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This following article was published as a blog on the BDC website on December 16, 2024

Canadian economic outlook for 2025: When optimism meets uncertainty
Written by Pierre ClérouxVice President

Canadian entrepreneurs face a mixed economic landscape for with reasons for cautious optimism despite potential
headwinds.

Rising costs and inflation were the biggest challenges for entrepreneurs in 2024 and there is good news on that front.

Inflation is expected to stay within the Bank of Canada’s target range of about 2% over the course of the new year. This
should encourage the bank to continue cutting its policy rate toward the neutral point of 2.75% by mid-2025 and even end
2025 at 2.5%.

It took time for interest rate hikes to make their way through the economy and start taming inflation in 2024. The same story
will be repeated in reverse for 2025 as momentum from interest rate cuts will gradually build up and start supporting growth.

As a result, we expect the Canadian economy to grow modestly at around 1.5% for 2025. At this pace, the Canadian
economy would continue expanding below potential for a third year in a row. Nevertheless, the economy will grow at a higher
rate than in 2024 as lower interest rates will raise consumption, drive real estate investment and push up business
investments.

Key statistics for 2025
Canada’s forecasted GDP growth Forecasted interest rate at the end of 2025 Population growth
1.5% 2.5% -0.2%

Interest rates will be a deciding factor for the year

After raising interest rates in 2022 and 2023 to claw back against inflation. The Bank of Canada changed direction in
2024 and began lowering rates from their peak of 5.0%. We expect rate cuts will continue in 2025, with the bulk coming into
the year's first half.

Consumer spending and a rebound in residential investment will be at the core of
GDP expansion in 2025 as lower rates gradually make their way across the
economy.

Consumer spending and a rebound in residential investment will be at the core of GDP expansion in 2025 as lower rates
gradually make their way across the economy. The lower policy rate should translate to cheaper borrowing costs for most
loans. Meanwhile, wages are now rising faster than prices, on average, as inflation has cooled substantially. And even
though the share of consumers expecting to reduce their spending because of interest rates or inflation expectations is still
high, it has been trending downward and should continue to improve.


https://www.bdc.ca/en/articles-tools/blog/canadian-economic-outlook-for-2025-when-optimism-meets-uncertainty
https://www.bdc.ca/en/about/analysis-research/our-team/pierre-cleroux

Employment gains stalled at the end of 2024, and the unemployment rate ticked higher during the year. High economic
uncertainty will likely cause businesses to hold off on substantial hiring. On the other hand, the slowdown in immigration,
coupled with the ongoing retirement of baby boomers, should limit unemployment. The strength of the labour market is
another factor that will support GDP growth and consumption in 2025.

Growth will pick up from coast to coast

Commodity-producing provinces should continue outperforming the national average in 2025. The global economy is
expected to grow robustly as inflation declines and credit conditions ease worldwide. These factors should counterbalance
heightened trade uncertainty and geopolitical conflicts. The decreasing strength of the Canadian dollar is also a boon for
exporters and should make commodity producers more competitive.

Provinces with stronger ties to the U.S. market are facing a greater level of uncertainty from the Trump tariff threats.
However, they could also benefit the most from the lower exchange rate and expected solid growth south of the border.

Lower interest rates should positively affect real estate and the construction sector, but this effect will be tempered by
declining population growth.

Forecasted GDP growth by province in 2025 (%)
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Canadian growth is forecast at 1.5% compared to 1% in 2024. The provincial forecast varies between a high of 2.1% in
Newfoundland and Labrador and Alberta, and a low of 1.1% in New Brunswick

Top 3 challenges for entrepreneurs in 2025

1. Debt remains high for Canadian households

Even as interest rates are lowered and inflation returns to target, a high debt load will continue to weigh on Canadian
households. Principal repayment has been shrinking, while interest payments now account for almost two-thirds of total debt
payments. As such, the effect of higher interest rates in 2024 will continue to restrain household budgets even as rates return
to neutrality in 2025 (between 2.25% and 3.25%).

Meanwhile, a lower inflation rate will not cause prices to stop increasing. It only means they will be increasing at a regular
and sustainable pace. There is also a chance that inflation could creep back up. One of the main worries is that the
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residential market could create inflationary pressures if it reacts too strongly to lower interest rates. Higher inflation would
force the Bank of Canada to halt its rate cuts, negatively affecting Canadian growth.

2. Reduced immigration targets will limit growth

Reduced immigration targets are another factor that will affect growth in 2025. The government has announced a drop in the
number of new permanent residents and temporary residents over the next two years. This will result in a 0.2% population
decrease in 2025 and again in 2026.

The working-age population, aged 15-64, could fall by more than 450,000 between the end of 2024 and the end of 2026. By
comparison, international immigration and net non-permanent residents from this age group grew by over 1 million in
2024 (that's roughly the entire population of Nova Scotia).

A growing population was the main driver of the Canadian economy in recent years; it is probably the reason we were able to
avoid a recession.

For business owners, a growing population means more consumers and a larger pool of potential workers. The population
decrease will, therefore, keep a lid on growth and make it harder to recruit, especially given the age composition of the
Canadian population.

3. Uncertainty over Trump policies will slow investments

The largest cloud looming over the Canadian economy in 2025 is the uncertain impact of the new Trump administration. On
the campaign trail, President-elect Trump said he would impose a 10% tariff on goods from Canada and a 60% tariff on
goods from China. He has since taken to social media to announce he would impose a 25% tariff on Canada and a 10% tariff
on China. The impact of U.S. tariffs could be significant, especially if Canada takes retaliatory measures. There have since
been talks between Prime Minister Trudeau and President-elect Trump. It is unclear whether tariffs will be imposed, and if
they are imposed, for how long and for what goods.
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GDP growth forecast under different tariff scenarios (%)
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We expect the Canadian economy to grow at 1.5% for the year. However, a 10% tarrifs on Canadian goods imposed by the
U.S. would lower expected growth to 1.2%, a 25% tariff would lower it to 0.8% and 25% tariffs on both sides would likely
result in a -1% economic contraction in Canada.

The tariffs remain a potential scenario rather than a certainty. To be clear, the imposition of tariffs would hurt Canada’s GDP
growth. However, we do not believe Canada will be subject to tariffs—at least not widespread, long-lasting tariffs.

The only impact of the new U.S. administration we can foresee with certainty is that it is creating uncertainty. Uncertainty
tends to keep a lid on growth: Businesses could decide to ramp up inventories ahead of tariffs, or they could decide to
postpone investments. Sales could fall rapidly if tariffs come into effect. Business leaders will have a hard time accurately
forecasting demand and making investment decisions as long as the current uncertainty persists.

New public threats from the President-elect could lead to a further drop in the Canadian dollar. Another drop in our exchange
rate would hurt the purchasing power of Canadian households and businesses for foreign goods and services. A very strong
U.S. dollar could also lower global demand for goods such as commodities that are typically priced in U.S. dollars on
international markets.

This is not our first rodeo

It's not the first time Canadian entrepreneurs have faced such challenges. Despite these hurdles, Canadian businesses have
proven resilient in the past. We believe they will continue to do so in 2025.

A good place to start is to call your main clients and suppliers to understand how their business is doing and how they see
the year to come. The new year can be a good time to catch up with key partners and ensure your production meets their
needs.

With so much uncertainty about tariffs, looking for ways to cut costs and become more productive should also be a

priority. Improved financial management, operational efficiency efforts, and investment in new technologies and

equipment are all proven ways to boost your profits and competitiveness. No business is too small to focus on productivity.
Keeping an eye on where every dollar is spent and how much it’s earning will help you navigate the complexities of 2025 and
beyond.

Entrepreneurs will be helped by lower interests, which should boost growth beyond 2024 levels. Lower interest rates will also
help increase consumption and prop up the real estate market. Finally, businesses will be able to take advantage of lower
rates to invest in their business and take advantage of the opportunities that will manifest themselves in 2025.


https://www.bdc.ca/en/articles-tools/money-finance/manage-finances/how-can-benefit-capital-cost-allowance
https://www.bdc.ca/en/articles-tools/operations/operational-efficiency/3-critical-factors-operational-efficiency
https://www.bdc.ca/en/articles-tools/money-finance/get-financing/building-equipment-financing-proposal
https://www.bdc.ca/en/articles-tools/money-finance/get-financing/building-equipment-financing-proposal
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Engage with customers on social at scale
Start today: https://statusbrew.com/
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$1,000,000

You need 5,000 people to buy a $200 product
You need 2,000 people to buy a $500 product
You need 1,000 people to buy a $1,000 product
You need 500 people to buy a $2,000 product
You need 300 people to buy a $3,333 product
Get 5,000 people to pay $17 per month, for 12 months.
Get 2,000 people to pay $42 per month, for 12 months.
Get 1,000 people to pay $83 per month, for 12 months.
Get 500 people to pay $167 per month, for 12 months.
Get 300 people to pay $278 per month, for 12 months.
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