank of Canada, N ~N & & & N 9
EIA. Sources: Scotiabank Economics, Statistics Canada.

Chart5

Significant Disconnect Between
Costs and Inflation

14.0 r
%yly

120 I e Core Inflation*

10.0 | IPPI
IPPI Ex. Energy & Petro. Prod

8.0

Jul-25

Jan-25
Apr-25
Jan-26

Apr-26

*Avg. of 2 core measures published by the BoC.
Sources: Scotiabank Economics, Bank of Canada,
Statistics Canada.

" This outlook is conditional on our population assumptions. We continue to assume roughly flat working-age population growth over 2026-27, at around 0.5% per
year. Should population growth prove stronger than expected, it would likely provide additional support to activity, reinforcing the recovery path.
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We view inflation staying close to 3% for the reminder of the year, driven by energy prices, before falling back towards the BoC target as
energy prices normalize. At the same time, geopolitical risks remain elevated and could further disrupt pricing dynamics. In this
environment, upside risks to inflation remain material, and we expect the Bank of Canada to remain focused on persistence.

MONETARY POLICY ON DIFFERENT TRACKS

The Fed and the Bank of Canada are set to remain on different policy tracks well beyond 2026 ~ Chart6é

(chart 6). In the United States, we continue to expect the Fed to ease at the end of this year. This Fed and BoC on Different
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Federal Reserve.

UPSIDE RISKS TO INFLATION ARE STILL IMPORTANT
The outlook remains subject to a wide range of risks, with elevated uncertainty on both sides of the growth, inflation, and rates outlook.

e Prolonged Middle East conflict. We are particularly concerned about a more protracted conflict that would not only push oil prices
higher, but also sustain broader cost pressures through elevated transportation and production costs, and generating supply chain
disruptions. Crucially, these dynamics are likely to interact with inflation expectations. With households highly sensitive to visible price
increases—particularly energy and food—a prolonged oil shock could lead to a more meaningful drift in expectations. Our scenario
analysis shows this channel can materially amplify the inflation response, with persistent shocks resulting in more entrenched inflation
dynamics, requiring a stronger policy response and leading to a significant economic downturn.

e Upside risk from US fiscal stimulus. Additional fiscal support remains a key upside risk, particularly if defence spending rises more than
currently assumed in the context of a prolonged Iran conflict. Proposed household transfers could further boost consumption if
implemented. Taken together, a stronger-than-expected fiscal impulse would add to inflation pressures and could materially alter the
Federal Reserve’s policy path.

e Breakdown of CUSMA negotiations. A breakdown in CUSMA negotiations remains a low-probability but high-impact downside risk.
Such an outcome would weigh on both economies but would be particularly severe for Canada, given its strong trade exposure to the
US, and would likely be sufficient to push the economy into recession.

e Downside risk from weaker demand and faster disinflation. The combination of weak activity early in 2026, softening labour market
conditions, and a clearer slowdown in core inflation may be signaling softer aggregate demand than we currently assume. If confirmed,
this would lead to a more sustained disinflation process. In that environment, the Bank of Canada would have little need to raise rates
and could remain on hold for longer than currently expected.
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North America
2010-19 2023 2024 2025 2026f 2027f 2010-19 2023 2024 2025 2026f 2027f
Canada United States
(annual % change, unless noted) (annual % change, unless noted)

Real GDP 23 2.0 2.0 19 0.8 21 2.4 2.9 2.8 21 19 19
Consumer spending 25 23 22 23 1.6 17 23 2.6 29 2.6 15 0.9
Residential investment 24 -9.3 0.0 0.6 -1.6 6.4 4.7 -7.8 32 -2.2 -51 0.8
Business investment* 16.4 34 -0.4 03 0.9 19 5.6 73 29 41 51 33
Government 11 2.9 4.2 32 2.8 2.7 0.2 35 38 11 0.8 1.8
Exports 35 6.2 0.9 -1.4 -0.1 1.4 39 2.8 36 1.6 39 0.2
Imports 3.7 1.2 0.7 -0.3 2.7 25 43 -0.9 5.8 2.7 0.0 -1.6
Inventories, contribution to annual GDP growth 0.1 -1.2 -0.2 0.0 0.2 0.2 0.1 -0.4 0.0 -0.1 -0.3 0.2

Nominal GDP 4.0 35 4.8 4.4 4.7 4.7 4.1 6.7 53 5.0 53 45

GDP deflator 17 15 2.7 25 3.9 25 1.6 37 2.5 2.8 33 2.6

Consumer price index (CPI) 16 39 2.4 21 2.6 21 1.8 41 3.0 2.6 33 2.7

Core inflation rate** 17 4.0 29 29 23 23 1.6 4.2 29 2.8 3.0 24

Pre-tax corporate profits 6.3 -11.8 -23 6.2 6.7 28 59 7.6 5.1 73 9.2 39

Employment 13 3.0 19 14 04 11 1.4 22 12 0.5 0.2 1.0

Unemployment rate (%) 6.9 54 6.4 6.9 6.6 6.2 6.2 3.6 4.0 43 43 4.2

Current account balance (CAD, USD bn) -56.9 -20.4 -15.0 -30.8 -21.3 -475 -407 -928 -1185 -1116 -784 -707

Merchandise trade balance (CAD, USD bn) -13.6 -0.9 -72  -314 -188 -40.2 -763  -1057 -1215 -1241 -1020 -975

Federal budget balance (FY, CAD, USD bn) *** -18.7 -61.9 -36.3 -66.9 -653 -63.1 -829 -1,694 1915 -1775 -2,13 -1,997
percent of GDP -1.0 -21 -1.2 =21 -1.9 -1.8 -4.8 -6.1 -6.5 -5.8 -6.5 -5.9

Housing starts (000s, mn) 201 240 245 259 245 250 0.99 1.42 137 136 138 1.40

Motor vehicle sales (000s, mn) 1,816 1,684 1,819 1,894 1842 1,883 15.7 15.5 15.9 16.3 15.8 15.9

Industrial production 2.4 0.6 0.6 1.0 0.6 25 17 -0.2 -0.6 11 13 2.0

Mexico
(annual % change)

Real GDP 23 3.1 15 0.5 0.7 1.0

Consumer price index 4.0 55 4.7 38 4.2 41

Unemployment rate (%) 4.4 2.8 2.7 2.6 29 3.2

Sources: Scotiabank Economics, Statistics Canada, CMHC, BEA, BLS, Bloomberg. *For Canada it includes capital expenditures by businesses and non-profit institutions.
** US: core PCE deflator; Canada: average of 2 core measures published by the BoC. *** In order to align with US reporting, as of the August 2020 issue of Scotiabank's Forecast Tables, Canadian

Federal and Provincial Budget Balances for FY2023/24 are noted in calendar year 2023, FY2024/25 in calendar year 2024.

Quarterly Forecasts

2024 2025 2026

Canada Q4 Q1 Q2 Q3 Q4 Q1 Q2f
Real GDP (g/qg ann. % change) 28 29 -1.0 19 -1.0 -01 21
Real GDP (y/y % change) 31 31 20 17 07 -0.1 0.7
Consumer prices (y/y % change) 19 23 18 20 22 22 28
Average of new core CPIs (y/y % change)* 26 28 30 31 28 23 22
CPIXFET (y/y % change)** 22 26 26 25 25 19 16
Unemployment Rate (%) 6.8 6.7 6.9 7.0 6.8 6.6 6.8
United States

Real GDP (g/q ann. % change) 19 -06 38 44 05 16 19
Real GDP (y/y % change) 24 20 21 23 20 26 2.1
Consumer prices (y/y % change) 2.7 2.7 25 29 28 2.7 39
Total PCE deflator (y/y % change) 26 26 24 2.7 28 31 37
Core PCE deflator (y/y % change) 30 28 27 29 29 31 32
Unemployment Rate (%) 41 41 42 43 45 43 4.4

* Average of 2 core measures published by the BoC. ** CPI ex. food, energy and indirect taxes. Sources: Scotiabank Economics, Statistics Canada, BEA, BLS, Bloomberg.
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Central Bank Rates
2024 2025 2026 2027

Q4 Q1 Q2 Q3 Q4 Q1 Q2f Q3f Q4f Q1f Q2f Q3f Q4f
Americas (% end of period)
Bank of Canada 325 2.75 2.75 2.50 2.25 2.25 2.25 2.25 2.75 3.00 3.00 3.00 3.00
US Federal Reserve (upper bound) 4.50 4.50 4.50 4.25 3.75 375 375 375 350 3.25 3.25 3.25 3.25
Bank of Mexico 10.00 9.00 8.00 7.50 7.00 6.75 6.50 6.50 6.50 6.50 6.50 6.50 6.75
Central Bank of Brazil 12.25 14.25 15.00 15.00 15.00 14.75 14.25 13.75 13.25 12.75 12.25 175 1.25
Central Reserve Bank of Peru 5.00 4.75 450 425 425 4.25 4.25 425 425 425 425 425 4.25
Central Bank of Chile 5.00 5.00 5.00 4.75 4.50 450 450 450 450 4.25 4.25 4.25 4.25
Europe
European Central Bank MRO Rate 3.15 2.65 215 2.5 2.5 215 2.40 2.65 2.65 2.65 2.65 2.40 2.40
European Central Bank Deposit Rate 3.00 250 2.00 2.00 2.00 2.00 2.25 250 250 2.50 2.50 2.25 2.25
Bank of England 4.75 4.50 4.25 4.00 3.75 375 375 4.00 4.25 425 425 4.00 3.75
Asia/Oceania
Reserve Bank of Australia 435 410 3.85 3.60 3.60 410 4.35 435 435 435 435 435 435
Bank of Japan 0.25 0.50 0.50 0.50 0.75 0.75 0.75 1.00 1.00 1.25 1.25 1.25 1.25
People's Bank of China 150 1.50 140 140 140 140 140 140 130 130 120 120 120
Reserve Bank of India 6.50 6.25 5.50 5.50 5.25 5.25 5.25 5.25 525 5.50 5.50 5.50 5.50
Bank of Korea 3.00 2.75 250 2.50 2.50 250 250 275 3.00 3.00 3.00 3.00 3.00
Bank of Thailand 2.25 2.00 175 1.50 125 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Currencies and Interest Rates
Americas (end of period)
Canadian dollar (USDCAD) 144 144 136 139 137 139 1.35 134 133 132 132 130 130
Canadian dollar (CADUSD) 0.70 0.70 0.73 0.72 0.73 0.72 0.74 0.75 0.75 0.76 0.76 0.77 0.77
Mexican peso (USDMXN) 20.83 20.47 18.75 18.31 18.01 17.94 18.04 18.20 18.38 18.56 18.77 18.99 19.21
Mexican peso (CADMXN) 14.48 14.23 13.78 13.15 1312 12.90 1336 13.59 13.82 14.06 14.22 14.61 14.78
Brazilian real (USDBRL) 6.18 57 543 532 547 518 5.06 5.10 5.15 518 5.20 523 5.25
Peruvian sol (USDPEN) 374 3.68 354 347 3.36 3.48 340 335 335 340 337 342 3.45
Chilean peso (USDCLP) 995 951 932 963 901 926 900 870 870 870 870 870 870
Europe
Euro (EURUSD) 1.04 1.08 118 117 117 116 118 122 122 123 123 124 124
UK pound (GBPUSD) 1.25 1.29 137 134 135 132 134 136 137 138 138 139 139
Asia/Oceania
Japanese yen (USDJPY) 157 150 144 148 157 159 155 152 150 147 145 143 140
Australian dollar (AUDUSD) 0.62 0.62 0.66 0.66 0.67 0.69 0.72 0.72 0.73 0.73 0.74 0.74 0.75
Chinese yuan (USDCNY) 7.30 7.26 7.6 7.2 6.99 6.89 6.87 6.84 6.81 6.78 6.76 6.73 6.70
Indian rupee (USDINR) 85.6 85.5 85.8 88.8 89.9 94.8 94.8 94.7 94.7 94.6 94.6 94.5 945
South Korean won (USDKRW) 1472 1473 1354 1404 1440 1519 1502 1485 1468 1451 1434 1417 1400
Thai baht (USDTHB) 341 339 325 324 315 330 328 327 326 325 323 322 321
Canada (Yields, %)
3-month T-bill 3.15 2.61 2.65 242 2.19 234 250 2.85 3.05 3.05 3.05 3.05 3.05
2-year Canada 293 2.46 2.59 247 2.59 282 2.80 2.90 3.05 3.15 3.15 3.15 3.15
5-year Canada 297 2.61 282 2.75 297 3.09 3.05 315 3.25 3.35 335 335 335
10-year Canada 3.23 297 327 318 343 3.47 3.45 3.50 3.60 3.65 370 370 370
30-year Canada 333 322 357 363 3.86 390 3.80 3.85 3.90 4.00 4.00 4.00 4.00
United States (Yields, %)
3-month T-bill 414 419 4.29 3.85 352 3.69 3.70 350 330 310 310 310 310
2-year Treasury 4.24 3.88 372 3.61 348 3.80 395 3.80 3.60 340 340 340 340
S-year Treasury 4.38 3.95 3.80 374 373 394 4.10 390 375 3.65 3.65 3.65 3.65
10-year Treasury 457 421 423 415 417 432 4.45 4.40 425 420 420 415 410
30-year Treasury 4.78 457 4.77 473 4.85 491 4.95 4.90 4.90 4.85 4.85 4.85 4.85
Sources: Scotiabank Economics, Bloomberg.
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(annual % change except where noted)
Real GDP CA NL PE NS NB QC ON MB SK AB BC
2010-19 2.3 11 21 1.2 0.7 19 2.3 2.2 23 2.6 29
2023 2.0 -3.0 2.9 2.4 2.0 0.7 24 2.8 31 25 2.8
2024 2.0 2.7 38 31 2.7 17 1.6 1.7 3.0 3.0 11
2025 1.9 35 2.8 23 2.0 0.6 13 13 22 2.7 2.0
2026f 0.8 2.4 13 1.0 13 0.4 0.5 1.2 1.8 2.8 0.5
2027f 2.1 2.5 22 2.0 21 18 1.8 21 2.5 3.0 1.9
Nominal GDP
2010-19 4.0 3.7 42 3.0 2.8 38 4.1 39 35 3.7 45
2023 35 -4.0 6.7 7.6 35 4.7 6.9 54 -37 -4.0 3.6
2024 48 4.6 75 8.0 4.0 59 51 33 0.0 51 35
2025 44 5.0 6.0 52 48 35 4.1 4.0 4.0 4.1 4.7
2026f 47 10.9 43 38 42 31 31 39 85 123 32
2027f 47 15 6.2 5.8 6.0 5.6 55 5.8 3.7 04 57
Employment
2010-19 13 0.7 13 0.3 0.0 11 14 1.0 0.9 13 2.0
2023 3.0 18 6.2 2.7 35 3.0 31 2.7 1.6 3.7 2.6
2024 19 2.8 35 32 2.9 1.0 17 2.5 2.6 31 23
2025 14 -0.1 1.2 04 13 17 1.0 1.6 2.5 2.8 11
2026f 0.4 0.8 2.0 0.4 1.6 0.0 0.2 13 12 3.0 -0.2
2027f 11 1.0 15 1.0 18 0.8 0.8 15 15 3.0 0.5
Unemployment Rate (%)
2010-19 6.9 133 10.6 8.8 95 7.1 7.0 5.6 53 6.2 6.2
2023 54 10.0 72 6.4 6.6 45 5.6 49 47 5.9 5.2
2024 6.4 10.0 7.9 6.5 7.0 53 7.0 5.4 5.4 7.0 5.6
2025 6.9 101 8.0 6.6 Al 5.6 7.7 5.9 52 7.2 6.2
2026f 6.6 92 7.2 6.4 6.7 55 7.5 55 51 6.3 6.2
2027f 6.2 8.8 7.0 6.3 6.4 52 7.2 53 5.0 5.8 6.2
Total CPI, annual average
2010-19 16 2.0 1.6 17 18 15 19 18 18 17 1.6
2023 39 33 2.9 4.0 35 45 3.8 3.6 39 33 4.0
2024 24 18 19 23 22 23 24 1.0 14 29 26
2025 21 14 14 2.0 17 2.5 19 2.7 21 19 21
2026f 26 2.7 2.4 27 27 2.8 26 2.7 2.7 2.6 26
2027f 21 21 2.0 21 21 21 21 21 21 22 2.1
Housing Starts (units, 000s)
2010-19 201 2.2 0.8 42 2.7 44 70 6.6 6.0 31 34
2023 240 1.0 11 7.2 45 39 89 Al 4.6 36 50
2024 245 17 17 7.4 6.2 49 75 7.2 43 48 46
2025 259 1.6 18 9.8 7.6 60 65 7.9 6.2 55 44
2026f 245 19 1.6 6.3 7.5 58 68 8.2 53 45 43
2027f 250 19 15 Al 6.3 57 73 8.0 5.9 45 43
Motor Vehicle Sales (units, 000s)
2010-19 1,816 33 7 52 42 441 738 56 54 239 199
2023 1,684 27 8 42 38 M 718 49 45 209 205
2024 1,819 33 9 49 44 473 764 58 51 223 214
2025 1,894 36 9 55 47 457 787 63 55 234 215
2026f 1,842 34 8 48 42 442 74 58 52 223 202
2027f 1,883 31 8 49 11 442 764 57 51 225 213
Budget Balances, (CAD mn)
2022 -35,322 321 14 123 1,002 -3,126 -5,863 373 1,581 1,641 956
2023 -61,876 -459 -15 142 500 -5,994 -693 -1,971 182 4,285 -5,035
2024 -36,300 -297 -164 82 -104 -5175 -1,090 -1,149 -249 8,320 -7,347
2025f -66,900 -729 -450  -1,249 -1,328 -7,655 -12,300 -1,661 -1,211 -4,134 -9,614
Sources: Scotiabank Economics, Statistics Canada, CMHC, Budget documents; Quebec budget balance figures are before Generations Fund and Stabilization Reserve transfers.
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