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Summary 

▪ Although Canada has been relatively spared by Washington for the 
time being, based on the tariff rate collected compared to other trading 
partners, the impact should not be underestimated. These tariffs apply 
to exports that represent a larger portion of GDP compared to other 
countries, and some sectors are facing prohibitive customs duties. 

▪ But even more worrisome, the entire Canadian economy is weighed 
down by uncertainty, with business leaders fearing new measures 
from the US administration, or even an undesirable outcome to the 
negotiations to revise the free trade agreement. GDP contracted in the 
second quarter, with exports and investment falling sharply. The 
paralysis of businesses is also reflected in the labor market, which 
continues to deteriorate. 

▪ This economic slowdown has convinced the Bank of Canada that 
inflation risks are now much lower than they were a few months ago, 
especially since the government has significantly reduced retaliatory 
tariffs. The BoC therefore resumed lowering interest rates in 
September and may do so again in October to give the faltering 
economy some breathing room. Subsequently, the Bank of Canada 
will have to adapt its actions to developments in the trade situation, but 
also to the federal budget in November, which could also stimulate the 
Canadian economy. 

▪ Against a backdrop of weak population growth, we forecast GDP 
growth of just 1.2% for 2025 and 2026. This forecast factors in 
economic weakness that is expected to persist until the end of the 
year, as well as a potential upturn next year, provided that trade 
tensions with the United States de-escalate. 

 

Summer is coming to an end and there is complete silence regarding 
the talks between the Canadian and American governments on the 
future of their trade relations. Despite this, economic news continues 
to be dominated by this conflict. Let's try to shed some light on the tariffs 
imposed by Washington at the time of writing. First, there are tariffs of 
10% on energy and potash and 35% (25% before August) on other 
goods, due to alleged border security issues. Canada also has to 
contend with the 25% duty on vehicles and auto parts. Added to this 
are the 50% duties on steel and aluminum, as well as the new 50% 
duty on copper products imposed on all trading partners. While these 
multiple duties officially imposed on Canada may seem significant, the 
reality is less worrying. In fact, the USMCA limits the scope of certain 
tariffs, particularly those related to security and automobiles. In July, 
nearly 85% of goods imported by the United States complied with this 
agreement. 

 

According to our estimates, based on the announced tariffs, the 
effective rate will not exceed 5% at term, which is well below the 19% 
imposed on average by Washington on its trading partners. But for 
now, U.S. customs authorities are unable to collect this amount, 
probably due to a temporary decline in imports subject to tariffs or 
administrative delays in their application. The tariffs collected represent 
only 10.0% of imports, and less than 3.0% for Canada, one of the 
countries least affected so far. So how is it that the situation is 
damaging to the Canadian economy? It should be remembered that, 
even though the effective rate is relatively low, it applies to Canadian 
exports representing 18% of GDP, one of the highest proportions 
among the United States' trading partners. 

 

Canada: USMCA registrations soar to record high
Share of U.S. goods imports from Canada registered under USMCA as a share of total, by year / 2025 month

NBC Economics and Strategy (data via U.S. Census Bureau) | Note: 2020 data begins in July 
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Certain sectors, such as steel, aluminum, and automotive, are facing 
prohibitive tariffs, but the economic impact of which extends far beyond 
these sectors alone. The entire Canadian economy is weighed down 
by uncertainty, with business leaders fearing new measures from the 
US administration and even an undesirable outcome to the 
negotiations to revise the free trade agreement. The Canadian 
economy recorded its sharpest contraction since the pandemic in the 
second quarter, with an annualized decline of 1.6%. Not only did 
exports fall by 27% on an annualized basis, but uncertainty is such that 
companies have sharply reduced their investment in machinery and 
equipment, which fell by 33% on an annualized basis, the fourth worst 
quarterly performance on record. 

 

Focusing on real investment in industrial machinery and equipment, the 
decline is even more dramatic, reaching its lowest level since 1981. 
This decline is all the more worrying as the weakness in investment 
contrasts with that of the United States and has been Canada's Achilles 
heel for several years. It has contributed to weak productivity and 
stagnant living standards since 2015. In recent months, we have 
expressed our concern about the deindustrialization of the country 
(here, here, and here). There is no doubt that Washington's 
protectionist measures are hitting Canada where it already hurts, as 
the industrial sector has been battered by excessive regulation and a 
chronic lack of ambition on the part of successive governments to 
promote the transformation of our resources. Not so long ago, in 2000, 
the United Nations ranked Canada 5th in the world for industrial 
competitiveness. Since then, it has been relegated to 20th place. 

 

 

Second-quarter economic performance would have been even worse 
without the strong performance of consumption, which rose 4.5% on 
an annualized basis. However, the sustainability of this strength is 
questionable, as it occurred despite weak growth in employee 
compensation, which led them to reduce their savings rate for the third 
consecutive quarter. 

 

Indeed, the paralysis of businesses is having an impact not only on 
investment but also on the labor market, which continues to deteriorate. 
Job losses are not limited to sectors sensitive to trade with the United 
States. Of the 250 industries in the private sector, only 36% have seen 
employment rise in the last six months, which is typical only during a 
recession. 
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Canada: Exports and investment severely affected by the trade conflict
Exports and investment in machinery and equipment (real terms)
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Canada: Once a top 5, now just top 20
Competitive Industrial Performance Index (CIP): Global ranking as of 2023 for 152 countries
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 The labor market deteriorated significantly in August, with the 
unemployment rate now reaching 7.1%, its highest level since August 
2021. This increase could have been even greater had it not been for 
the decline in the labor force participation rate, which limited the 
damage for the time being. Given the significant increase in the 
unemployment rate since last February (6.6%), it is not surprising to 
see a rapid decline in wage pressures in the private sector. 

This cooling of the economy has convinced the Bank of Canada that 
inflation risks are now much lower than they were a few months ago, 
especially since the government has significantly reduced retaliatory 
tariffs. Core inflation has also slowed recently. The BoC therefore 
resumed lowering interest rates in September and could do the same 
in October to give a little breathing room to a faltering economy. This 
should help ensure that the rebound in residential activity is sustainable 
and limit the impact of interest payments for many mortgage holders. 
The Bank of Canada will then have to adapt its actions in line with 
developments in the trade situation, but also with the federal budget in 
November, which could also stimulate the Canadian economy. Against 
a backdrop of weak population growth, we forecast GDP growth of just 
1.2% for 2025 and 2026. This forecast factors in economic weakness 
that is expected to persist until the end of the year, as well as a potential 
upturn next year, provided that trade tensions with the United States 
de-escalate. 

 

 

0

10

20

30

40

50

60

70

80

90

100

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

Canada: Labour market weakness is widespread among private sector
% of sectors showing an increase in jobs over the last 6 months, Canada (250 sectors) and U.S. (251 sectors)

NBC Economics and Strategy (data via Statistics Canada and BLS)
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Canada economic forecast 

 

Q4/Q4

(Annual % change)* 2022 2023 2024 2025 2026 2024 2025 2026

Gross domestic product (2012 $) 4.2 1.5 1.6 1.2 1.2 2.3 0.4 1.8

Consumption 5.5 1.8 2.4 2.7 1.5 3.5 1.8 1.4

Residential construction (10.6) (8.5) (0.6) 0.7 0.0 1.6 (2.5) 1.2

Business investment 6.4 1.0 (2.4) (1.5) 1.3 1.3 (2.2) 3.1

Government expenditures 2.6 2.6 4.3 2.6 2.3 5.3 1.8 2.4

Exports 4.2 5.0 0.6 (2.5) 0.1 0.2 (4.3) 1.6

Imports 7.5 0.3 0.7 0.6 1.4 0.1 0.5 1.9

Change in inventories (millions $) 51,121 25,497 14,284 16,277 16,648 .... .... ....

Domestic demand 3.3 1.1 2.1 2.1 1.6 3.6 1.1 1.8

Real disposable income (0.3) 1.6 4.6 2.1 1.2 4.8 0.9 1.3

Employment 4.1 3.0 1.9 1.3 0.3 1.6 0.6 0.6

Unemployment rate 5.3 5.4 6.4 7.0 7.1 6.7 7.3 7.0

Inflation 6.8 3.9 2.4 2.0 2.1 1.9 2.0 2.2

Before-tax profits 17.9 (14.8) (3.1) 3.1 1.5 (3.0) (2.1) 4.2

Current account (bil. $) (8.7) (18.4) (13.0) (35.0) (20.0) .... .... ....

* or as noted

Current Q4 2024 Q4 2025 Q4 2026

9/18/25 Q4 2025 Q1 2026 Q2 2026 Q3 2026 2024 2025 2026

Overnight rate 2.50       2.25       2.25       2.25       2.25         3.25      2.25      2.50

Prime rate 4.50       4.25       4.25       4.25       4.25         5.25      4.25      4.50

3 month T-Bills 2.43       2.25       2.25       2.25       2.40         3.15      2.25      2.65

Treasury yield curve

      2-Year 2.48       2.40       2.35       2.45       2.60         2.94      2.40      2.65

      5-Year 2.74       2.70       2.65       2.80       2.85         2.97      2.70      2.90

    10-Year 3.19       3.15       3.15       3.20       3.25         3.24      3.15      3.30

    30-Year 3.62       3.60       3.55       3.60       3.65         3.34      3.60      3.65

CAD per USD 1.38       1.37       1.36       1.33       1.32         1.44      1.37      1.30

Oil price (WTI), U.S.$ 64          60          62          63          65            72         60         66

** end of period

Q3 2024 Q4 2024 Q1 2025 Q2 2025 Q3 2025 Q4 2025 Q1 2026 Q2 2026

actual actual actual forecast forecast forecast forecast forecast

Real GDP growth (q/q % chg. saar) 2.4 2.1 2.0 (1.6) 0.5 0.8 1.4 1.8

CPI (y/y % chg.) 2.0 1.9 2.3 1.8 1.9 2.0 1.8 2.2

CPI ex. food and energy (y/y % chg.) 2.5 2.1 2.5 2.6 2.5 2.6 2.3 2.1

Unemployment rate (%) 6.6 6.7 6.6 6.9 7.1 7.3 7.3 7.2

National Bank of Canada

Canada

Economic Forecast

Financial Forecast**

Quarterly pattern Canada

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
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Provincial economic forecast 

 

Provincial economic forecast

2022 2023 2024e 2025f 2026f 2022 2023 2024e 2025f 2026f

Real GDP (% growth) Nominal GDP (% growth)

Newfoundland & Labrador -1.9 -2.6 2.4 1.4 1.3 6.5 -5.5 3.2 0.8 2.1

Prince Edward Island 4.4 2.2 3.6 1.8 1.1 10.4 4.9 5.8 4.0 3.3

Nova Scotia 3.5 2.0 2.7 1.3 1.1 7.4 8.0 5.0 3.4 3.0

New Brunswick 2.0 1.6 1.8 1.0 0.9 10.4 3.2 4.4 3.7 3.0

Quebec 3.4 0.6 1.3 0.9 1.0 8.7 5.0 5.4 3.6 2.9

Ontario 4.1 1.7 1.4 1.0 1.0 9.4 5.4 5.3 3.5 3.1

Manitoba 4.2 1.7 1.1 1.2 1.1 10.8 4.5 3.3 4.3 2.6

Saskatchewan 7.2 2.3 3.4 1.9 1.8 30.4 -4.8 5.3 4.3 2.1

Alberta 6.0 2.3 2.7 1.8 1.8 24.4 -4.3 5.1 3.1 2.4

British Columbia 4.0 2.4 1.2 1.2 1.3 10.8 3.6 4.0 3.9 3.0

Canada 4.2 1.5 1.6 1.2 1.2 12.4 2.9 4.7 3.5 2.9

Employment (% growth) Unemployment  rate (%)

Newfoundland & Labrador 4.0 1.7 2.7 0.0 0.2 11.1 9.8 10.0 10.2 10.3

Prince Edward Island 5.0 6.2 3.6 1.0 0.8 7.7 7.3 7.8 8.1 7.6

Nova Scotia 3.5 2.7 3.1 0.8 0.7 6.6 6.4 6.5 6.5 6.6

New Brunswick 2.9 3.4 2.8 1.0 0.6 7.2 6.6 7.1 7.4 7.5

Quebec 3.1 2.9 0.9 1.6 0.3 4.3 4.4 5.4 6.0 6.1

Ontario 4.8 3.1 1.7 0.9 0.2 5.6 5.6 7.0 7.7 8.0

Manitoba 3.6 2.7 2.6 1.5 0.4 4.5 4.9 5.5 5.9 6.0

Saskatchewan 3.5 1.6 2.6 2.4 0.6 4.6 4.7 5.5 5.1 5.4

Alberta 4.9 3.7 2.9 2.0 0.7 5.8 5.9 7.1 7.6 7.8

British Columbia 3.4 2.6 2.4 1.1 0.3 4.6 5.2 5.6 6.3 6.4

Canada 4.1 3.0 1.9 1.3 0.3 5.3 5.4 6.4 7.0 7.1

Housing starts (000) Consumer Price Index (% growth)

Newfoundland & Labrador 1.5 1.0 1.7 1.5 0.8 6.4 3.3 1.8 1.4 1.9

Prince Edward Island 1.0 0.9 1.2 1.6 0.7 8.9 2.9 1.9 1.5 1.7

Nova Scotia 5.6 7.1 7.4 10.2 7.8 7.5 4.0 2.3 1.8 2.1

New Brunswick 4.6 4.7 6.2 6.6 6.0 7.3 3.5 2.2 1.6 2.0

Quebec 58.5 39.9 48.8 59.6 56.5 6.7 4.5 2.3 2.1 1.6

Ontario 96.0 90.0 74.5 62.5 65.0 6.8 3.8 2.4 2.0 2.2

Manitoba 8.1 7.1 7.2 6.8 7.0 7.9 3.6 1.0 2.4 2.0

Saskatchewan 4.2 4.6 4.3 6.0 5.8 6.6 3.9 1.4 2.1 2.1

Alberta 36.4 35.9 47.8 58.0 55.5 6.5 3.3 2.9 1.9 2.0

British Columbia 46.7 50.6 45.8 45.0 42.0 6.9 4.0 2.6 2.2 2.0

Canada 262.7 241.8 245.1 257.8 247.1 6.8 3.9 2.4 2.0 2.1

e: estimate f: forecast

Historical data from Statistics Canada and CMHC, National Bank of Canada's forecast.

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
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