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Scotiabank Forecast: Inflation Pressures to Keep Central
Banks Cautious

e Ouroutlook is broadly unchanged from the June forecast, and incoming data have
strengthened our confidence in the underlying narrative.

e Canada: Recent data have evolved broadly in line with our expectations and continue
to support the view that the economy is moving out of the soft patch seen at the start
of the year. Despite the volatile situation in the Middle East, oil prices are lower than
in our previous forecast, weighing modestly on the near-term outlook, particularly
through business investment and total CPI inflation. However, the weaker Canadian
dollar broadly offsets that drag by providing support to exports.

e United States: The story is similar, near-term activity looks slightly stronger than
previously expected, partly reflecting weaker import growth. Inflation has continued
to surprise to the upside in both headline and core measures, reinforcing the case for
caution from the Fed.

Our outlook remains broadly unchanged from our June forecast, reflecting a series of
offsetting developments since our last update. Financial markets have remained
volatile, oil prices have declined, and the Canadian dollar has weakened. At the same
time, incoming Canadian data have largely reinforced the dynamics outlined in our June
note, suggesting that the economy is beginning to emerge from its recent soft patch.
Inflation risks remain elevated in our view, which should keep the Bank of Canada
cautious and ultimately lead to a gradual normalization of policy rates beginning toward
the end of this year (chart 1). In the United States, economic activity continues to
display resilience despite the expected moderation in household demand as hiring
remains modest and real wage growth stalls. Meanwhile, inflation has proven more
persistent than expected, prompting the Federal Reserve to take a cautious approach
to potential rate movement.

Oil prices fell sharply in June before renewed geopolitical tensions pushed them higher
again in July. Even after that rebound, prices remain well below the assumptions
embedded in our June forecast, creating a modest drag on the near-term outlook. Spot
prices are likely to remain volatile in the near term given the geopolitical backdrop.
However, we continue to expect oil prices to settle around US$70 in 2027, broadly in line
with our previous forecast (chart 2). That level remains above pre-war prices, reflecting a
residual geopolitical risk premium.
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UNITED STATES: MODERATING GROWTH

Aggregate activity in the U.S. has proven somewhat stronger than anticipated, with first-quarter GDP revised up from 1.6% to 2.1%,
supported in part by volatile trade flows and continued strength in business investment. Beneath the headline, however, household
spending continues to cool gradually as labour market conditions soften. We expect this trend to persist over the coming quarters, with
consumer spending losing further momentum as labour demand is slowing and excess savings fade. Equity market gains should continue to
provide some support to consumption, although less so than last year, while persistent inflation is increasingly weighing on real income
growth. At the same time, business investment—supported by Al-related spending, strong corporate balance sheets, and elevated equity
valuations—should remain an important counterweight and help cushion the moderation in domestic demand.

The other notable development has been inflation. Price pressures have once again surprised to the upside, reinforcing the view that the
Fed cannot afford to become complacent. Policymakers now face a more difficult balance: inflation remains persistent, while household
demand is slowing and the labour market is weakening. In our forecast, this pushes rate cuts later, though we still expect the Fed to move
policy back toward a more neutral stance next year.

CANADA: EMERGING FROM THE SOFT PATCH

The Canadian economy continues to evolve broadly in line with our expectations. Recent data support the view that activity is beginning to
recover from the soft patch experienced at the start of the year. GDP rose a strong 0.5% in April, matching roughly the earlier flash estimate,
and recent labour market releases suggest that the anticipated improvement may be arriving somewhat sooner than expected. Although
employment gains remain modest, broader labour market conditions appear to be stabilizing after a weak start to the year.

We now expect growth to average 0.9% in 2026, little changed from our previous forecast, although that annual figure masks a meaningful
strengthening in momentum through the year. Quarterly growth should firm as the effects of past rate cuts increasingly support domestic
demand, particularly in the housing sector and government spending catches up with planned outlays. As a result, we expect GDP growth to
strengthen to 2.2% in 2027. The U.S. administration’s refusal to renew CUSMA by the July 1 deadline does not alter our baseline forecast.
Canada’s exports remain protected by the agreement and continue to benefit from very low tariffs. We continue to assume that the free
trade framework will ultimately be renewed.

One area we continue to monitor closely is underlying inflation. Momentum has turned Chart3
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Middle East have recently moved in a more constructive direction, geopolitical tensions Sources: Scotiabank Economics, Statistics Canada.

remain elevated and the risk of renewed disruptions cannot be dismissed. Oil supply

continues to be constrained, and inventories are likely to require rebuilding over time, leaving crude prices vulnerable to renewed upside
pressure. A sustained rise in energy prices would lift headline inflation directly and raise transportation and production costs more
broadly. It could also feed into inflation expectations, amplifying and prolonging price pressures, requiring a stronger monetary policy
response (see our previous note on this risk).

e Upside risk from U.S. fiscal policy. Additional fiscal support—including higher defence spending and potential household transfers—
could boost demand, add to inflation pressures, and keep the Federal Reserve on a more hawkish path.

e  CUSMA renegotiation risks. The U.S. administration’s refusal to renew CUSMA by the July 1 deadline was not unexpected but an
adverse outcome to the upcoming CUSMA negotiations remains a possibility and would represent a significant downside risk (see here).
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Sources: Scotiabank Economics, Statistics Canada, Focus Economics, BEA, BCB, BLS, IMF, Bloomberg.
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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 0.9 22 2.4 2.9 2.8 21 2.0 19
Consumer spending 25 23 22 23 1.6 15 23 2.6 29 2.6 1.6 1.0
Residential investment 24 -9.3 0.0 0.6 -21 54 4.7 -7.8 32 -2.2 -4.8 11
Business investment* 3.0 34 -0.4 03 0.5 1.4 5.6 73 29 41 54 33
Government 11 2.9 4.2 32 22 2.7 0.2 35 38 11 0.9 19
Exports 35 6.2 0.9 -1.4 25 0.7 39 2.8 36 1.6 38 04
Imports 3.7 1.2 0.7 -0.3 3.6 13 43 -0.9 5.8 2.7 0.7 -1.4
Inventories, contribution to annual GDP growth 0.1 -1.2 -0.2 0.0 0.1 0.2 0.1 -0.4 0.0 -0.1 -0.1 0.1

Nominal GDP 4.0 35 4.8 4.4 4.7 43 4.1 6.7 53 5.0 55 4.6

GDP deflator 17 15 2.7 25 37 22 1.6 37 2.5 2.8 34 2.6

Consumer price index (CPI) 16 39 2.4 21 2.6 21 1.8 41 3.0 2.7 33 25

Core inflation rate** 17 4.0 29 29 22 2.2 1.6 4.2 29 2.8 3.1 24

Pre-tax corporate profits 6.3 -11.8 -23 6.2 6.7 28 59 7.6 5.1 73 10.1 39

Employment 13 3.0 19 14 0.6 12 1.4 22 12 0.5 0.4 11

Unemployment rate (%) 6.9 54 6.4 6.8 6.5 6.2 6.2 3.6 4.0 43 43 43

Current account balance (CAD, USD bn) -56.9 -20.4 -15.0 -30.6 -11.5  -294 -386 -931 -1199 -177 -988 -944

Merchandise trade balance (CAD, USD bn) -13.6 -0.9 -72 314 132 -276 -763 1058 -1213 -1260 -1087 -1067

Federal budget balance (FY, CAD, USD bn) *** -18.7 -61.9 -36.3 -66.9 -653 -63.1 -829 -1694 1915 -1775 -2,076 -2,009
percent of GDP -1.0 -21 -1.2 =21 -1.9 -1.8 -4.8 -6.1 -6.5 -5.8 -6.4 -5.9

Housing starts (000s, mn) 201 240 245 259 253 248 0.99 1.42 137 136 1.40 1.41

Motor vehicle sales (000s, mn) 1,816 1,684 1,819 1,894 1861 1,897 15.7 15.5 15.9 16.3 15.9 16.1

Industrial production 2.4 0.6 0.6 1.0 0.7 25 17 -0.2 -0.6 11 11 21

Mexico
(annual % change)

Real GDP 23 3.1 15 0.5 0.7 1.0

Consumer price index 4.0 55 4.7 38 4.0 41

Unemployment rate (%) 4.4 2.8 2.7 2.6 29 33

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 Q2e
Real GDP (g/qg ann. % change) 28 29 -1.0 19 -1.0 -01 28
Real GDP (y/y % change) 31 31 20 17 0.7 -01 0.9
Consumer prices (y/y % change) 19 23 18 20 22 22 3.0
Average of new core CPIs (y/y % change)* 26 28 30 31 28 23 2.0
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 6.7
United States

Real GDP (g/q ann. % change) 19 -06 38 44 05 21 18
Real GDP (y/y % change) 24 20 21 23 20 27 22
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 39
Core PCE deflator (y/y % change) 30 28 27 29 29 31 34
Unemployment Rate (%) 41 41 42 43 45 43 43

* 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 Q2 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 3.75 3.50 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 14.00 14.00 13.50 13.00 12.50 12.00
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 3.75 375 375 375 3.75 3.75 3.75 3.75 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 1.00 1.00 125 1.25 150 150 150
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 5.50 5.50 5.75 5.75 5.75
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 1.25 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) 144 144 136 139 137 139 142 139 137 136 1.35 134 133
Canadian dollar (CADUSD) 0.70 0.70 0.73 0.72 0.73 0.72 0.70 0.72 0.73 0.74 0.74 0.75 0.75
Mexican peso (USDMXN) 20.83 20.47 18.75 18.31 18.01 17.94 17.49 17.77 17.90 18.03 18.17 18.33 18.50
Mexican peso (CADMXN) 14.48 14.23 13.78 13.15 1312 12.90 1232 12.78 13.07 13.26 13.46 13.68 1391
Brazilian real (USDBRL) 6.18 57 543 532 547 518 5.16 5.18 5.20 5.21 523 523 5.25
Peruvian sol (USDPEN) 374 3.68 354 347 3.36 3.48 341 338 335 340 3.36 340 340
Chilean peso (USDCLP) 995 951 932 963 901 926 922 870 870 870 870 870 870
Europe
Euro (EURUSD) 1.04 1.08 118 117 117 116 114 118 120 120 121 121 122
UK pound (GBPUSD) 1.25 1.29 137 134 135 132 133 136 137 138 138 139 139
Asia/Oceania
Japanese yen (USDJPY) 157 150 144 148 157 159 163 157 155 153 150 148 145
Australian dollar (AUDUSD) 0.62 0.62 0.66 0.66 0.67 0.69 0.69 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 6.79 6.78 6.78 6.77 6.76 6.73 6.70
Indian rupee (USDINR) 85.6 85.5 85.8 88.8 89.9 94.8 94.7 95.1 95.2 95.1 95.0 95.0 95.0
South Korean won (USDKRW) 1472 1473 1354 1404 1440 1519 1549 1503 1468 1451 1434 1417 1400
Thai baht (USDTHB) 341 339 325 324 315 330 332 33.0 329 327 325 323 321
Canada (Yields, %)
3-month T-bill 3.15 2.61 2.65 242 2.19 234 2.26 240 2.80 3.05 3.05 3.05 3.05
2-year Canada 293 2.46 2.59 247 2.59 282 2.75 2.90 3.05 3.15 3.15 3.15 3.15
5-year Canada 297 2.61 282 2.75 297 3.09 3.01 315 3.25 3.35 335 335 335
10-year Canada 3.23 297 327 318 343 3.47 338 3.50 3.60 3.65 370 370 370
30-year Canada 333 322 357 363 3.86 390 377 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 37 3.65 3.55 330 3.15 3.15 3.15
2-year Treasury 4.24 3.88 372 3.61 348 3.80 417 410 3.75 3.50 340 340 340
S-year Treasury 4.38 3.95 3.80 374 373 394 423 420 3.95 375 3.65 3.65 3.65
10-year Treasury 457 421 423 415 417 432 4.47 450 435 425 420 415 410
30-year Treasury 4.78 457 4.77 473 4.85 491 4.95 5.00 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 0.9 2.7 13 1.0 13 0.4 0.5 15 1.8 25 0.4
2027f 2.2 2.0 22 2.0 21 18 2.0 21 2.5 2.9 2.1
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 45 6.0 52 48 35 4.1 4.0 4.0 4.1 4.7
2026f 4.7 10.2 43 38 42 31 31 42 85 10.9 31
2027f 43 1.0 57 53 55 51 52 53 3.7 03 54
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 0.6 0.6 2.8 0.8 12 -0.2 04 1.8 0.7 32 -04
2027f 1.2 1.0 2.0 12 15 0.6 0.9 15 13 3.0 0.6
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 6.8 101 8.0 6.6 Al 5.6 7.7 5.9 52 7.2 6.2
2026f 6.5 93 73 6.8 7.0 55 7.2 55 55 6.5 6.4
2027f 6.2 9.0 6.7 6.6 7.0 55 6.8 53 5.6 6.1 6.3
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 2.6 2.7 25 2.8 3.0 29 2.2 33 3.0 2.7 2.6
2027f 21 22 2.1 21 23 22 2.0 25 23 22 21
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 253 18 19 7.2 Al 60 69 8.2 5.9 48 44
2027f 248 18 1.6 73 6.0 57 73 7.8 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 1,861 34 8 50 43 447 749 58 52 224 204
2027f 1,897 31 8 50 42 446 770 58 52 227 215
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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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy
involving a swap or any other transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering
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