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Canadian economic outlook
Canada’s growth in 2026 is expected to 4-6
remain modest
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Consumer confidence declines in a world of 7-8
continued uncertainty and conflict

Business sentiments
Businesses take a moderate view as they continue to 9-12
navigate geopolitical and macroeconomic challenges

Looking ahead
Recovery remains gradual as Canada navigates 13
continued uncertainty
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In summary: modest growth amid persistent constraints

Growth remains modest as continued uncertainty affects economic activity

In 2026, Canada'’s growth outlook remains constrained, with soft labour-market conditions and subdued sentiment limiting momentum. Growth is expected to
remain around ~0.9%, with energy-driven inflation and continued uncertainty shaping the path ahead.

Quarter in review: key insights and developments On the horizon: what to watch in 2026
o Canada's economy is expected to grow at a slower pace of about S The policy rate is expected to remain at 2.25% in the near
'US- 0.9% in 2026 as trade uncertainty persists and businesses (gl term, with the Bank of Canada likely to remain watchful as
continue to adjust to evolving global economic forces. = inflation risks from energy markets materialize.

(©) Labour-market conditions remain soft, reflecting ) A renewed national growth agenda is taking shape, with
weaker demand and structural constraints from aging and %_5_ government plans to mobilize up to $1 trillion in investment
S © i . o L ;

slower immigration. into nation-building projects.

" Sentiment diverges as consumer confidence weakens The upcoming CUSMA review and changing industrial policy
m amid affordability and labour market pressures, while = will reshape market access, rebalance economic activity and
@ business sentiment edges up despite rising costs and R support trade diversification.

()

continued uncertainty.

Structural pressures Global geopolitical uncertainty Innovation and Al are a strategic An ambitious government agenda to
shaping the outlook continues to reshape the imperative, creating disruptions elevate the Canadian economy, but capacity
domestic economy and opportunities constraints may limit execution
et
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Canadian economic outlook

2026 reflects a period of adjustment as Canada navigates trade uncertainty and evolving global dynamics

GDP growth is expected to remain modest in 2026, constrained by trade uncertainty and geopolitical risks

(Q1 2024=100)

107
Forecast

106 -

105 Forecast

104

+0.9% ——
|i+o.7% _i‘ .-

102

Real GDP (Q1 2024 = 100)

101

100 -

—_—

+L5% ——— -

5 18

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3
2024 2024 2025 2025 2026 2026f 2027f 2027f

Sources: Statistics Canada, EY analysis = = Real GDP forecast —— Real GDP
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Q1
2028f

In Q1 2026, GDP stalled, with higher
imports and continued decline in business
investments, indicating a slow and uneven
path forward.

In 2026, Canada’s annual GDP growth is
projected at about 0.9%, reflecting
continued structural adjustment to trade
risks, alongside weaker population growth
and consumer confidence.

Looking ahead to 2027, annual GDP
growth is expected to be around 1.5%,
suggesting the economy will move toward
a more stable, trend-like expansion as
investment gradually recovers.

P
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Canadian economic outlook

Inflation is near target but subject to near-term energy-driven volatility, with policy rates expected to hold
steady in 2026

CPI likely to inch upwards of the 2% target over the forecast horizon
(Q4 2023 = 100)

Forecast
5.0% - 110 . .
@, A 50/0 109 = Most major CPl components continue to
Boy/) - i
S 4.0% . show moderate and stable price growth,
= . 0 =
Y 3.5% 107 3 with recent increases in headline
. (] -
B 5o . 2 inflation largely concentrated in
c . 0 — [
g >.5u | - § energy components.
2 2.0% _ 104 g = Through 2026, inflation is expected to
© .
3 1.5% 2% target - 103 3 inch upwards of the Bank of Canada’s
g 1.0% - 102 S 2% target, with year-over-year CPI
L 0.5% . 101 showing increasing pressures over the
N 0.0% . forecast horizon.
-0.5% - - 0 i . i
Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 = Policy response is expected to remain
—— CPI I Transportation I All-items YoY forecast hold rates near 2.25% through 2026, as it
Il rood Health and personal care — BoC policy rate (left axis) monitors energy-driven inflation risks and
Bl shelter I Recreation, education and reading — = BoC policy rate forecast (left axis) persistence in price pressures
I Household operations I Alcohol, tobacco and cannabis ’
I Clothing and footwear —~ = All-items forecast

Sources: Bank of Canada, Statistics Canada, EY analysis
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Labour market trends

Labour-market conditions remain soft, with gradual stabilization expected through 2026

‘ Labour market conditions may improve gradually through 2026 (employees in Canada aged 15 years and older)

+1.4%
21,600 - Forecast | ~ 85 N
7l aon = Through 2026, labour-market conditions

5 -7 e are projected to improve modestly, with

21,400 7 +1.3% —¢ Pt - S the unemployment rate easing towards
» 21,300 - C -~ _ = - 7.0% ~6.6%, driven more by slower labour-force
2 TT=>< o . s
© 21,200 - _-" / ------ ol 6.5 o growth than a strong pickup in hiring.
3 - - - — 9 o . . .
£ 21,100 A e EHEk0 6.4% 6.0% e = Supply-side constraints such as aging
*qa; 21,000 - ToaE é demographics and slower immigration

- 5.0% >
% 20,900 - ’ ) are expected to shape a slow recovery.
o - 4.5 .
2 20,800 - yon E, = By 2027, the unemployment rate is
() — .U% oge 0,
= 20,700 - o = expected to stabilize around 6.4%
S as the economic environment
= 20,600 - - 1.5 .
: gradually improves.
20,500 - - 1.0%
— - 0.5
0 0.0%
Q1 Q3 Q1 Q3 Q4 Q2 Q4 Q2 Q4
2024 2024 2025 2025 2025 2026f 2026f 2027f 2027f

Sources: Statistics Canada, EY analysis = Employment (left axis) —— Unemployment rate (right axis)
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Household and consumer insights

Elevated costs and a softer economic outlook continue to constrain consumption

110
109
108
107
106
105
104
103
102
101

Real final household consumption
Expenditure and weekly wages (Q1 2024 = 100)

100

Sources: Statistics Canada, EY analysis

Household spending and real wages are expected to remain modest through 2026

Forecast

Q3 2026f Q1 2027f Q3 2027f Q1 2028f

2026

—— Household final consumption expenditure — Average weekly wages

Canadian Macroeconomic Outlook

Household spending is expected to
remain moderate through 2026, as
elevated cost pressures and higher
energy prices continue to weigh on
household budgets.

Real wage growth is expected to be
modest, supported by productivity gains
but constrained by ongoing softness in
labour-market conditions.

Overall, consumption growth is
expected to remain muted, with only a
gradual improvement into 2027 as real
incomes stabilize and economic conditions
improve. Spending is expected to remain
sensitive to energy price volatility and
broader macroeconomic uncertainty.

P
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Household and consumer insights

Consumer confidence declines in 2026

Consumer confidence declines amid rising uncertainty (positive values indicate improving consumer confidence)

30.0%

20.0%

10.0%

0.0%

-10.0%

-20.0%

Percentage change in consumer confidence

-30.0%

22.3%
4.9%

4.9%

4.0% 4.1% 4.0%

0

4.6%

0.4%

N

-4.2%

-17.1%

-26.4%
Q4 2023 Q12024 Q22024 Q32024 Q42024 Q12025 Q22025 Q32025 Q42025 Q12026

I OECD Consumer Barometer (left axis) =—— One-year inflation expectations (right axis)

Sources: OECD Consumer Barometer, Bank of Canada, EY analysis
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6.0%

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

1-yr inflation expectations

Consumer confidence declined in Q1
2026 (-4.2%), reversing the marginal
improvement seen in Q4 2025 (+0.4%).

Weak labour conditions and elevated job
loss concerns continue to weigh on
household outlook.

One-year inflation expectations are
easing but remain above average,
driven by elevated food prices. Rising
enerqgy prices linked to geopolitical
conflict also present near-term upside
inflationary pressures.
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Business sentiments

Business sentiment strengthened but remains subdued, with cost pressures persisting

Business confidence shows improvement (a scale between -10 and +10)

4 2.0 . .
= = Business sentiment showcased
é’ consistent improvement in Q1 2026,
§ 1.0 +2.0 pointing to increasing confidence.
| = The improvement reflects a positive
0.0 ] trend in sentiment indicators, with
greater expectations for sales growth
-1.0 alongside a recovery in investment and
= hiring intentions.
% 2.0 = However, businesses continue to face
& higher input costs, particularly for
3.0 energy and transportation following
global conflicts.
-4.0

Q3 2023 Q42023 Q1 2024 Q22024 Q3 2024 Q42024 Q12025 Q22025 Q3 2025 Q4 2025 Q1 2026

The Bank of Canada's business outlook survey indicator reflects the expectations among business leaders regarding sales and growth
expectations, as well as the overall business outlook.

Sources: Bank of Canada, EY analysis
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Business sentiments

Confidence has shifted toward more moderate expectations

CEO Confidence Index January 2026:

Very Somewhat
optimistic optimistic

26% 32% 32%
ronal l 10% 54% -2%

Neither optimistic
nor pessimistic

How confident do you feel about the outlook for the following areas over the next 12 months?

Somewhat
pessimistic

Very

pessimistic

0%

B s

Confidence has softened, with firms prioritizing cost discipline over investment amid softer sentiment.

Sources: EY-Parthenon CEO Survey - May 2026, EY analysis

Canadian Macroeconomic Outlook

B May 2026

Bl January 2026
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Business sentiments

Geopolitical and macroeconomic risks dominate the Canadian CEO agenda

Top risks shaping business outlook over the next 12 months

= Canadian leaders identify geopolitical
tensions and instability as the primary
risk to achieving financial targets,
followed by macroeconomic volatility.

Geopolitical instability and conflicts 38% 66%

Macroeconomic volatility 20% 40%

Talent shortages or capability gaps 22% * |nresponse, firms are prioritizing
resilience and cost discipline, with a
Trade and supply chain disruption 18% focus on disciplined growth and

operational efficiency amid persistent
external uncertainty.

Cybersecurity & data privacy threats 8% 14%

Reduced access to capital 4% VA

Regulatory or policy uncertainty 2l 12%

Technology disruption 2% K3

[ First priority M Second priority
Sources: EY-Parthenon CEO Survey - May 2026, EY analysis
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Business sentiments

Transaction intent remains high, with CEOs using multiple strategic options to reposition amid
ongoing uncertainty

Plan to actively pursue any of the following transaction initiatives

ver [ 2w = Transaction intent remains elevated, with
62% of CEOs considering M&A, and a
Divestments _ 38% strong interest in partnerships (32%
joint ventures and 32% alliances).
Sale of a noncore business or asset -12%
= Transaction activity reflects a focus
Strategic sale to a financial sponsor (e.g., private equity) -10% on disciplined growth and portfolio
repositioning in a subdued

IPO of a subsidiary or business unit 0 .
y -86 macro environment.

Spinoff to existing shareholders . 4%

Carve-out or partial sale . 4%

Strategic alliances _ 32%

Not planning to pursue any transaction initiatives ’ 0%

Sources: EY-Parthenon CEO Survey - May 2026, EY analysis
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A glimpse ahead: future considerations
and emerging trends

Continued geopolitical tensions are driving
more persistent energy market pressure, with
implications for inflation, trade flows and
broader economic growth.

Canada’s $1 trillion nation-building agenda
may outpace execution capacity,
constraining how many large-scale projects
can advance in parallel.

Regulatory complexity risks stalling major
projects if speed and certainty fail to match
Canada'’s stability advantage.

.
EY Parthenon
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Canadian economic outlook

2026 marks a period of transition as Canada rebalances its economy in the face of structural and

cyclical headwinds

Our Economic Advisory service applies economic principles to a wide variety of complex business issues. We develop sophisticated economic models and
other guantitative tools grounded in fundamental economic theory to provide measurable insights when you're confronted with business decisions involving
operations and strategic planning, economic assessments, market analysis, competitiveness studies and investment attraction.

Sector-specific economic modelling

Combines proficiency in economic modelling
and insights from EY sector-specific advisors
to help create dependable and resilient
econometric models across a wide array of
sectors and industries.

Economic assessments & strategy

Brings together quantitative assessments,
qualitative market research and insights from
key stakeholders to inform strategies, drive
economic development, estimate economic
impacts and foster growth.

EY Economic
Advisory capabilities

Canadian Macroeconomic Outlook

Macro scenario analysis & forecasting

Macro-based forecasting applies in-depth
analyses of broader economic trends, sector
and cluster analysis, and identification of
lucrative market opportunities, helping enable
business leaders to navigate uncertainties.

Investment attraction and
value chain growth

Conducts detailed value chain assessments,
evaluates comparative strengths, identifies
areas of opportunity and defines regional value
propositions, enabling us to provide
recommendations that improve
competitiveness and attract investment.
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EY | Building a better working world

EY is building a better working world by creating new value for
clients, people, society and the planet, while building trust in
capital markets.

Enabled by data, Al and advanced technology, EY teams help
clients shape the future with confidence and develop answers
for the most pressing issues of today and tomorrow.

EY teams work across a full spectrum of services in assurance,
consulting, tax, strategy and transactions. Fueled by sector
insights, a globally connected, multidisciplinary network and
diverse ecosystem partners, EY teams can provide services in
more than 150 countries and territories.

All in to shape the future with confidence.

EY refers to the global organization, and may refer to one or more, of the member firms
of Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young
Global Limited, a UK company limited by guarantee, does not provide services to
clients. Information about how EY collects and uses personal data and a description of
the rights individuals have under data protection legislation are available via
ey.com/privacy. EY member firms do not practice law where prohibited by local laws.
For more information about our organization, please visit ey.com.

About EY-Parthenon

Our unique combination of transformative strategy, transactions and
corporate finance delivers real-world value - solutions that work in
practice, not just on paper.

Benefiting from EY's full spectrum of services, we've reimagined
strategic consulting to work in a world of increasing complexity. With
deep functional and sector expertise, paired with innovative Al-
powered technology and an investor mindset, we partner with CEOs,
boards, private equity and governments every step of the way -
enabling you to shape your future with confidence.

EY-Parthenon is a brand under which a number of EY member firms
across the globe provide strategy consulting services. For more
information, please visit www.ey.com/parthenon.

© 2026 Ernst & Young LLP.
All Rights Reserved.

8875252

This publication contains information in summary form, current as of the date of
publication, and is intended for general guidance only. It should not be regarded
as comprehensive or a substitute for professional advice. Before taking any
particular course of action, contact Ernst & Young or another professional advisor
to discuss these matters in the context of your particular circumstances.

We accept no responsibility for any loss or damage occasioned by your reliance on
information contained in this publication

ey.com/ca
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