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Despite modest improvements, soft data remains soft

By Taylor Schleich & Ethan Currie

Canada'’s economic resilience has been put to the test over the past year
and by some key measures, it's performed well all things considered.
GDP growth has been stronger than expected and the labour market,
while exceedingly volatile, has held up reasonably well. But as we've
highlighted before, it's difficult to have much confidence in the Canadian
resilience narrative when soft data consistently casts the outlook in a
pessimistic light. For the most part, that's been case for the Bank of
Canada’s Business Outlook Survey, arguably the most important ‘soft’
data in Canada. The latest survey, conducted between November 6th
and 26th, continues to raise concerns even as some signs of improving
business confidence start to present themselves:

= Qverall business sentiment improved but remained weak as the
headline BOS indicator inched up to -1.8 from -2.3. That’s firmly below
the Q4:2024 reading (-1.1) from when the economy looked to be
improving (before trade tensions upended the outlook).

= Athird of firms reported declining sales volumes last year (average =
~25%) but this is seen improving in 2026. However, while more firms
see sales picking up, the share is low which suggests overall growth
will be modest. Importantly, businesses don’t expect the impact of
tariffs and trade tensions to worsen from here.

= Despite the improving sales outlook, businesses are paring back
hiring plans. The share of firms planning to outright reduce their
staffing levels reached its highest level since 2016. Curiously, this
survey was conducted at a time when hiring was reported to have
surged per the Labour Force Survey.

= Investment intentions picked up and are now near their historical
average. However, firms are noting that investment activity is all about
routine maintenance, not expanding capacity. That's likely because
most firms have ample capacity. Only a third of businesses would
have trouble meeting unexpected demand, the least since 2020.

As we were reminded earlier this morning, the inflation picture in Canada
is somewhat mixed. Overall inflation continues to run close to target but
there are also signs that “underlying” pressures are a little bit above 2%
(which has been the official stance from the BoC). To be clear, we’re not

Chart 1: Sentiment improved in 2025, but remains subdued...
Current business conditions (balance of opinion) and historical survey average
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overly concerned about inflation at its current level, and we don’t see
meaningful risk it will surge higher. Still, the BOS continues to allude to
cost pressures and marginally elevated inflation expectations:

= Encouragingly, the share of firms expecting /arge cost and/or price
increases has fallen to near 10-year lows. However, firms expect input
and output prices to rise at a slightly faster rate over the next year.
Expected wage growth had steadily fallen over the past few years but
has now stabilized slightly above 3% Y/Y. Surprisingly (given
worsening hiring plans), the share of firms facing labour shortages
rose to a 2-year high.

= Measures of inflation expectations continue to run near but slightly
above the Bank of Canada’s target. Businesses see inflation running
between 2.5% and 3% over all reported time horizons (1-5 years).

Released at the same time as the BOS, the Canadian Survey of
Consumer Expectations (CSCE) also paints a downbeat picture:

= Following a tepid recovery in Q3, consumer confidence retreated at
the end of 2025. The labour market outlook remained soft, as the
perceived likelihood of losing a job stepped up. Meantime, concerns
related to financial health grew, as rising debt servicing costs and still-
elevated inflation expectations weighed on the consumption outlook.
Opinions were mixed about whether the worst of financial impacts
from trade conflicts have already presented themselves.

This report will have no impact on the coming BoC decision as the central
bank has already firmly established itself on the sidelines. However, some
of the trends in this report bear monitoring. On one hand, we'll be
assessing if improving sentiment and a stronger sales outlook will
translate into faster GDP growth. On the other hand, the reported layoff
intentions are concerning and raises the risk of the recent labour market
recovery stopping in its tracks. Still lingering cost pressures will also be
key to watch. For now, there’s nothing that will have policymakers rushing
to tighten or loosen monetary policy for the foreseeable future. While we
continue to see a path to rate hikes beginning in the fourth quarter, we’ll
readily concede that risks to this call are skewed towards tightening being
pushed into 2027 rather than being pulled earlier this year.

Chart 2: ... as sales outlook also shows some signs of life
Indicators of future sales (balance of opinion) and historical survey average
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Chart 3: Hiring conditions dip, with layoff potential signaled

Hiring intentions (balance), % of firms expecting lower employment in next 12M
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Source: NBC, BoC | Note: Dotted line refers to long-term average for net hiring intentions

Chart 5: Investment intentions almost back to normal...
Investment intentions (balance of opinion) and historical survey average

2025

60 - :
% of firms Investment intentions balance of opinion

50 A

40 -

30 A

20 A

10 A

0

-10 A

-20 -

-30 -

40
[} ~— (a2} [Te] N~ (o] ~ ™ Yo N~ [} — [sg] w0
[} o o o o o - oy - - - N N N
[} o o o o o o o o o o o o o
-~ N N N N N N N N N N N N N

Source: NBC, BoC

Chart 7: Input cost pressures are no longer a non-factor...

Balance of opinion on the inflation of input and output costs in next 12M
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Chart 4: Consumer expectations remain subdued
Contributions to the CSCE indicator, average of indexes
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Chart 6: ...while capacity constraints remain a non-issue
Share of firms signalling a difficulty meeting demand
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Chart 8: ... as business and consumers see sticky CPl ahead
2-year ahead inflation expectations—consumer survey vs BOS
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Table: Perspective on the Business Outlook Survey
Survey indicator with latest / prior readings, interpretation, trend, and question details
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