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Activity surprised to the upside in 1Q25 
Economic activity in Canada beat expectations in 1Q25, with most of its components 
responding to US policies and threats. GDP surprised to the upside at 2.2% qoq saar (E. 
1.7%, BofA 1.7%), up from 2.1% in 4Q (revised to the downside from 2.6%). Growth was 
driven by net exports, with exports surging 6.7% qoq saar while imports grew 4.4% qoq 
saar. In our view, this is likely explained by the frontloading of exports ahead of US 
tariffs. On the other hand, final domestic demand fell -0.1% qoq saar despite the 
external sector expansion. Domestic demand was dragged by investment at -3.0% qoq 
saar, which we believe was also influenced by uncertainty around US tariffs. Finally, 
consumption grew slightly at 0.8% qoq saar on the back of household consumption, 
which could be the result of the “Buy Canadian” behavior observed amid the trade 
conflict with the US (Exhibit 1). 

Activity at the margin remains resilient 
Monthly GDP growth was in line with expectations at 0.1% mom sa in March (E. 0.1%, 
BofA 0.0%), up from -0.2% a month ago; the rise was broad-based. Goods-producing 
industries grew the most at 0.2% mom, driven by mining, quarrying, and oil & gas (2.2% 
mom), and construction (0.5% mom). Services-producing industries increased 0.1% mom 
due to retail trade (0.8% mom), and transportation and warehousing (0.8% mom). The 
advance estimate for April points to 0.1% mom sa growth (Exhibit 2), which is a sign of 
some resilience in the economy. In annual terms, GDP grew 1.7% yoy in March. 

We upgrade our growth forecast for 2025 
The GDP print for 1Q25 showed that the Canadian economy is more resilient than 
originally expected, so we raise our growth forecast for 2025 to 1.4% from 1.0% before 
(Exhibit 4). The increase also reflects the lower base in 2024 after the revision to 4Q24 
GDP. Risks to our forecast are balanced, as the effects of the trade war could intensify 
later in the year, particularly if the trade war is not resolved. However, further BoC rate 
cuts and a fiscal expansion (see report) could lift growth more than expected. We 
continue to expect growth for 2026 at 1.5% (Exhibit 5). 

BoC: Resilient growth to keep BoC on hold in June 
We expect the Bank of Canada (BoC) to leave its policy rate unchanged at 2.75% on June 
4. We base our case on the resilience of activity in 1Q, coupled with a rising core 
inflation that is already above BoC’s target range. Today’s activity print not only showed 
that consumption weathered the initial shock from the trade war, but also that monthly 
GDP is holding up, indicating that the economy may be more resilient than expected. 
Moreover, the BoC has stressed out that it is “waiting for clarity” (see report), and we 
think that we are not there yet as uncertainty has not faded yet. Looking ahead, we 
believe that the outlook will become clearer, and that core inflation will be tamed by 
economic weakness. That is why we expect the BoC to cut only later in the year, to reach 
a terminal rate at 2.00% by end-2025. 
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Exhibit 1: Net exports drove GDP in 1Q25 in anticipation of US tariffs 
Contribution to GDP growth (pp unless stated) 

 
Source: BofA Global Research, Stat Canada, Haver Analytics 

BofA GLOBAL RESEARCH 
 

 Exhibit 2: Flash GDP growth for April indicates 0.1% mom sa growth 
Monthly GDP by industry 

 
Source: BofA Global Research, Stat Canada, Haver 
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Exhibit 3: Growth was supported by trade-related industries, consistent with exports frontloading 
Contribution to GDP growth in March (pp) 

 
Source: BofA Global Research, Stat Canada, Haver Analytics 

BofA GLOBAL RESEARCH 
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Exhibit 4: We now expect GDP growth in 2025 at 1.4% 
Canada’s GDP growth forecasts 

 
Source: BofA Global Research estimates, Stat Canada, Haver 
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Exhibit 5: After some weakness in 2025, we expect growth to pick up 
in 2026 
Canada’s GDP forecasts in levels 

 
Source: BofA Global Research estimates, Stat Canada, Haver 
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Exhibit 6: We expect a milder deceleration in the coming quarters 
Output gap (%) 

 
Source: BofA Global Research estimates, Stat Canada, Haver 
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