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Executive summary
Q3 2024

Through much of 2023 and early 2024, Canadian consumers and business leaders have maintained a cautious stance on the macroeconomic environment.
While the economy has proven to be more resilient than expected in recent quarters, consumers and businesses continue to have moderate expectations into
the second half of 2024. As market fundamentals improve, perceptions are expected to be more positive in upcoming quarters.

Quarter in review: key insights and developments On the horizon: what to watch in 2024

Tempered expectations continue for consumers and o O o Businesses and investors continue to adjust to weak
business leaders. As the economic landscape clears, demand, elevated interest rates, and an uncertain business
broader economic activity is expected to improve in 2024. environment.

High debt-servicing costs continue to restrict household
budgets, while reduced inflationary pressures provide
much-awaited relief.

The Bank of Canada became the first G7 country to
announce an interest rate cut in June 2024, with
subsequent rate cuts in July and September.

With a disinflationary environment observed in the US, the
Federal Reserve announced a half-point interest rate cut in
September 2024. As the US is Canada's major trading
partner, easing monetary policy may support business
confidence.

As inflation slowly eases, expectations for the broader
macroeconomic outlook are gradually improving. It is
expected that the 2% target rate may be achieved by
2025.

A glimpse ahead: future considerations and emerging trends

e\\ e s Evolving global and regional
t’a continue to be affected by weak 99 9

Tight supply for residential real
estate and elevated financing
costs remain a concern amid high
immigration targets.

. geopolitical events may influence
economic and employment . L
growth. broader economic activity.
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Canadian economic outlook
The economic outlook improves amid easing inflationary pressures and interest rate cuts

The economic outlook improves in late 2024

(Q1 2022 = 100) » Following a slow start to 2024, economic
107 - @ growth is expected to pick up in the second
106 " half of the year as consumers and businesses
7 '
4 . . .

L’ adjust to improving market fundamentals and
~ 105 1 < . . .
S —@j /’ leave behind previous fears of a recession.
‘: 104 1 7’ < ' . .
N L’ » The economy is set to take off in the second
o
N 103 - ‘ - -
5 +0.9% Il half of 2024, with a projected annual growth

rd
5 102 1 .7 rate of 2% from Q2 2024 to Q2 2025. The
g o1 A economy is forecast to grow at a yearly rate of
= = Real GDP Forecast
.1
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Canadian economic outlook
The economic outlook improves amid easing inflationary pressures and interest rate cuts

Inflation continues on a downward trajectory

(Q1 2022 = 100) » Following a gradual easing of inflationary
8% 114 pressures in early- to mid- 2024, the Bank of
) Forecast . .
g 7% 115 Canada announced three interest rate cuts in
e
0,
> o Y June, July and September 2024.
g 5% 110 E
C . . .
S ay 108 S » However, inflationary pressures remain from
(0] - o
o — q
_ z elevated shelter, transportation and food
L oy 106 32 .
o § costs. Areas such as household operations saw
> 19
o 104 : . . .
5 ov price decreases since Q3 2023, while clothing
>_
-1% - <0 and footwear costs decreased in Q1 and Q2
Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2
2022 2022 2023 2023 2024 2024f 2025f 2025f 2026f 2024.
CPI I Transportation I All-items YoY Forecast

I rood Health and personal care BoC Policy Rate (left axis) > The downward trend iS expected tO Continue,

I shelter I Recreation, education and reading BoC Policy Rate Forecast (left axis)

I Household operations Alcoholic , tobacco and cannabis reaching the 2% ta rget by 2025

I Clothing and footwear = = All-items Forecast
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Labour market trends
Employment continues to grow while the economy catches up to an expanding labour force
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Total Employment, millions

Employment is expected to increase moderately
(Employees in Canada aged 15 years or more)

24.0 q r 6.8%
23.5 {4~ Employment (left axis) \ L 6.6%
Unemployment Rate (right axis) 6.8
23.0 A L 6.4%
22.5 - _@_
.20 62% £
22.0 - p
- 6.0% S
21.5 4 g
_--T58% =2
21.0 A - %
20.5 | /v’ . I 5.6% 5
20.0 _/ L 5.4%
19:5850 - 5.2%
0.0 = 0.0%
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Sources: Statistics Canada, EY analysis.

» Employment in Canada remains on the rise,

and moderate growth is expected in the
coming year. It is expected that between Q2
2024 and Q2 2025, employment will grow by
2.0%, followed by growth of 1.5% the following

year.

Expansion in the labour force is supported by
strong immigration targets, and is expected
to contribute to a short-term rise in

unemployment rates in late 2024.

As the economy gains momentum,
unemployment rates are expected to gradually

decrease.



Labour market trends

Employment continues to grow while the economy catches up to an expanding labour force
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30% -

25% -

42%

Persistent labour shortages are easing

(% of firms experiencing labour shortages)

» The addition of skilled workers to the economy
may have provided relief to labour shortages

experienced by firms between 2021 and

46%

38%

31%

32%
30%

2022.

» Now at 15%, the proportion of firms
experiencing labour shortages is the lowest
27% since 2020. Government efforts to further

22% reduce labour market frictions may support

15% economic growth and productivity in the

future.

Q2
2022

Q3 Q4
2022 2022

Q1
2023

Q2 Q3
2023 2023

Q4 Q1 Q2
2023 2024 2024

Sources: Bank of Canada, EY analysis. * p.p. - percentage points



Households and consumer insights
Consumers lead with tempered expectations

Real
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Real Final Household Consumption
Expenditure and Weekly Wages (Q1 2022 = 100)

household consumption and wages remain stable and
are expected to sustain real growth » Over the past two years, average real wages

_ have grown moderately as inflationary

— Household Final Consumption Expenditure

1| — Ao sy B pressures constrained household budgets.

» However, as inflationary pressures ease and
the economic outlook improves, real wages
and household consumption are expected to
increase in late 2024 and through 2025.

AY
A\
\
\
\
\
\
\

» This trend is expected to be accompanied by
improving consumer expectations in upcoming

1 \_@_T quarters, as well as increase in market

’I’ demand.
Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2
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Households and consumer insights
Consumers lead with tempered expectations
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Consumer confidence slows

(Positive values indicate improving consumer confidence)
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mmm Consumer Barometer
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1 Year Inflation Expectations (right scale)

Sources: OECD Consumer Barometer, Bank of Canada, EY analysis.

1-yr inflation expectations

» As inflationary pressures ease, consumers'’

expectations of inflation are beginning to

improve.

However, inflationary expectations among
consumers are notably higher than current

rates, affecting household spending patterns.

In Q1 2024, the Canadian economy achieved
its first two consecutive quarters of positive
changes in consumer confidence since 2021.
The trend is now softening, likely due to
continued strain on household budgets and

lingering price concerns.
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Households and consumer insights
Concerns of high debt-servicing costs and uncertain job markets loom large

Financial stress is rising, but remains below
previous highs » Canadians are growing more concerned

(Standardized value, where positive value indicate higher-than-average financial stress) about their personal finances compared to

Median probability of missing a debt !
payment

early 2024, but conditions are below the high

levels recorded in 2023.
Median probability of losing a job

Share expecting access to credit to be P
harder in the next 12 months |
Share perceiving access to credit is
harder

Share expecting their financial situation !
to deteriorate in the next 12 months _'
Share perceiving their financial
situation is deteriorating [

» Top concerns include job market uncertainty

and debt repayments.

» However, lower interest rates are expected to
ease the debt burden, fueling an increase in

future spending in the upcoming year.

N - - - - - - = = e e e e e = e e S e S e e e e e e

(@]

0.5 1 1.5
m 2023 Average mQ2 2024
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Households and consumer insights
Concerns of high debt-servicing costs and uncertain job markets loom large
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Retail Sales, billions of 2024 CAS
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Retail sales gradually decline while saving rates rise

1692 698 684 681 683 67.5 67.1 67.4 669

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
2022 2022 2022 2022 2023 2023 2023 2023 2024

mmmm Motor vehicle and parts dealers
mmm Food and beverage retailers
mmmm General merchandise retailers

Gasoline stations and fuel vendors

mmm Health and personal care retailers

Building material and garden equipment and supplies dealers

mmmm Furniture, home furnishings, electronics and appliances retailers

Sporting goods, hobby, musical instrument, book, and miscellaneous retailers

10

Clothing, clothing accessories, shoes, jewelry, luggage and leather goods retailers
= Household saving rate (right axis)

Sources: Statistics Canada, EY analysis.

Household Saving Rate, % of income

» Retail sales have seen a soft decline over the last

two years.

» At the same time, household saving rates have

increased gradually. This increase can be
attributed to expectations of economic uncertainty,
as well as wage growth, which now has offset the

pace of inflation.

High debt-servicing costs in recent periods have
impacted household demand for discretionary
items. With lower interest rates and reduced
inflationary pressures, this trend is expected to

ease over time.
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Business sentiments
Businesses continue on a cautious path forward

Businesses look ahead with tempered expectations

(a scale between -10 and +10) » In Q3 2023 and Q1 2024, the business sentiment

5 - indicator saw two periods of consecutive

4. improvement for the first time since 2021.

3 A » However, sentiments are relatively flat in Q2 2024,
922 supporting a view of continued caution among
o A 0
T 1 businesses as the economy adjusts to lower
:% 0 interest rates, gradual easing of inflation and a
& -1 - rebalancing of demand and supply.

2] » As the economy gains momentum, expected

— Business Outlook Indicator . .
"3 1 interest rate cuts in the next few months may help
_4 . . .
. - - - - support business confidence.
2022 2022 2023 2023 2024

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

Page 12 Sources: Bank of Canada, Statistics Canada, EY CEO Outlook Pulse - Q3 2024, EY analysis. EY



Business sentiments
Businesses continue on a cautious path forward
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Uncertainty in regulation and impact of technology are

affecting investment decisions » With increasing regulatory uncertainty,
(% of CEOs indicating the primary reason for pausing or cancelling a transaction . . . .
' grep i tKe last 12 mgnths)g g ongoing integration of new technologies and

systems, as well as broader economic
uncertainty, businesses are pursuing major

transactions and investments with caution.

» As the economy adjusts to easing monetary

policy measures, conseguent increases in
demand, and a cooling labour market, the

business outlook is expected to gradually

B Reqgulatory uncertainty Improve.
Uncertainty about the impact of technology
High/restrictive cost of external financing
Wide valuation gap

B Geopolitical uncertainty

Sources: EY CEO Outlook Pulse - Q3 2024, EY analysis.
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EY Canada Economics Team
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About the Economics Team

Economic Advisory Services

Our Economic Advisory practice 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 for our clients when confronted with business decisions involving
operations and strategic planning, economic assessments, market analysis, competitiveness studies, and investment attraction.

Macro-based forecasting,

Combining proficiency in .
applying in-depth analyses

economic modelling and t e .
r- ifi Macr nari :
insights from EY sector- Sector-specific cro sce 0 of broader economic

specific advisors to help Seelrehls anaIyS|§ & trends, sector and cluster
create dependable and modelling forecasting analysis, and identification
resilient econometric of |ucra’Flye markgt
models across a wide array opportunities, helping

of sectors and industries. en_able EY CIien’_Es ’Fo
navigate uncertainties.

EY Economic
Advisory

capabilities

Conduct detailed value
chain assessments,
evaluate comparative
strengths, identify areas of

Bring together quantitative
assessments, qualitative
market research and

insights from key ) Investment opportunity and define
stakeholders to inform Economic attraction and regional value propositions,

strategies, drive economic assessments & value chain enabling us to provide

development, estimate strategy recommendations that

growth

enhance competitiveness
and attract investment.

economic impacts and
foster growth.
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EY | Building a better working world

EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams
in over 150 countries provide trust through
assurance and help clients grow, transform and
operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of whichis 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.

© 2024 Ernst & Young LLP. All Rights Reserved.

A member firm of Ernst & Young Global Limited.

ublication contains information in summary form, current as of the date of publication,
intended for general guidance only. It should not be regarded as comprehensive or a
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