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The federal government has hit pause on Canada’s booming population growth. Through planned reductions in 
both the pool of non-permanent residents (NPRs) and a scaling back in its annual permanent immigration targets, 
the country’s population growth is set to stall over the next two years. This abrupt slowdown will impact the econ-
omy, but not as dramaticly as some fear. This period could 
offer a reprieve to key sectors that haven’t been able to keep 
up, such as housing supply. It also increases the incentive for 
businesses to invest by shifting reliance away from low-wage 
temporary immigrants.

Details of the Immigration Plan

The 2025–2027 Immigration Levels Plan (Plan) tabled the ad-
mission targets for both permanent residents (PRs) and non-
permanent residents (NPRs). The biggest surprise in the re-
lease was the decision to reduce the number of planned PR 
admissions. Compared to last year’s target (500k per year 
in 2025 and 2026), this year’s update calls for roughly three-

• The federal government’s recently-released immigration plan -- which captures both a sizeable reduction in 
the pool of non-permanent residents and a scaling back in permanent immigration targets -- will see Canada’s 
population growth grind to a halt after a historic run.    

• The abrupt slowdown in headcount will not be lost on the Canadian economy, though the overall impact is likely 
to be less dramatic than some fear.  

• We expect the new plan to exert a drag on aggregate consumer spending and labour supply.  However, these 
effects are expected to be mitigated by a number of influences, including less upward pressure on rents, lower 
interest rates and increased spending per capita.  Moreover, a reduced supply of low-wage temporary immi-
grants is expected to increase the incentive for businesses to invest.  
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quarters of that (Table 1).  Despite the pullback, net PR 
flows will remain higher than in the years leading up to 
the pandemic (Chart 1).

In the lead up to the release, the government tele-
graphed their plans for the NPR population as they 
set out to reduce their share of the total population to 
5% by the end of 2026 (currently at over 7%). What the 
Immigration Plan offered, for the very first time, were 
hard targets for the various NPR categories, which 
provides clarity for how the 5% goal will be achieved 
(Table 2). Changes on this front are particularly mean-
ingful, given that the bulk of the population surge over 

the past couple of years reflected an uncontrolled in-
flow of international students and temporary foreign 
workers (TFWs).  

Within the NPR group, a significant decrease in work-
ers is expected due to a large reduction in work permits 
allocated to the International Mobility Program (IMP). 
IMP visa holders account for around 40% of total NPRs. 
Moreover, permits issued under the Temporary Foreign 
Worker Program (TFWP) are set to remain flat at 82,000 
per year for the next three years. To achieve this, the 
government introduced a 10% cap on employer hiring 
in the low-wage stream and recently announced an 
increase to the starting hourly wage for TFWs in the 
high-wage stream by 20% to encourage domestic hir-
ing. It is worth noting that many policy changes in the 
TFW space represent a rolling back to pre-pandemic 
norms. Meanwhile, international students are capped 
just shy of 310,000 over the next three years, with pro-
vincial application processing caps being allocated 
based on population shares.

Population Growth Taking a Breather

Any way you slice it, population growth will decelerate 
sharply. The federal government’s projections show 
modestly negative population growth (-0.2%) over the 
next two years before flipping back to positive territory 
in 2027 (0.8%). This is noteworthy, since Canada’s pop-
ulation has never outright contracted on an average 
annual basis. Our population forecast has also been 
significantly scaled back, though we do see some 
modest upside risk to the federal forecast. Still, we are 
projecting below historical average population growth 
between 2025 and 2027 (Chart 2). 
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Given the time it takes to implement reforms and the 
inherent complexity of the immigration system, achiev-
ing the 5% NPR target will present some challenge.  To 
put that into perspective, it will require net outflows 
of nearly 1 million NPRs (or around 110k per quarter).  
As far as the composition of NPR flows, recent data is 
showing that a slowdown in international students is 
already taking place. TFW’s and other NPR permit hold-
ers should start to reel back by Q1-2025 (Chart 3). 

While the Plan’s changes will result in large annual 
swings in population relative to the status-quo, Chart 
4 puts them in better context.  The population level un-
der the planned trajectory manages to remain above 
its pre-pandemic trendline.  As such, we view these 
changes more as a recalibration. 

How Will This Filter Through The Economy?

Undeniably, moving from 3% annual population gains 
to stall speed will lead to some negative short-term ad-
justments for the economy.  In particular, the new tar-
gets will weigh on labour supply. In the longer-term, the 
driver of the economy is the growth in a country’s la-
bour force plus the improvement in worker productivity. 
Over the last few years, Canada has mainly relied on 
population-fueled labour force growth, which peaked 
at a 3.0% annual growth rate in 2023, effectively match-
ing the population surge. At the same time, productivity 
fell for the third straight year. The offsetting factors led 
to below-trend GDP growth and falling living standards 
for Canadians. Furthermore, the unemployment rate 
rose from a low of 4.8% to 6.5% over the last two years, 
as firms were unable to absorb the population wave. 
Indeed, much of the increase in joblessness was born 
by newcomers as evidenced by a near 5 ppt rise in their 
unemployment rate, up to 11.7% as of September 2024.

The government’s new population plan necessitated a 
downward adjustment to our labour force growth fore-
cast by around 0.5% in both 2025 and 2026, relative to 
our prior baseline forecast (Chart 5). While over 40% of 
NPRs are expected to transition to permanent status 
next year, the remainder will leave the country. And with 
the permanent targets getting cut, many of those spots 
will be taken up by transitioning NPRs. This leaves rela-
tively fewer spots for economic immigrants entering the 
country through traditional programs. It is worth noting 
that on a relative basis, federal high skilled immigration 
will not take as big a hit as other immigration catego-

Forecast
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ries. In any event, an expected decline in the supply of 
foreign workers will put downward pressure on the la-
bour force and likely yield a moderate pull-back in the 
national jobless rate over the coming quarters. 

The stalling out in population growth will not be lost on 
Canada’s consumer spending outlook.  Still, the net ef-
fect on overall spending is not expected to be large. This 
is because weaker gains in the number of households 
is projected to be counterbalanced by higher spend-
ing per household. Temporary residents typically spend 
less than average on an ongoing basis notwithstanding 
some upfront expenditures to get settled.  Another miti-
gating factor is the influence of the BoC’s rate cutting 
cycle. Over the last two years, many Canadian house-
holds pared back spending in the face of high rates. 
And while there will still be a sticker shock when peo-
ple renew mortgages with rates still above 2020/2021 
levels, the damage will be less than previously thought 
and rates on new mortgages/auto loans/lines of cred-
it are coming down. We see this sparking demand for 
housing and big-ticket items, unleashing the spending 
power of existing Canadians that have been hibernat-
ing. On net, our consumer spending forecast still points 
to moderate growth over the next two years despite be-
ing shaved a couple tenths of a percent from our prior 
forecast (Chart 6).

Honing in on housing, the impacts of these changes 
should be most apparent in the rental market. In the 
GTA, rents are already falling in year-on-year terms 
without this looming negative demand shock (having 

been pressured lower by a wave of newly completed 
rental units hitting the market).  Industry data suggests 
that rent growth is also cooling in places like B.C. and 
Quebec and the federal government’s policy will only 
exacerbate these trends. As such, the attractiveness 
of these units as income-generating properties will be 
diminished, likely weighing on investor demand. 

The direct impact on ownership housing demand 
will likely be small, given that both non-permanent 
and permanent residents largely rent when they first 
come to the country. However, flat population growth 
for a few years will offer an opportunity for builders to 
close the sizeable gap between housing completions 
and population-based, underlying demand for new 
homes that opened up from 2022-2024 (estimated at 
a meaty 575k units). However, this gap is more likely 
to be narrowed, rather than eliminated completely. 
This suggests that this new population policy will not, 
by itself, be a panacea for Canada’s housing afford-
ability problem, even if it’s a step in the right direction 
from this perspective. 

Other factors could also mitigate the impacts of re-
forms and deliver some offsetting positive influences. 
With less pressure on housing and infrastructure, in-
flationary pressure will be further reduced, supporting 
the BoC’s efforts in normalizing its policy rate. More-
over, should productivity gains not offset reduced 
labour input, potential output in Canada’s economy 
would be revised lower. From this standpoint, the Bank 
of Canada’s (BoC)  estimate for the neutral rate would 
likely be revised downwards, suggesting lower rates 
over the medium-term.

Reducing access to low-wage temporary immigrants 
also increases the incentive for businesses to invest 
in automation, an area that has been woefully lag-
ging the U.S. in recent years.  The shift from labour to 
capital in production plans could pave the way for a 
modest uptick in Canada’s productivity growth over 
the next few years. 

While the immigration policy changes will likely gen-
erate a number of cross-currents on the macro land-
scape, some sector-specific adjustments are likely to 
be particularly notable.  One worth calling is the Post-
Secondary Education (PSE) sector, which is already 
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facing the squeeze from tuition freezes in some prov-
inces such as Ontario. A sharp reduction in interna-
tional study permits over the next few years will add 
to this financial pressure, posing a risk to Canada’s 
future talent pool. 

Bottom Line

Despite this shift from the status-quo, we are not an-
ticipating large negative effects overall on the Cana-
dian economy.  The changes will undoubtedly create 
some near-term economic disruptions, especially with 
respect to labour supply and consumption. However, 
there will be notable counterbalancing influences, in-

cluding lower rent inflation, better incentives for busi-
nesses to invest, and potential for a faster normaliza-
tion in policy rates.

From a longer-term perspective, immigration will still 
be a critical ingredient of offsetting the impact of an 
aging workforce.  In recent years, the system moved 
away from its emphasis on human capital selection 
and meeting longer-term skills requirements to ful-
filling immediate labor market needs. These reforms 
mark a shift back in the right direction.  
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