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Highlights 

 The world is still grappling with the United States’ protectionist policy. The US tariff 

rollout, the US–China trade war and the abrupt financial market swings have all 

created a great deal of uncertainty and will eventually weigh on the global economy. 

That said, the situation remains fluid. For now, our economic and financial outlook 

assumes that the current tariffs on Canadian and Mexican goods will hold, including 

the exemptions for CUSMA-compliant goods. It also assumes that the 10% baseline 

tariff against other countries will be maintained: we don’t expect the higher 

reciprocal tariffs to be brought back after their current pause. The tariff standoff 

should continue between China and the United States, the two largest economies in 

the world. Both will suffer, and global supply chains may be damaged as well. We’ll 

update our economic and financial scenarios as the trade war evolves. 

 While the United States has paused its reciprocal tariffs, the escalating trade war 

with China is pushing effective tariffs on all US imports to very high levels. The likely 

damage from these tariffs, the uncertainty caused by the White House’s chaotic 

announcements, the stock market slide and new questions about the safe-haven 

status of US bonds are all adding to the gloom. Most business and confidence 

indexes are down, and inflation expectations have surged. Fortunately, the labour 

market is holding up for now, but we expect weak growth by US real GDP in the first 

quarter of 2025, followed by contraction in the following quarters. However, 

economic indicators may be quite volatile. 

 The eurozone and other major advanced economies have been less affected by 

the US tariffs than initially predicted and could post growth that’s modestly better 

than what we called for in March. Meanwhile, our forecast for China has been 

revised downward. 

 In Canada, while US tariff rates on “Liberation Day” didn’t change for exporters, the 

fact that they didn’t get worse was a positive surprise. The exemption for CUSMA-

compliant goods is a big benefit for Canada, and we anticipate compliance to 

accelerate quickly in the near term. As a result, we’ve reduced our expectation for 

the drag on the Canadian economy from a US–Canada trade war relative to our 

March forecast. And with the federal election wrapping up soon, we expect fiscal 

policy to provide a boost to the Canadian economy going forward as well. However, 



a deeper downturn stateside should offset some of this improvement in the outlook. 

Lower oil prices will also weigh on growth. But accompanied by the elimination of 

the price on pollution, falling energy prices and slower growth will help to keep a lid 

on inflation that is otherwise being boosted by Canadian counter tariffs. Indeed, by 

our estimate, inflation over the next year could average slightly below the 

Bank of Canada’s 2% target—something almost unimaginable until just recently. 

 Our economic outlook for Quebec is similar to last month’s, and the province will be 

hard-pressed to avoid a recession in 2025. The United States has delayed many of 

the tariffs on Canadian goods, which will temporarily limit their negative impact on 

real GDP. The postponement of several tariffs by the US administration will 

temporarily mitigate the negative impact on real GDP, although the pull-forward of 

some exports in the first quarter before the tariffs came into effect will give way to a 

pullback subsequently. International trade should then turn into a drag on economic 

growth. The latter could be in negative territory for the rest of the year. Business 

confidence is falling, which suggests that uncertainty is growing and will have a 

sustained impact on investment. The current data for households do not allow us to 

measure the impact of uncertainty, but some labour market indicators are showing 

weakness. Net job creation has been negative for two months—not because of 

layoffs, but because companies are reluctant to hire new workers. This will affect 

consumer confidence, with households seeking to limit or push back some 

expenses. The Quebec government also tabled its 2025–2026 budget, which calls 

for portfolio expenditures to grow by just 1.8% this year, suggesting their 

contribution to GDP will be zero in real terms. However, $11B in infrastructure 

spending will be pulled forward over the next three years, which could provide a 

modest boost to economic growth. 

Risks Inherent in Our Scenarios 

The first few months of Donald Trump’s second term have triggered a massive spike in 

uncertainty all over the world. That uncertainty has been amplified by the tariffs that have 

been announced (and in some cases, delayed), additional threats and the retaliatory 

measures imposed by other countries, especially China. Furthermore, the other policies 

implemented by the US administration, especially regarding immigration and the federal 

government apparatus, could send the economy into a tailspin. Adding to the instability, 

the US statutory debt limit was reinstated at the beginning of the year. While the 

Treasury Department has been deploying so-called “extraordinary measures” to keep the 

government funded, these options are finite. Without congressional action to raise or 

suspend the limit, the government could exhaust its cash reserves in the coming months, 

which raises the risk of delayed payments or even default. Even though we’ve already 

revised our forecasts, further adjustments will be needed as the situation evolves. 

President Trump also threatened to use economic force to make Canada consider joining 

the United States, though the exact nature of that economic force remains unclear for now. 

There’s also a lot of uncertainty over how much room central banks have to cut interest 

rates if their economies are hit by stagflation. We’ll also need to keep an eye on whether the 

Federal Reserve manages to maintain its independence and if the US markets are still 



deemed a safe haven. Governments around the world have been hit by political crises, 

which could further undermine their ability to respond to economic downturns while 

keeping public finances on solid footing. That’s not counting the risks of financial instability, 

including the ones that could arise from a looser regulatory environment. Stock markets, 

bond markets and commodity prices could become even more volatile, further slowing the 

global economy. 

 

 

Financial Forecast 

The Bank of Canada continues to juggle the prospect of rising inflation alongside weaker 

economic activity from the ongoing trade war. The decision to leave rates unchanged in 

April was in part due to past decisions given the central bank had already eased policy 

225 bps, but also due to uncertainty around the outlook. Once policymakers get more 

clarity, they “are prepared to act decisively if incoming information points clearly in one 

direction.” Given the ongoing headwinds from trade policy, the mortgage renewal cycle and 

sharp slowdown in population growth, we continue to forecast that the Bank will return to 

rate cuts soon and reach a terminal rate of 1.75% later this year. 

  



The Federal Reserve faces a similar dynamic, although, relative to Canada, US economic 

activity was more robust and progress on inflation less pronounced heading into this 

period. As such, US policymakers are still expected to lower interest rates as global growth 

slows, but at a much slower pace relative to past easing cycles. We continue to expect the 

Federal Reserve to begin its cutting cycle in June and lower its target rate to 3.625% by the 

end of 2025. 

  

The disruptive nature of the US administration’s policy agenda, including questioning the 

Fed’s independence, has led to a rotation away from US assets. The US dollar has suffered 

as a result, continuing to weaken on a trade-weighted basis. The selloff has come despite a 

rise in long-term US bond yields, signalling waning confidence in US assets. Historical 

correlations between stocks and bonds have also broken down due to this new dynamic. 

Given the uncertainty, we continue to expect risky assets will remain under pressure. 

Meanwhile, the Canadian dollar is likely to benefit from the rotation away from US assets 

along with the prospect of further rate cuts stateside. 
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