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Growth Outlook is Turning a Corner

▪ Canada moved further into excess supply over 2025 but we look for growth to stabilize in 2026 

on expansionary fiscal stimulus and positive terms of trade shock from higher oil prices.

▪ Output gap forecast to close by 2027Q4 with potential growth at 1.3%/1.2% over 2026/2027.

Look for Above Trend Growth in 2026
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Higher Energy Prices Still Positive for GDP
But Tailwind has Faded Over the Last Decade
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▪ We look for a 0.1pp impact on GDP from 10% move in oil prices. Economic benefits concentrated 

among commodity-producing regions, but tailwind outweighs drag on household sector.

▪ Oil/Gas remains largest source of private capital spending across Canada but just 1.3% of total 

employment.
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CUSMA Certification Helps Mitigate Tariff Impacts

▪ Only 35% of US bound exports were CUSMA compliant over 25Q1, now 85-90%.

▪ Higher rates of CUSMA  compliance have shifted the burden to sectoral tariffs (imposed under 

Sec. 232), limiting relief from Supreme Court ruling that declared IEEPA tariffs illegal.

▪ Section 122 requires congressional approval 5 months → bridge to Section 301/338 in Q3.
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Canadian Firms Have Adjusted to New Environment

▪ Business sentiment has stabilized as firms adjust to heightened trade uncertainty.

▪ Trade uncertainty has weighed on business investment, but intentions turned positive in Q1.

▪ Many firms have not taken specific measures to address trade risks (Statistics Canada Survey 

of Business Conditions).
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Household Sector Has Been Source of Resilience
Consumption Helped Offset Trade Headwinds in 2025
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▪ Consumer confidence has seen a similar deterioration to business sentiment, but this did not hold 

back household spending in 2025. Per-capita consumption was the strongest since 2022.

▪ Household savings offer a source of resilience. Savings rate still sits well above LT trend but savings 

are increasingly concentrated among high income HHs.
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Higher Fuel Prices Deliver New Headwind for HHs
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▪ Gasoline and other refined fuels make up 3-4% of total household consumption, $55-60bn per year.

– Household savings have eclipsed total spending on fuel over 4 of the last 6 years.

▪ Lower income households will feel a bigger pinch, with larger share of incomes put towards 

transportation outlays and no excess savings.
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Fiscal Policy Provides Key Driver for 2026 Growth

▪ Expansionary fiscal policy will be a key driver for growth in 2026. The Federal Government's 

2025 Budget and 2026 Spring Economic Update included ~$120bn in new spending over 5 

years.

▪ Strong fiscal backdrop gives Canada more flexibility to run deficits relative to G10 peers.

Look for Above Trend Growth in 2026
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Labour Markets Have Been Resilient, but Choppy

▪ Labour markets have been resilient amid heightened trade uncertainty:

– 211k jobs added between Dec 2024 and Dec 2025 (vs 404k in 2024).

– Employment rate fell by just 0.2pp as labour supply decelerates.

▪ Wage pressures remain with disposable incomes still running at 2.8% y/y in Q4.
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Iran Conflict Puts Inflation on New Trajectory

▪ Inflation had been running below 2% through most of last year after the Federal Government 

removed consumer carbon taxes in April

– HST changes added more noise to headline CPI over Q4/Q1

▪ Prior to Iran shock, we had been looking for inflation to push back to mid-2s by Q2 on base-

effect from carbon tax, before drifting lower to 2% by end of 2026. 
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Higher Oil Prices Have Not Spilled Over to Core CPI

▪ Higher oil prices have not spilled over to broader core inflation measures (through April):

– CPI-trim/median have slowed 0.2-0.3pp over Mar/Apr, 1.8% on 3m SAAR basis.

– CPI diffusion measures are not showing any increase to inflation breadth.

▪ Leaves BoC well positioned to look through headline CPI shock.

Look for limited impact on core measures
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Look for BoC to Remain On Hold Though 2026

▪ We look for the Bank of Canada to hold interest rates at 2.25% through 2026, rate hikes in 27Q1

– Anchored inflation expectations, few signs of core inflation spillovers, and excess supply 

argue for patience

– Rate cuts would require a return to below-trend growth and geopolitical stability
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Look for a Stronger Loonie over 2026

▪ Geopolitical uncertainty has weighed on USDCAD, limiting tailwind from higher oil prices

▪ Near-term Fed expectation are also holding back stronger Loonie as market pivots to price in 

Fed hikes

▪ We believe Fed's next move will be a cut (in 27Q1) with convergence between BoC/Fed 

providing support to the Loonie over 2027.
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Economic Forecasts
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25Q4 26Q1 26Q2 26Q3 26Q4 27Q1 27Q2 27Q3 27Q4 2025 2026 2027

GDP Grow th (q/q saar) 0.5 2.0 2.0 1.8 2.0 2.1 2.4 2.2 2.3 2.1 2.1 2.1

Headline CPI (y/y) 2.8 2.7 4.1 4.0 4.0 3.8 2.7 2.5 2.5 2.7 3.7 2.9

Core CPI (y/y) 2.7 2.5 2.9 2.9 3.0 3.0 2.7 2.6 2.6 2.9 2.8 2.7

Fed Funds Rate (eop, upper) 3.75 3.75 3.75 3.75 3.75 3.50 3.25 3.00 3.00 3.75 3.75 3.00

GDP Grow th (q/q) 0.2 0.1 0.1 0.2 0.3 0.5 0.4 0.3 0.3 1.5 0.7 1.4

Headline CPI (y/y) 2.1 2.0 3.1 3.0 3.1 2.5 1.7 1.7 1.7 2.1 2.8 1.9

Core CPI (y/y) 2.4 2.3 2.4 2.4 2.3 2.3 2.1 2.1 2.0 2.4 2.3 2.1

Deposit Rate (eop) 2.00 2.00 2.00 2.25 2.25 2.25 2.25 2.25 2.25 2.00 2.25 2.25

GDP Grow th (q/q saar) -0.6 1.5 1.9 2.1 2.0 1.7 1.6 1.5 1.5 1.7 1.2 1.8

Headline CPI (y/y) 2.2 2.2 3.0 2.9 2.7 2.7 2.1 2.2 2.1 2.1 2.7 2.3

Core CPI (y/y, avg) 2.8 2.3 2.2 2.2 2.3 2.5 2.3 2.2 2.0 2.9 2.2 2.3

Overnight Rate (eop) 2.25 2.25 2.25 2.25 2.25 2.75 2.75 2.75 2.75 2.25 2.25 2.75

GDP Grow th (q/q) 0.2 0.6 0.3 0.1 0.2 0.4 0.4 0.4 0.4 1.4 1.2 1.3

Headline CPI (y/y) 3.4 3.1 3.1 3.5 3.5 3.2 2.7 2.2 2.2 3.4 3.3 2.6

Core CPI (y/y) 3.3 3.2 2.7 2.7 2.9 2.7 2.5 2.2 2.2 3.5 2.9 2.4

Bank Rate (eop) 3.75 3.75 3.75 3.75 3.50 3.50 3.50 3.50 3.50 3.75 3.50 3.50

World GDP Growth 3.4 3.0 3.0

Source: M acrobond, TD Securities     
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FX Forecasts
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Spot

20-May-26 Q1 A Q2 F Q3 F Q4 F Q1 F Q2 F Q3 F Q4 F

BBDXY 1201 1215 1193 1181 1165 1160 1154 1149 1143

EURUSD 1.16 1.16 1.17 1.18 1.20 1.21 1.21 1.22 1.22

GBPUSD 1.34 1.32 1.34 1.36 1.38 1.39 1.39 1.40 1.40

AUDUSD 0.72 0.69 0.72 0.72 0.73 0.74 0.74 0.75 0.75

NZDUSD 0.59 0.57 0.59 0.60 0.60 0.61 0.61 0.62 0.62

USDCAD 1.37 1.39 1.37 1.35 1.34 1.34 1.33 1.33 1.32

USDJPY 159 159 157 156 154 153 151 150 148

USDCHF 0.79 0.80 0.77 0.77 0.76 0.76 0.77 0.77 0.77

USDNOK 9.27 9.69 9.23 9.32 9.25 9.17 9.09 9.01 8.93

USDSEK 9.33 9.47 9.27 9.03 8.75 8.67 8.60 8.52 8.44

Source: TD Securities    
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Rates Forecast

Spot

20-May-26 Q1 A Q2 F Q3 F Q4 F Q1 F Q2 F Q3 F Q4 F

Fed Funds Rate * 3.75 3.75 3.75 3.75 3.75 3.50 3.25 3.00 3.00

   3m 3.65 3.68 3.61 3.61 3.49 3.01 2.91 2.86 2.86

   2y 4.05 3.83 3.90 3.90 3.85 3.55 3.35 3.15 3.20

   5y 4.24 3.98 4.00 3.95 3.90 3.70 3.55 3.40 3.40

   10y 4.58 4.35 4.40 4.30 4.25 4.10 4.00 3.90 3.90

   30y 5.11 4.91 4.90 4.85 4.80 4.65 4.55 4.40 4.35

Overnight Rate 2.25 2.25 2.25 2.25 2.25 2.75 2.75 2.75 2.75

   3m 2.31 2.33 2.20 2.20 2.40 2.75 2.75 2.75 2.75

   2y 2.94 2.89 2.75 2.80 2.85 2.85 2.85 2.85 2.85

   5y 3.24 3.14 3.00 3.10 3.15 3.15 3.15 3.10 3.05

   10y 3.59 3.51 3.55 3.50 3.45 3.35 3.30 3.25 3.25

   30y 3.95 3.90 3.95 3.90 3.85 3.75 3.70 3.65 3.65

Source: TD Securities; *Upper bound of target range   
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Disclaimer
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This material is for general informational purposes only and is not investment advice nor does it constitute an offer, recommendation or solicitation to buy or sell a particular financial instrument. It does not have regard to the specific investment objectives, financial situation, risk profile or 

the particular needs of any specific person who may receive this material. No representation is made that the information contained herein is accurate in all material respects, complete or up to date, nor that it has been independently verified by TD Securities. Recipients of this analysis 

or report are to contact the representative in their local jurisdiction with regards to any matters or questions arising from, or in connection with, the analysis or report.

Historic information regarding performance is not indicative of future results and investors should understand that statements regarding future prospects may not be realized. All investments entail risk, including potential loss of principal invested. Performance analysis is based on certain 

assumptions, the results of which may vary significantly depending on the modelling inputs assumed. This material, including all opinions, estimates and other information, constitute TD Securities’ judgment as of the date hereof and is subject to change without notice. The price, value 

of and income from any of the securities mentioned in this material can fall as well as rise. Any market valuations contained herein are indicative values as of the time and date indicated. Such market valuations are believed to be reliable, but TD Securities does not warrant their 

completeness or accuracy. Different prices and/or valuations may be available elsewhere and TD Securities suggests that valuations from other sources be obtained for comparison purposes. Any price or valuation constitutes TD Securities’ judgment and is subject to change without 

notice. Actual quotations could differ subject to market conditions and other factors.

TD Securities disclaims any and all liability relating to the information herein, including without limitation any express or implied representations or warranties for, statements contained in, and omissions from, the information. TD Securities is not liable for any errors or omissions in such 

information or for any loss or damage suffered, directly or indirectly, from the use of this information. TD Securities may have effected or may effect transactions for its own account in the securities described herein. No proposed customer or counterparty relationship is intended or 

implied between TD Securities and a recipient of this document.

TD Securities makes no representation as to any tax, accounting, legal or regulatory issues. Investors should seek their own legal, financial and tax advice regarding the appropriateness of investing in any securities or pursuing any strategies discussed herein. Investors should also 

carefully consider any risks involved. Any transaction entered into is in reliance only upon the investor’s judgment as to financial, suitability and risk criteria. TD Securities does not hold itself out to be an advisor in these circumstances, nor do any of its representatives have the authority 

to do so.

The information contained herein is not intended for distribution to, or use by, any person in any jurisdiction where such distribution or use would be contrary to applicable law or regulation or which would subject TD Securities to additional licensing or registration requirements. It may not 

be copied, reproduced, posted, transmitted or redistributed in any form without the prior written consent of TD Securities.

If you would like to unsubscribe from our email distribution lists at any time, please contact your TD Securities Sales Contact. If you are located in Europe, Asia, Australia or New Zealand you may also unsubscribe by emailing us at Privacy.EAP@tdsecurities.com.

You can access our Privacy Policy here (tdsecurities.com/tds/content/AU_PrivacyPage).

Australia: If you receive this document and you are domiciled in Australia, please note that this report is intended to be issued for general information purposes only and distributed through the Toronto Dominion Australia Limited (“TDAL”). TDAL does not hold itself out to be providing 

financial advice in these circumstances. TD Securities is a trademark and represents certain investment dealing and advisory activities of Toronto-Dominion Bank and its subsidiaries, including TDAL. The Toronto-Dominion Bank is not an authorized deposit-taking or financial services 

institution in Australia. TDAL is a holder of an Australian Financial Services License (404698) and is regulated by the Australian Securities and Investments Commission.

Canada: Canadian clients wishing to effect transactions in any security discussed herein should do so through a qualified salesperson of TD Securities or TD Securities Inc. TD Securities Inc. is a member of the Canadian Investor Protection Fund. 

China, India, and South Korea: Insofar as the document is received by any persons in the People's Republic of China (“PRC”), India and South Korea, it is intended only to be issued to persons who have the relevant qualifications to engage in the investment activity mentioned in this 

document. The recipient is responsible for obtaining all relevant government regulatory approvals/licenses themselves, and represents and warrants to TD Bank that the recipient's investments in those securities do not violate any law or regulation, including, but not limited to, any 

relevant foreign exchange regulations and/or overseas investment regulations. The Toronto-Dominion Bank has a representative office in Shanghai, Mumbai and Seoul which should be contacted for any general enquiry related to The Toronto-Dominion Bank or its business. However, 

neither any of the Toronto-Dominion Bank offshore branches/subsidiaries nor its representative offices are permitted to conduct business within the borders of the PRC, India and South Korea. In locations in Asia where the Bank does not hold licenses to conduct business in financial 

services, it is not our intention to, and the information contained in this document should not be construed as, conducting any regulated financial activity, including dealing in, or the provision of advice in relation to, any regulated instrument or product. This publication is for general 

information only, without addressing any particular needs of any individual or entity, and should not be relied upon without obtaining specific advice in the context of specific circumstances.

Hong Kong SAR (China): This document, which is intended to be issued in Hong Kong SAR (China) ("Hong Kong") only to Professional Investors within the meaning of the Securities and Futures Ordinance (the "SFO") and the Securities and Futures (Professional Investor) Rules made 
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