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Growth headwinds offset by stabilizing
trade and jobs
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Canada'’s economic outlook so far in 2026 has evolved broadly in line with
our cautiously optimistic view a quarter ago.

The economy is not yet strong, but has remained more resilient than feared
when U.S. tariff threats began escalating a year ago.

A spike in energy prices from the conflict in the Middle East will boost
revenues for Canada’s oil producing regions, but threatens to add to
household affordability concerns—particularly at the lower end of the
income distribution.
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Tariff uncertainty also remains a key risk to the outlook with potentially contentious negotiations to extend CUSMA
this summer.

Add in the impact of sharp slowing in population growth to gross domestic product, plus, a more uncertain
economic backdrop that keeps businesses cautious about making large new investments.

Yet, on a per-person basis, GDP growth rose for the first time in three years in 2025. And, per-worker labour market
conditions have begun to improve with the unemployment rate starting to drift lower in recent months.

Canadian GDP growth improving under the surface
Annual percent change

4%

3%

2%

1.7%
— 1.5%
_ ——
) - .

2% T T T \ T
2023 2024 2025 2026 2027

K

-1%

@ Per-capita GDP growth @ Population growth Canada GDP growth

Source: Stalistics Canada, RBC Economics

We remain optimistic that per-capita GDP growth will rise again in 2026. Most Canadian exports remain duty-free
via the CUSMA exemption to the new Section 122 tariffs that replace the broad tariffs from 2025 struck down by
the U.S. Supreme Court.

Earlier Bank of Canada interest rate cuts also continue to ease concerns about household balance sheet, and
planned government spending is beginning to ramp up.

Escalating geopolitical risks could impact distribution of growth

The surge in oil prices from conflict in the Middle East will increase revenues in the Canadian and U.S. energy
sectors, but raise costs (particularly gasoline prices) for most consumers.

Since both economies are net energy exporters, the net GDP impact is likely modest. However, distributional
effects still pose challenges.

Higher gasoline costs will disproportionately impact lower-income households with energy prices consuming a
larger share of disposable incomes—adding to already rising grocery bills. Income inequality has not widened in
Canada to the extent seen in the U.S., but affordability pressures are, particularly, acute at the lower end of the
income distribution.
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Labour markets sending positive signals

Ultimately, the best cure for affordability challenges is stronger job markets. Canada’s has shown further signs of
improvement in recent months after broadly deteriorating (on a per-worker basis) for much of the prior three years.

Stabilization in Canadian labour markets has been broadly based
PPT contribution to YoY unemployment rate change, 3-month moving average
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The interpretation of labour market statistics is being complicated by the unprecedented slowdown in Canada’s
population growth. Employment growth is still expected to be historically slow in the year ahead, but largely due to

a shrinking labour force sharply reducing the rate of job growth needed to keep the unemployment rate on a
downward trajectory.

Importantly, the unemployment rate is less impacted by shifting population growth, and therefore, continues to
provide a “cleaner” read on per-worker labour market conditions.

The main sources of labour force contraction in the year ahead are expected to be a net outflow of temporary
residents and retiring workers. Both of these reduce employment and the labour force at the same time, but leave
the unemployment rate essentially unchanged.

Unless the unemployment rate declines from discouraged workers leaving the labour force—this is trackable in the
data and has not yet been the case—a lower unemployment rate means hiring demand is strong enough, relative to

the size of the labour force, that a larger share of the population that wants a job is able to find one. That's good
news for the Canadian workforce.
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Stabilizing trade helps support improvement in per-worker economy

Overall, GDP contracted in the last quarter of 2025, but underlying details showed the decline largely came from a
drawdown in inventories by businesses.

Canadian businesses, consumers, and governments all spent more in Q4, and exports rose for a second straight
quarter after a post U.S. tariff plunge in Q2 2025.

That improvement is not uniform across the economy though. Sectors targeted directly with U.S. tariffs over the
last year have underperformed—steel product and forestry exports fell by 24% and 8%, respectively, in 2025 from a
year earlier.

But, critically, most U.S. imports from Canada remain duty-free with an exemption for CUSMA compliant trade
included in the new 10% Section 122 tariffs imposed by the U.S. administration to replace broad IEEPA tariffs.

A long list of broader product-specific tariff exemptions for imports from all other countries means the average

effective U.S. tariff rate likely edged lower under the new tariffs, even if the rate is increased to 15% as promised by
the U.S. administration.

Policy support remains in place

The BoC still has room to boost to the economy through lower interest rates if the backdrop were to weaken, or
inflation to slow more than we expect. But, our cautious optimism that the economy will continue to improve
means we don't think further reductions will be needed.

That's in part because fiscal policy support is beginning to ramp up. Government spending jumped an annualized
6% in Q4, led by a surge in spending on defence.

We continue to view government spending as a better policy lever to address the current fragmented economic
backdrop than blanket interest rate cuts.

Provincial overview

Growth headwinds persist in Quebec, Ontario and B.C. amid upsides
for sectors

We continue to see all provincial economies expanding this year despite the challenging global environment. Qil
producing provinces are poised to outperform, while U.S. tariffs weigh more heavily on Ontario and Quebec’s
manufacturing sectors.

Canada'’s immigration policy shifts pose additional risks to Ontario and British Columbia, where non-permanent
residents represent a larger share of the population.
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RBC's 2026 growth forecasts for Canada

Annual real GDP growth by province, %
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That said, three developments have prompted adjustments to our provincial growth forecast:

® |mmigration cuts have been swifter and more significant than we expected in some provinces, leading to
outright annual population declines in Ontario and B.C. by the end of 2025.

® Global oil price spikes present upside to oil-producing provinces.

® The partial truce Canada reached with China materially reduced tariffs on canola seeds and seafood, offering
relief to affected sectors.

Accordingly, we have slightly lowered our 2026 growth forecast for Ontario, Quebec—which remain at the back of
our provincial growth ranking alongside B.C.

In contrast, Alberta and Saskatchewan continue to lead the rankings with both upgraded further as elevated
commodity prices bolster their outlooks. Newfoundland and Labrador has also been upgraded under the same
commodity tailwinds while other Atlantic provinces occupy the middle tier, gaining some relief from improved trade
relations with China.

Provincial real GDP growth 2025-27
Annual real GDP growth by province
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U.S. exposure weighs on outlooks for Quebec and Ontario

Soft manufacturing production is driving downward revisions to our 2026 growth forecasts for Ontario and
Quebec. We now expect real GDP in both provinces to expand by 0.9%—down from 1.1%.

Both anchor Canada’s manufacturing base and are most exposed to U.S. tariffs on steel, aluminum, copper, and
lumber. Negative impact has been especially visible in Quebec, where manufacturing output has been on a
downtrend for almost all of 2025. This weakness has prompted us to revise Quebec’s 2025 growth forecast down
t0 0.8% from 1.2%.

The outlook remains challenged. Highly integrated North American supply chains mean manufacturing in both
provinces will remain under pressure as trade friction persists.

Quebec manufacturing output posts steep fall
Quebec manufacturing output (seasonally adjusted annual rate), million of chained 20175
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Population declines in Ontario and B.C.

Population growth contracted faster than anticipated in some provinces.

We previously acknowledged the possibility of negative population growth in Ontario and B.C., but the latest
figures from Statistics Canada have materially raised the likelihood of this being the case in 2026. Year-over-year
population growth has already fallen negative in these provinces as of Q4 2025.

Demographic headwinds are compounding weakness in Ontario’s manufacturing sector, contributing to our 2026
real GDP downgrade to 0.9%. B.C.'s demographic drag similarly warrants a downward revision to 1.1% from 1.2%.
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Ontario and B.C. face population declines in Q4 2025
Annual change in population at Q4 2025, %

2.0%

National average

1.0%

0.0% -

-1.0%
BC AB SK MB ON Qc NB NS PE MNL

Source: Stafistics Canada, RBC Economics

Oil price shock adds upside to oil producing provinces

Traffic disruptions in the Strait of Hormuz have prompted a near 30% increase to our oil price forecast for 2026
compared to our December assumptions, adding material upside to oil producing provinces of Alberta,
Saskatchewan and Newfoundland and Labrador.

Alberta stands to see the largest net impact given the scale of its oil and gas production. Producers were already
guiding 2026 output higher before the shock, and the province has surplus pipeline capacity on Trans Mountain
and Enbridge’s systems to move incremental barrels. As such, we've upgraded our 2026 real GDP projection for
Alberta to 2.5% from 2.3%.

We see Saskatchewan and Newfoundland and Labrador also benefiting from the commodity upside. We've
upgraded their 2026 real GDP projections to 2.3% and 1.8% respectively, from prior forecasts of 2.1% and 1.7%.

Natural resource investment poised for modest growth before oil price shock
Alberta mining, quarrying, oil and gas extraction capital expenditure intentions, millions of CAD
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Chinese tariff relief offers upside to Nova Scotia, Prairies

Canada’s partial trade truce with China offers some relief to heavily impacted regions.

For Nova Scotia, the agreement provides the most direct near-term benefit. Exports of farm, fishing, and
intermediate food products to China fell roughly 30% in 2025, accounting for the majority of the region’s $90
million decline in these categories year-over-year.

With tariffs now suspended on critical lobster and crab products, we expect a partial recovery of those lost export
volumes over the remainder of 2026. This improvement has prompted us to upgrade Nova Scotia’s 2026 real GDP
projection to 1.6% from 1.5%.

Though China is an even more significant trading partner for some Prairie provinces—representing roughly 10% of
total exports for Saskatchewan and 8% for Manitoba—the remaining levy on canola seed may still encourage
Chinese buyers to substitute to tariff-free competitors. We see this limiting the growth benefit to the region.

Moreover, we previously assumed Canadian canola would find alternative markets given the global nature of the
commodity. We maintain this expectation and are already beginning to see evidence of it as the European Union
and other markets capture an increasing share of Prairie agricultural exports. Accordingly, we have made no
change to growth forecasts for the Prairies, though there’s upside risk to this policy shift.

Prairie agricultural products find new markets
Prairies farm. fishing & intermediate food product exports, millions of CAD
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