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Growth Continues to Slow Amid Trade and Demographic
Headwinds

HIGHLIGHTS

Most Canadian provinces are poised for slowdowns in 2025 (chart 1). A complex mix of
trade dynamics, monetary policy responses, and demographic factors continue to weigh
on growth. Although U.S. tariff rates have eased somewhat from initial levels, they
remain a significant headwind, particularly for sectors with high exposure to
international trade. The burden of these tariffs is not evenly distributed across the
country—provinces with greater reliance on affected industries are facing more
pronounced economic strain. Effective U.S. tariff rates vary, with manufacturing-heavy
regions like Ontario and Quebec seeing higher impacts, while resource-based provinces
such as Alberta and Saskatchewan are relatively less affected (chart 2). Economic
uncertainty is somewhat lower than earlier this year, but remains elevated—dampening
consumer confidence and business investment. In addition, the country is bracing for
the review of CUSMA, which to date has significantly limited the impact of tariffs in most
sectors. In response to softening economic and labour market data, the Bank of Canada
cut its policy rate in September and we expect one more cut by the end of this year,
which will provide some support to provincial economies. However, slowing population
growth is simultaneously lowering underlying potential growth, and it will take some time
for the positive impact of new major projects to feed through the economy.

HOUSEHOLD CONSUMPTION TO SOFTEN

Household spending growth has been resilient so far. Consumer spending in Canada is
being shaped by competing forces. The supportive effects of monetary policy easing are
still working through the economy, with the Bank of Canada having lowered its policy
rate from a peak of 5% beginning in June 2024. Given the typical 12-24 month lag in
monetary transmission, some residual support for spending remains. This has helped
household spending remain resilient through the first months of the tariff shock, with
provincial retail sales up between 3% and 8% (in nominal terms) through July compared
to the same period last year (chart 3). However, this has been largely driven by the
growth in household consumption over the course of 2024, which has levelled off and
been fairly stable since the start of 2025.

Deteriorating labour market conditions point to weaker household spending going
forward. Unemployment has been trending higher since mid-2023, and the tariff and
uncertainty shock has led to a further deterioration in the labour market—which seems to
have accelerated over the summer. Across July and August, the Canadian economy shed
115,000 jobs, more than offsetting a surprisingly strong June employment report, and
increasing the national unemployment rate to 7.1%. Seven provinces had fewer people
working in August compared to January (chart 4), with trade-exposed Ontario seeing the
largest decline of 0.6%, representing about 50,000 jobs lost. Nova Scotia and Prince
Edward Island have also seen a similar percentage decline. However, a few provinces have
been more resilient, especially Saskatchewan, where employment is up by about 2.5%.
That said, some supply side dynamics muddle comparisons of job numbers across
provinces, given variations in labour force growth, making the unemployment rate the
best metric to watch. Overall, we expect weakness in the labour market to continue,
though even weak job growth could start to outstrip population growth due to the
slowdown in immigration, leading unemployment rates to fall in 2026. As the labour
market continues to weaken, we expect household spending to follow suit. Indeed,
monthly vehicle sales data for August—our first reading on household spending in the
month—showed a significant drop.
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INVESTMENT GROWTH HAS SLOWED

Housing markets are varied across the country. Sales of existing homes in most provinces
slowed after the onset of the trade war and pause in the Bank of Canada’s interest rate
cutting cycle in the Spring, especially the most expensive markets of British Columbia and
Ontario, but are picking back up. Residential investment has contributed positively to
growth through the first eight months of the year in most provinces, but has dragged in
British Columbia, Alberta, and Newfoundland and Labrador (chart 5). In addition, housing
starts through August are lower compared to a year ago in Manitoba, Ontario, and
Newfoundland and Labrador, which is likely to result in residential investment drag in these
provinces going forward. In contrast, residential investment and housing starts are up
strongly in some provinces, especially Saskatchewan and Prince Edward Island, and the
Bank of Canada’s September interest rate cut will support the housing sector across the
country by reducing borrowing costs. That said, lower immigration will reduce some
demand for housing, especially in the largest cities, which have long seen more than their
fair share of newcomers to Canada.

Non-residential investment remains subdued. Canada’s recent track record of weak
business investment continues. All provinces appear to have recorded modestly negative
growth in business investment last year, and all are flat or modestly negative again through
the first half of this year. However, in some provinces, public investment has helped to
offset the weakness in private investment—especially Nova Scotia and Prince Edward
Island, which saw overall non-residential investment gains of roughly 15% and 5%,
respectively, in 2024. Through the first half of this year, positive public investment growth
has helped most provinces see a gain in overall non-residential investment over the same
period last year, with the exception of Nova Scotia—which had an extremely strong 2024
(chart 6). We expect business investment to continue to be negatively impacted by the
ongoing tariffs and uncertainty, but growing public investment helping to offset this. The
medium-term outlook is more promising, given the numerous major projects in the pipeline,
and the federal government’s efforts to significantly shorten major project approvals and
see additional significant projects being added.
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EXPORTS WEAKENING AS FRONTRUNNING FADES

Strong export growth in Q1is unwinding. Canadian exports were elevated in Q1, as American
firms brought in extra products ahead of tariffs coming into effect, which boosted Canadian
growth to start the year. The unwinding of this impact has been evident in the export data since
then, which has been considerably lower. Some provinces’ exports are actually up year-over-
year through July (chart 7), due to tariff front-running in early 2025. However, we expect
exports to clearly weigh on growth for the year overall given the negative impacts of ongoing
tariffs. While the frequency of U.S. tariff announcements has slowed relative to the spring and
summer, the trade environment is ever-evolving—as evidenced by the September 25"
announcement of new U.S. tariffs on pharmaceuticals and other goods.

Chinese tariffs are also having impacts. While the most of the focus in Canada has been on the
U.S. trade war, China’s 25% tariffs on seafood and even larger tariffs on canola products are
also having impacts in some parts of Canada, especially Atlantic Canada and the Prairies.
However, to date the impact of the Chinese tariffs seems relatively muted, as exports and
prices of affected goods appear to have remained fairly stable.

DEMOGRAPHIC HEADWINDS

The provinces’ longer-term growth prospects are strongly influenced by demographic
factors. A pullback in permanent resident admissions, along with a sizeable contraction in non-
permanent residents, is materially slowing population and labour force growth across Canada
(chart 8). As a result of the changes in immigration policy, there has been very limited
population growth so far in 2025.

The drop in non-permanent residents is another key factor in shaping the differing outlooks
of the provinces. We expected that Ontario and B.C. would feel the most pronounced effects of
the changed federal government immigration policies, due to their high numbers of international
students, and they have indeed seen among the weakest population growth so far this year.
However, all provinces are facing significant slowdowns, which will weigh on potential growth in
each province.

Interprovincial migration remains an additional challenge for the Atlantic provinces. While the
flow of Ontarians moving East—a trend that began before the pandemic—continues, it is slowing
quickly. In addition, these provinces are now experiencing a net loss of residents to Alberta and
Quebec, and neutral flows from other provinces (chart 9). These trends are expected to persist, and
as the movement of Ontarians to the Atlantic provinces continues to slow, this region may face
stagnant or even negative net interprovincial migration. This, alongside the slowdown in
international migration, will weigh on growth prospects in Atlantic Canada.
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BRITISH COLUMBIA

Despite the tariff shock, consumer spending has continued to grow steadily so far this Chart 10

year, and the continued interest rate easing should support further consumer spending BC Net International Migration
growth. Home sales in the expensive B.C. housing market fell at the beginning of the tariff 70 [ persons, 000s
war, but have started to bounce back over the summer as uncertainty has fallen from the 60 |

spring peak. 50

B.C.'s unemployment rate has risen slightly over the course of the year, but less so than in 40 r

many other provinces, and is about a percentage point below the national average. The 30 |
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driven by trade-exposed sectors. Instead, the losses were concentrated in the education, 0

health care, and information, culture and recreation sectors. The province has seen a net .

gain in jobs in goods-producing sectors since the start of the tariff war. This, along with
stable exports so far this year, indicate that the province’s less U.S. export-oriented economy 10
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its first full month of operations in July, which will support growth in the second half of the GG 39C053060350
year and beyond. Sources: Scotiabank Economics, Statistics Canada.

While B.C. diversified export base helps mitigate to some extent the impacts of the U.S. trade war, it is facing perhaps the strongest
demographic headwinds of any province. The province has the highest share of non-permanent residents, and has seen its immigration inflows
drop and its outflows increase, resulting in a drop in net international migration similar to that at the beginning of the pandemic (chart 10).
These demographic headwinds will weigh on growth in the province, including through limiting demand for new housing over the medium-
term. Housing starts in B.C. have been fairly flat over the past ten years, and residential construction is on track to drag on overall growth again
in 2025. However, the provincial government is increasing public capital spending, which will mitigate some of the continued weakness in
housing construction. Business investment is down slightly to start the year, but we expect this to pick up, especially given that B.C. has two of
the first projects under consideration by the new federal Major Projects Office, including the next phase of the Kitimat LNG facility.

Overall, we expect growth of 1.4% in 2025 and 1.8% in 2026, slightly overperforming the national average in both years.

ALBERTA

Alberta had the third-highest rate of growth among the provinces in 2024, as the province Chart 11

continued to benefit from its natural resources as well as population gains—which were Alberta Oil & Gas Capital Expenditures

driven by both international and interprovincial migration.

701 Bncap

So farin 2025, Alberta continues to demonstrate stronger-than-average growth. Household ™ Emerging resources

. . . . . . 60 Crude oil and natural gas
consumption has soften somewhat since the tariff war started but remains solid, housing u il cands
starts have continued to grow at a good clip, and non-residential investment has remained 50 |
solid. Goods exports have fallen somewhat since the beginning of the year, but remain in line
with the volumes seen over the last couple of years. The unemployment rate has increased 40 __..-"'
and employment is down slightly since the tariff war started, but hours worked are up over o | __-'
2% so far this year. |
We expect the province’s economy to grow by 2.2% in 2025 and 2.4% in 2026—at or near the 20 [ 1
top of the provincial growth ranking in both years. While population growth is lower, the 0 b
province continues to see the highest rate of population growth, which will reinforce its
demographic advantage. In addition, while exports to the U.S. represents a large share of 0
Alberta’s GDP, much of this is energy products, which have a lower tariff rate and are not easily 5082e835c2t6iag§nk1I§co:1im1i§s, i?be%:a Ezrzerg)? 33
substituted in the near-term. As a result, oil production has remained steady, and should Regulator.

continue to support solid growth in the province—with an added boost from the
operationalization of Trans Mountain pipeline expansion. In addition, investment in the oil & gas sector is projected to remain solid (chart 11),
and could be boosted further by the federal government’s efforts to see new major projects, including in the energy sector.
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SASKATCHEWAN

Saskatchewan’s economy grew at the second-fastest rate among the provinces in 2024,
driven by strong household consumption and robust investment in the mining sector. These
factors continue, and are being further supported by a pick-up in housing starts which has
resulted in residential investment increasing by more than 20% through the first seven
months of the year. While China’s high tariffs on canola products represent a significant
potential headwind to Saskatchewan’s agriculture sector, so far canola prices have not had
a significant reaction (chart 12), helping mute the impacts of these tariffs so far.

The province’s labour market continues to demonstrate the underlying strength in the
Saskatchewan economy, with only one month of job losses since the onset of the tariff war,
and an unemployment rate that has fallen by 0.7 percentage points from January to August
to 4.7%—the lowest rate in the country by a full percentage point.

While population and labour force growth has slowed, it remains positive, helping
Saskatchewan maintain above-average potential growth. In addition, strong business
investment is likely to continue, due to the ongoing construction of the world’s biggest
potash mine through 2029, and the potential addition of the Foran Copper Mine—which is
one of the five first projects under consideration by the Major Projects Office.

Overall, we expect the Saskatchewan economy to grow 2.1% this year and 2.5% next year—
at or near the top of the provincial growth ranking in both years.

MANITOBA

Manitoba’s economy grew slightly below the national average in 2024, with growth driven
entirely by services industries as elevated interest rates weighed on the goods-component
of the economy. So far in 2025, economic indicators suggest that Manitoba is growing at a
pace at least in line with the national average. Retail sales are up 6% year-to-date through
July, home sales are up 13%, and residential investment is up 11%. However, non-residential
investment and exports are down somewhat. In addition, the province’s largest export
category, agriculture products, has been steady (chart 13), but there have been declinesin a
number of other sectors, including consumer goods, energy products, industrial machinery.

The province is one of three that has seen a net gain in jobs since the tariff war started, and
while the unemployment rate has continued the climb higher that it started in 2022, it has
not climbed as much as the national average. The province boasts Canada’s second-lowest
unemployment rate at 5.7%.

We expect growth in the Manitoba economy of 1.4% this year and 1.8% next year—slightly
higher than the national average for both years. Population growth is lower but remains
positive, and the province’s diversified export base should help mitigate some of the
impacts of the tariffs.
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ONTARIO

Ontario’s economy grew slightly below the national average in 2024, as growth in services Chart 14

industries was partially offset by contractions in manufacturing and construction activity, ON Steel and Autos Exports
which had been weighed down by previously elevated interest rates. 14 r Index, Jan |
So far in 2025, retail sales have been fairly stable despite the tariff and uncertainty shock, and 12 F 2024=100 I
housing sales are rebounding after a slowdown in the Spring. Housing starts remain low but

have ticked up since March. Non-residential investment has softened slightly since the start of o
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seen accelerations in their longer-term declines since the tariffs came into effect (chart 14).
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impact in the country. The jobs losses have been across many sectors, including manufacturing,
agriculture, education. In addition, hours worked are down 0.8% through the first eight months
of the year. The unemployment rate has not increased much, though this is in the context of a rapid slowdown in population growth; the
Ontario labour force has contracted since the beginning of the year, though remains somewhat larger than the same period last year.

The weakness in the labour market is likely to lead to weaker consumer spending going forward, and the province’s close ties with the U.S.
economy will weigh on business investment. Overall, we expect real GDP growth in Ontario of 0.8% in 2025 and 1.2% in 2026—somewhat
underperforming the national average in both years.

QUEBEC
Quebec’s economy also grew slightly below the national average in 2024. Previously Chart 15
elevated interest rates contributed to contractions in manufacturing and utilities, which QC Aluminum Exports
. . . . . - 1,400
wefe.parually offset by improvements in f:o.nstructmn, crop production, and metal.mmmg CAD. M Tariffsstart — |
activity. Over the course of last year, declining interest rates supported a recovery in 1200 |
consumer spending, which has remained stable even since the onset of the tariff war. The
. . . ) 1,000 |
housing market has similarly shaken off the tariff and uncertainty shock; home sales saw
only a modest softening in March, and housing starts have continued their rise since 2023. 800 H
Residential investment is up 23% over last year through August. However, the decline in
600 H
business investment that pre-dated the tariff shock has accelerated somewhat, and exports
are modestly down through July. 400 H
The labour market has been more resilient than we expected, given Quebec’s close trading 200 H
links with the U.S. economy and the size of its aluminum sector—a key target of the U.S.

0 T T T
sectoral tariffs. The province is one of only three that has not seen a net decline in Jan-24 Jul-24 Jan-25 Jul-25
employment since January. The unemployment rate has risen further since the beginning of Sources: Scotiabank Economics, Quebec Budget
the year, though at the same pace as the Canadian average. 2025-2026.

In addition to the growing impacts of slowing labour force growth due to immigration changes, we expect the U.S. tariffs to increasingly
weigh on the Quebec economy—especially the steel & aluminum sector. Quebec’s exports of aluminum, which represented 10% of the
province’s total exports last year, have fallen by about 40% between December and August—though tariff front-running provided a
temporary boost in March (chart 15). We expect the U.S. tariffs on steel & aluminum imports will continue to drag on Quebec’s exports of
these metals as long as the tariffs are in place.

Overall, we see Quebec underperforming the national average this year and next, with growth of 1.0% in 2025 and 1.5% in 2026.

Global Economics 6
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MARITIME PROVINCES

All three of the Maritime provinces grew faster than the national average in 2024, with PEI
recording the top growth rate of any Canadian province. The services sector was the
primary driver of growth across the three provinces, aided by strength in the construction
and manufacturing sectors.

Retail sales growth across the Maritimes has fallen below the national average so far in 2025.
In addition, all three Maritime provinces have seen employment contract by about 0.5% since
the U.S. tariff war started, though their unemployment rates have been fairly steady in the
context of sharply slowing labour force growth. However, weakness on the consumer side has
been offset to some extent by strong growth in both residential and non-residential
investment. On the residential side, housing construction investment and new housing starts
continue to grow strongly, as the 2015-2024 population growth continues to drive a housing
boom (chart 16). On the non-residential side, business investment has remained stable
through the tariff and uncertainty shock, and public sector investment continues to increase.

The Maritimes are less exposed to trade risk than some other provinces, due to their lower
export shares. However, slowing consumer spending and a sharp slowdown in labour force
growth will weigh on the overall growth rate. We expect growth in the Maritime provinces to
slow from their 2024 growth rates, but remain slightly higher than the national average in
2025 and 2026.

NEWFOUNDLAND AND LABRADOR

Newfoundland and Labrador’s economy rebounded strong in 2024 after having contracted
the prior two years. Growth was supported by the province’s natural resources, notably
through increased oil & gas as well as mining activity. Population growth and job gains, along
with declining interest rates, fueled a rise in consumer spending.

So far in 2025, consumer spending has remained strong and export growth has remained
positive, but investment has decreased in the wake of the U.S. trade war. Employment is
down modestly, with the unemployment rate broadly unchanged.

Oil production has continued to trend higher through the early months of the U.S. trade war
(chart 17). While oil production is expected to eventually taper off as fields reach the end of
their lifespans, the planned hydroelectricity capital projects at Churchill Falls and other sites
will help to mitigate a slowdown in oil & gas and provide an important new source of growth
in the provincial economy.
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(annual % change except where noted)
Real GDP CA NL PE NS NB QcC ON MB SK AB BC
2010-19 22 11 21 12 0.7 19 23 22 23 2.6 29
2022 4.2 -1.9 4.4 35 2.0 | 34 41 4.2 72 6.0 4.0
2023 1.5 -2.6 22 2.0 16 0.6 17 17 23 23 24
2024e 1.6 24 36 2.7 1.8 z 13 12 11 34 2.7 12
2025f 12 14 11 13 15 f 1.0 0.8 14 21 22 1.4
2026f 1.6 19 19 18 2.0 % 15 12 18 25 24 1.8
Nominal GDP ‘
2010-19 4.0 37 4.2 3.0 2.8 38 4.1 39 35 37 45
2022 12.4 6.5 10.4 74 104 8.7 9.4 10.8 304 24.4 10.8
2023 29 -55 4.9 8.0 32 5.0 54 45 -4.8 -4.3 36
2024e 4.7 6.0 6.8 5.7 4.9 43 41 41 7.6 6.6 43
2025f 3.7 2.8 42 41 42 38 35 4.0 38 35 4.0
2026f 39 4.0 4.4 41 4.4 38 34 4.0 4.9 4.4 41
Employment
2010-19 13 0.7 13 0.3 0.0 11 1.4 1.0 0.9 13 2.0
2022 41 4.0 52 35 3.0 31 49 3.6 35 49 34
2023 3.0 18 6.2 27 35 3.0 31 2.7 16 37 26
2024 1.9 28 35 32 29 1.0 17 25 2.6 31 23
2025f 1.0 0.2 11 0.5 1.0 1.0 0.8 12 17 18 1.0
2026f 0.4 0.4 0.4 0.4 0.4 0.4 03 0.4 0.6 0.7 0.4
Unemployment Rate (%)
2010-19 6.9 13.3 10.6 8.8 95 7.1 7.0 5.6 53 6.2 6.2
2022 53 11.3 7.7 6.5 7.2 43 56 45 4.6 58 4.6
2023 54 10.0 7.2 6.4 6.6 45 5.6 49 47 59 52
2024 6.4 10.0 7.9 6.5 7.0 53 7.0 54 5.4 7.0 56
2025f 7.0 10.1 8.0 6.8 7.0 6.2 79 5.6 51 6.7 6.3
2026f 6.8 9.9 7.9 6.6 6.8 6.0 77 55 5.0 6.6 6.1
Total CPI, annual average
2010-19 1.6 2.0 1.6 17 18 | 15 19 1.8 18 17 1.6
2022 6.8 6.4 8.9 75 73 6.7 6.8 7.9 6.6 6.5 6.9
2023 39 33 29 4.0 35 | 45 38 3.6 39 33 4.0
2024 24 18 19 23 22 23 24 1.0 14 29 26
2025f 19 1.4 1.6 17 15 ! 19 19 22 2.0 21 22
2026f 2.0 19 18 18 19 i 19 2.0 19 2.0 19 19
Housing Starts (units, 000s)
2010-19 201 22 0.8 42 27 44 70 6.6 6.0 31 34
2022 262 1.4 13 5.7 4.7 57 96 8.1 42 37 47
2023 240 1.0 11 72 45 39 89 74 4.6 36 50
2024 245 17 17 7.4 6.2 49 75 72 43 48 46
2025f 268 17 18 9.2 68 59 70 7.6 57 58 49
2026f 253 19 14 71 61 55 VAl 7.6 58 52 45
Motor Vehicle Sales (units, 000s)
2010-19 1,816 33 7 52 42 441 738 56 54 239 199
2022 1,523 25 7 39 35 372 642 46 42 184 182
2023 1,684 27 8 42 38 a1 718 49 45 209 205
2024 1,819 33 9 49 44 ‘ 473 764 58 51 223 214
2025f 1,886 35 9 52 45 458 772 59 51 226 215
2026f 1,840 30 8 47 41 441 744 54 48 215 212
Budget Balances, (CAD mn)
2021 -90,200 -277 82 339 767 2,567 2,025 -750 -1,468 3,915 1,262
2022 -35,322 321 14 123 1,002 | -37126 -5,863 373 1,581 11,641 956
2023 -61,876 -459 -15 144 501 -5,994 -647 -1,971 182 4,285 -5,035
2024e -50,000 -252 -166 82 -399 | -8,078 -5,996 -1,239 -661 5,760 -9135
2025f -75,000 -626 -184 -898 -669 | -11,430 -14,609 -794 -349 -6,477 -10,912
Sources: Scotiabank Economics, Statistics Canada, CMHC, Budget documents; Quebec budget balance figures are before Generations Fund and Stabilization Reserve transfers.
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