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Highlights

* A sharp drop in goods production has put a significant damper on Ontario’s overall output performance this
year. In contrast, the services sector is on track to record a decent gain, bolstered by the public sector.

e 2025issetto be asimilarly modest year for economic expansion in the province, as lower borrowing costs, some
improvement in auto production and income-boosting government measures face off with much softer popula-
tion growth, weaker government program spending and falling homebuilding.

*  We expect the U.S. to turn in another year of firm growth in 2025, which should lay the foundation for a gain in
Ontario’s manufacturing and wholesale trade industries. However, the outlook is subject to heightened uncer-
tainty following the November election, with the threat of U.S. tariffs on Canadian exports looming large.

Ontario’s industry-based GDP managed to increase at a slightly faster year-on-year pace than the rest of Canada in
the first half this year. This is noteworthy given that the province has had the weakest housing market in the country
and is home to rate-sensitive, highly indebted households.

That said, Ontario’s economy has still faced a difficult slog.  chart 1: Ontario’s Goods and Services Growth Gap
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Ontario’s overall GDP numbers look better, thanks to a helpful
boost from tremendously strong population growth. Howev-
er, they are still modest. In the second quarter, for example,
Ontario’s industry-based GDP advanced at a sub-trend 1.3%
year-on-year pace, with a similar outturn projected for Q3. -4

Next year, the province looks set to turn in another subdued 2021 2022 2023 2024 (Est)
performance. Source: Ontario Government, TD Economics.
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Chart 2: Public Sector Doing Heavy Lifting, Autos & Condo
Construction Weighing
o Contributions to Ontario's 2024 Real GDP Growth, Percentage Points
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2024 Growth Diverges Across Goods and
Services

When it’s all said and done, overall output for goods-
producing industries will have likely tumbled at its
steepest rate since the pandemic in 2024. In contrast,
the services sector is on track to produce a near-
trend performance, leaving the growth gap between
the two at its widest since the Global Financial Crisis
(Chart 1). What’s more, nearly 80% of Ontario’s GDP
is likely to be accounted for by service industries, a
record high share.

Manufacturing and construction are the key culprits
behind the woes of the goods sector this year. A sharp
decline in condominium investment is weighing on
residential building, as the industry is retrenching in
response to very weak home pre-sales activity in key
markets like the GTA. Falling construction activity may
also be bleeding over into manufacturing, given the
nature of the industries (metals/fabricated metals &
machinery) that have struggled so far this year. How-
ever, the main drag on manufacturing output this year
has been the auto sector, where plant closures in Can-
ada and the U.S. for EV retooling has weighed heavily.

Driving the decent services outturn has been the pub-
lic sector, where hiring has surged. In fact, we estimate
that the healthcare, education and public administra-
tion industries could contribute nearly half of Ontario’s
expected 2024 real GDP growth (Chart 2). Elsewhere,
the province’s outsized finance/insurance/real estate
(FIRE) sector is poised for a reasonably firm 2024 gain

- an impressive feat given housing market weakness -
boosted by financial market trading activity as well as
rising output at insurance carriers.

On the opposite end of the spectrum, the retail indus-
try has struggled, as elevated borrowing costs have
weighed on demand for interest-sensitive goods, nota-
bly within the automotive sector, while housing-related
spending has been dulled by the subdued market. Pro-
fessional/administrative services is another large ser-
vices sector that is likely to record sub-trend growth.
However, its annual average performance is being
dampened by weak momentum heading into 2024,
and a better quarterly outturn has been recorded so
far this year, supported by architectural and consult-
ing services.

Better Prospects Emerge for the Goods Sector

We envision a better - but still muted - year unfold-
ing for the goods sector in 2025 on the back of some
improvement in manufacturing activity. Automotive
production will likely edge higher next year, support-
ed by sales gains in Canada and the U.S., turning it
from a heavy drag on manufacturing in 2024 to a mild
support. We also see decent U.S. growth prospects for
2025, albeit with significant policy uncertainty on the
heels of Trump’s presidential win (Chart 3). Resilient
U.S. demand should underpin some pickup in Ontar-
io’'s manufacturing, and the low Canadian dollar will
provide support, although the potential for tariffs on
Canadian products ahead of the 2026 USMCA nego-
tiations looms large (see here).

Chart 3: Solid U.S. Backdrop To Help Ontario, Although
Downside Risks Loom Large
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Chart 4: Cooler Jobs Market To Restrain Household
Income Gains
Ontario's Gross Household Income, Year/Year % Change
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Source: Ontario Government, TD Economics.

Construction, meanwhile, is likely to record another de-
cline, as condo building continues to cool. In contrast,
non-residential spending should be lifted by continued
investments in EV battery plants and robust govern-
ment infrastructure plans (including in hospitals, tran-
sit, and nuclear refurbishments).

Population Standstill to Hit Household Spending

Personal income growth is likely to ease next year,
reflecting markedly weaker population growth and
the lagged impact of this year’s weaker jobs market
on employee compensation gains (Chart 4). The fed-
eral government’s immigration plan imbeds a drastic
about-face on Canadian population growth, such that
it could slow from around 3% to near-zero next year.
Much of this change is set to come through the non-
permanent resident channel, where Ontario is particu-
larly suspectable given its share of these newcomers is
relatively elevated (Chart 5). A caveat here is that while
overall income and household spending growth will
take a hit from the population slowdown, we think that
per person spending will be firmer (see here).

Weaker labour income growth will likely restrain output
gainsin avariety of services industries including profes-
sional services, recreation/entertainment, and person-
al services. However, we expect some offset to come
from healthy government infrastructure plans, (which
will raise the demand for architectural services, for ex-
ample). What’s more, a low flying loonie and resilient
U.S. demand should help the tourism industry weather
the impact from softer domestic income growth, and

increased manufacturing activity will likely enhance
the demand for transportation services.

Also on the supportive side, lower interest rates should
help unlock pent-up demand for autos, offering a fillip
to the retail sector (Chart 6). This improved backdrop
for borrowing costs, coupled with stimulative federal
measures, points to a sturdier year for housing in 2025,
following a marked improvement in activity in the ear-
ly part of Q4. This should tee up an acceleration in out-
put growth for the FIRE industry.

The Fiscal Update Giveth and Taketh Away

As formalized in Ontario’s most recent fiscal update,
the province will be giving $200 rebate cheques to
households early next year at an estimated cost of
$3 billion. We estimate that this will lift gross personal
income by 0.4 ppts in 2025, ultimately resulting in a

Chart 5: Ontario’s High Non-Permanent Resident
Population Leaves It Vulnerable to Federal Policies
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Source: Statistics Canada, TD Economics.

Chart 6: Lower Interest Rates To Underpin Ontario’s
Growth Acceleration
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Source: Bank of Canada, TD Economics.
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smaller 0.2 ppt add to GDP growth after factoring in
the cautious behaviour of Ontario’s households. The
resulting shot in the arm to household spending should
spur activity in industries such as retail services.

The fall update also revealed that, when the funds allo-
cated towards stimulus funding are removed, program
spending growth will be paltry in the coming fiscal
year. This suggests that the public sector will turn from
an impressive growth support in 2024 to a mild drag
in 2025.

Bottom Line

Ontario is on track to record a modest growth year in
2024 on the back of declining goods production. On
the plus side, this subdued performance has helped
inflation return to the 2% target.

We envision a similarly subdued year unfolding in
2025, as the tailwinds from lower borrowing costs,
government income-support measures, non-residen-
tial investment, decent U.S. economic growth, and
rising auto production clash with continued softness
in homebuilding, much weaker population gains, and
modest government program spending.

With economic growth likely to hold near this year’s
rate and population growth set to cool markedly, we
expect Ontario’s unemployment rate to fall in 2025.
Meanwhile, these same factors should help labour pro-
ductivity turn positive for the first time in 5 years.
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Table 1: Real GDP Growth - Ontario

2023 2024
Other Goods* 2.1 2.8 1.5
Retail + Wholesale Trade 0.7 1.9 2.3
Public Sector 3.7 2.9 -0.9
Manufacturing 0.1 -6.0 2.6
Construction -2.0 -2.5 -3.3
Other Services** 4.8 2.8 25
FIRE 0.1 2.7 2.9
Prof/Sci/Tech 4.0 1.7 2.7
Overall GDP 1.8 1.3 1.4
*Other goods = primary + utilities. **Other services = mgmt + admin/waste remediation + arts/ent/rec +
other services + transp/ware + accom/food + info/culture.
Source: Ontario Government, TD Economics.
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