
2.1%

*Producer inflation is measured by the Industrial Product Price Index (IPPI).

**Labour underutilization refers to Statistics Canada’s R8 measure, which includes 
unemployed workers, discouraged job seekers, those waiting for recall or future starts 
and the underutilized portion of involuntary part-time employment.

***The Labour Market Momentum Index (LMMI) is a quarterly average metric based 
upon an equal weights index of monthly economic data, combining unemployment and 
employment rates, GDP growth, job vacancies and average wage growth in order to 
track changes in labour market bargaining conditions.
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Despite totalling $67 billion, the federal deficit remains 
relatively low at 2.1% of GDP by historical standards. The 
same is true of public debt charges (interest), which are 
projected to reach $81 billion, or 2.1% of GDP, by 2030.

Due to the oil price shock, the Bank of Canada expects 
inflation to peak at 3% in April before returning to its 
2% target in early 2027. It has also revised its 2026 
average inflation forecast upward to 2.3%, from 2% in 
its January projection.
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As a result of contracting GDP 
growth in Q4 2025 (Oct.-Dec.), 
a declining job vacancy rate 
and slowing wage growth, the 
LMMI declined to 49.9 for the 
quarter compared to 53.3 in 
Q3 2025 (July-Sept.). We expect 
a marginal improvement in 
Q1 2026 (Jan.-March), but not 
enough to alter the downward 
direction of the LMMI.

100

80

60

40

20

0

49.9

 usw.ca    research@usw.ca

MACRO CORNER
GDP growth rose to 2% (annualized) in February 2026, up from 1.7% in 
January. * Manufacturing output rebounded in February, increasing by 1.8%, 
while manufacturing capacity utilization improved to 77.1%, up from 75.4%  
in January.

After a difficult start to the year, steel and auto production rebounded in 
February, rising by 10.5% and 9.8%, respectively. Aluminum production also 
continued its strong start to 2026, with output expanding by 4.1% in February, 
following a 5.9% increase in January. The mining sector, excluding oil sands, 
likewise maintained solid growth, with output increasing by 1.2% in February 
after a 1% gain in January.

In contrast, forestry and wood products manufacturing output continued to 
contract. Forestry and logging output has declined consistently since September 
2025, with February 2026 marking the sixth consecutive month of contraction, 
down 1.2%. Wood products manufacturing output also fell by 1.5% in February, 
its third straight monthly decline. In addition, sawmill output decreased by 
5% in February compared to January, marking its fifth consecutive month of 
contraction.

*Statistics Canada Monthly GDP by Industry figures for January 2026 were 
revised upward

THOUGHTS: THE STATE OF FISCAL 
AND MONETARY POLICY
In April 2026, the federal government released its Spring Economic 
Update, providing a revised snapshot of federal finances. The update 
projected a smaller deficit than forecast in Budget 2025 – $66.9 billion 
compared to $78.3 billion – largely due to higher revenues. As a 
share of GDP, the deficit remains relatively low at 2.1%. Given the 
economic headwinds facing Canada, we question whether greater 
fiscal stimulus is warranted.

The Bank of Canada released its April Monetary Policy Report and 
held the policy rate at 2.25%, the lower end of the neutral range. It 
estimates GDP grew by 1.5% in Q1 2026 (Jan.-March) and projects 
growth of 1.2% in 2026, rising to 1.6% in 2027 and 1.7% in 2028. 
Growth is being driven by government and consumer spending, while 
business investment and exports remain weak. The bank also expects 
higher inflation this year due to the Middle East conflict and signalled 
it is prepared to raise rates if oil prices remain elevated to maintain 
price stability.


