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Highlights

* Interms of building trade and financial ties with the EU, Canada starts from a modest position. Despite a stron-
ger investment relationship, Canada currently supplies only around 1% of EU goods and services imports. Al-
though the benefits of the CETA free trade agreement between Canada and the EU have (gradually) emerged,
regulatory barriers, geography and established commercial relationships with other trading partners continue
to limit progress.

* These barriers notwithstanding, Canada is well positioned to increase its market share in the EU. The October
29-30 Canada-EU summit in Montreal is an opportunity to build momentum and advance cooperation in pri-
ority sectors. European demand increasingly overlaps with Canadian capabilities and the two sides’ strategic
interest in diversifying economic ties.

* The upside for Canadian exports is meaningful. Product-level analysis suggests demand for nearly C$60 billion
in additional goods exports could exist, under certain conditions, including roughly C$50 billion in energy. The
strong gains in services exports since CETA provide a precedent for renewed growth as both economies work
towards closer integration. Notably, certain services (like financial services) don’t have the same scale of geo-
graphic barriers faced by goods industries.

* The largest long-term opportunities span defence, energy, critical minerals, digital markets, as well as finan-
cial and other professional services. The biggest gains will need to be unlocked through expanded infrastruc-
ture and deeper cooperation to expand investment, improve market access, and build new supply chains in
critical areas.

Canada’s push to diversify trade away from the U.S. has put renewed focus on its economic
relationship with Europe. But how important is the EU to Canadian exporters today, what is
holding trade back, and where are the biggest opportunities for growth? In this Q&A, we take
stock of Canada-EU trade, examine the barriers that remain nearly a decade after CETA took
effect, and assess how much potential upside there could be.
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What'’s the State of Play?

GOODS

Currently, the EU accounts for only 5-6% of Cana-
dian international merchandise exports - about the
same share as the U.K. and China. In 2025, some $43
billion worth of goods were shipped from Canada to
the EU. This is a fairly small share of the EU’s imports,
around 1%.

Canadian exports to the EU have posted several nota-
ble gains in recent years (Chart 1). Shipments rose 20%
in 2018 after CETA took effect, then jumped in 2022 as
Russia’s invasion of Ukraine lifted energy prices and
Europe’s demand for alternative suppliers. Exports rose
again in 2025 and early 2026, supported by higher oil
and aluminum prices and diversification away from
the U.S.

Canada’s main exports to the EU include crude oil,
aircraft, aluminum, uranium, iron, canola, nickel and
diamonds (Chart 2). This mix makes the EU especially
important to Newfoundland and Labrador and Quebec
(Chart 3). Aluminum and aircraft lift the EU’s share of
Quebec exports to 11%, while crude oil, iron and nickel
send more than 40% of Newfoundland and Labrador’s
exports to the EU. Seafood supports PElI and Nova Sco-
tia, while Saskatchewan supplies uranium and canola.

In contrast, the EU accounts for only about 3% of ex-
ports (on average) in Ontario, Manitoba, B.C., Alberta
and New Brunswick.

Even with this hefty product mix, Canada typically runs
a goods trade deficit with the EU. In 2025, it amounted
to $50 billion, with Canada importing high-value man-
ufactured products like pharmaceutical products, au-
tomobiles and medical instruments.

SERVICES

Canada exported $22 billion in services to the EU in
2024, the latest available year. Commercial services,
including consulting, finance, insurance and construc-
tion, accounted for about 60%. Travel services (e.g.,
tourism, EU students spending in Canada) contributed
$6 billion, with transportation and government services
(e.g., airline fares paid to Canadian carriers, costs asso-
ciated with foreign embassies) making up the balance.

Chart 1: Conflict, Trade Agreements, Commodity Prices
Underpin Gains in EU-Bound Exports
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Chart 2: Qil, Iron, Aircrafts Dominate Exports to the EU
o Exports to the EU, $Billions (2025)
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Chart 3: Provincial Geography Shapes Exporting to the EU
Exports to the EU as a Share of Total International Goods Exports, % (2025)
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Services exports rose more than 80% between CETAs
introduction in 2017 and 2024. Yet Canada’s $22 bil-
lion was barely a blip considering the EU’s more than
$2 trillion in services imports from non-EU countries.
Canada still ran a $5 billion services deficit with the EU
in 2024, driven by travel, transportation and govern-
ment services. Interestingly, trade in commercial ser-
vices was much more balanced.

INVESTMENT

The stock of EU foreign direct investment (FDI) in Can-
ada reached about $350 billion in 2025, up rough-
ly 70% from 2017. U.S. holdings were still more than
twice as large (Chart 4). Total FDI in Canada reached
$1.6 trillion, up 90%, led by gains from the U.S., EU,
U.K. and Australia.

On the other side of the ledger, the stock of Canadian
investment in the EU totaled $286 billion in 2025, up
90% from 2017.

What are the Barriers to Trade?

CETA has been successful in lowering tariff barriers,
with tariffs eliminated on 98% of goods products?.
However, several obstacles remain:

* Regulatory/legislative barriers: A longstanding ex-
ample is the EU’s import ban on hormone-treated
beef, which Canadian producers must navigate
by raising and processing a portion of their stock
in a different, more expensive way?. More broad-
ly, regulatory and technical standards remain in
force, raising costs for Canadian firms to comply.
In another notable example, a Canadian firm will
only enjoy preferential access under CETA if it can
demonstrate that a product satisfies CETA's appli-
cable rules of origin. This “rules-of-origin” require-
ment can complicate situations where a final good
sources inputs from several other countries, as it
requires a careful and costly paper trail?.

* Canada has its own set of non-tariff barriers
that EU importers must navigate. Despite the
removal of tariffs on nearly all product catego-
ries under CETA, EU exporters continue to face
Canadian market-access barriers, including
tariff-rate quotas on supply-managed agricul-
tural products®, regulatory and sanitary re-
quirements®, as well as provincial-level barriers
in certain regulated markets such as alcoholic

Chart 4: The EU is an Important Investor in Canada
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beverages and professional services. For ex-
ample, EU companies have pointed to issues
with the accreditation of European engineers.

Geography and transportation costs: Distance re-
mains an important structural constraint on Can-
ada-EU merchandise trade, particularly for bulky,
lower-value or time-sensitive goods where freight
costs can materially erode competitiveness. What'’s
more, dir freight has shown to be an important
weight on trade between the two sides’. Canada’s
Atlantic provinces are relatively well positioned
because of their proximity to Europe and access
to major ports, while exporters in inland and west-
ern provinces face additional domestic transpor-
tation costs before goods even reach an Atlantic
gateway. However, geography is a much weaker
constraint on services trade. Financial, digital and
other knowledge-intensive services can often be
delivered electronically, reducing the importance
of physical distance and transportation costs.

The U.S. pull: Most Canadian exports to the U.S.
remain tariff-free, while established supply chains
and business relationships reinforce the status quo.

* The U.S. also supplies about 35% of the EU’s im-
ported services, making it a formidable competi-
tor in areas such as finance and digital services.

Incomplete CETA ratification: Ten of 27 EU mem-
bers, including France and Italy, have not fully rati-
fied CETA. Provisional application has kept nearly all
trade tariff-free, so the direct effect is limited. How-
ever, the lack of ratification may discourage long-
term investment in Canada-EU supply chainsé.
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Chart 5: Energy Exports Dominate Evident Opportunities,
but Others Exist
o Exports to the EU, $Billions
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shown here. The sum represents only products which passed the screening, not all goods in
the named categories. Source: UN COMTRADE, TD Economics.

What opportunities exist to deepen trade
between Canada and the EU?

Trade is the most obvious place to deepen eco-
nomic ties between Canada and the EU. The EU is
the world’s second-largest economic bloc and, by
some measures, its largest importer, accounting for
roughly 12-13% of global imports. Yet it still buys only
a small share of Canada’s merchandise exports.

There are two broad ways to think about the oppor-
tunity. The first is to look for products Canada al-
ready exports competitively but sells only in small
amounts to Europe. The second is to focus on stra-
tegic sectors—such as energy and critical miner-
als—where governments on both sides want to build
new supply chains and deepen economic ties, even
if trade is limited today.

To assess the first group, we examined detailed trade
data across nearly 5000 product categories. We
compared the goods in which Canada has a revealed
comparative advantage—a sign that it is already a
competitive exporter—with products the EU relies
heavily on imports to supply. The results point to some
room for growth in areas where Canadian producers
already have a strong base®™°.

Chart 6: EU Market in Areas Where Canada Already
Exports Is Large
o Imports by the EU, $Billions
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Two observations stand out from this product-level
screening, illustrated in Charts 5 and 6. First, even
though this analysis was designed to identify products
where Canada has a competitive advantage globally,
Canada is still punching below its weight in the EU.
Average absorption rates would have meant an addi-
tional $6 billion in non-energy exports and $51 billion
in energy exports in 2025 from Canada to the EU. Sec-
ond, the overlap between Canadian strengths and EU
import needs represents a sizable market. The EU im-
ported more than $700 billion of these goods in 2025,
suggesting considerable room for competitive Cana-
dian exporters to expand. Over $266 billion of these
were non-energy goods.

The opportunities for Canada’s exporters here are
therefore potentially very large, if the right conditions
are met. We have already noted that substantial non-
tariff barriers to trade exist, and these would need to be
addressed for Canadian exporters to expand in these
goods. Infrastructure limitations are also binding at
present for many of these products, especially energy
exports. These gains in energy are not achievable with-
out major new export and energy infrastructure. The
proposed Ksi Lisims LNG terminal on the west coast,
which has already attracted offtake agreements from
European partners, is an example of the sort of infra-
structure development that needs to be funded and de-
veloped for Canada to expand capacity in these areas.
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Where could the next
opportunities come from?

generation of

The product-level screening above points to a timely
alignment of Canadian strengths and European needs.
Several opportunities overlap with the prioritiesin Prime
Minister Carney’s September address to the European
Parliament and preparations for the Montreal summit.
Europe’s push to strengthen security, diversify strategic
supplies and build digital capacity is lifting demand in
areas where Canada already has a competitive base.
With these markets poised to outpace Europe’s broad-
er economy, investment and policy cooperation could
help Canada build on existing strengths rather than
start from scratch.

DEFENCE AND SAFE

Defence is a strong example. Europe’s build-up plays
directly to Canadian strengths in aerospace, transpor-
tation equipment, communications technology and
advanced manufacturing. EU defence spending rose
from €218 billion in 2021 to a projected €392 billion in
2025 and could reach roughly €635 billion if members
meet NATO’s 3.5%-of-GDP core-defence target. For
Canada, the challenge is turning that demand into ac-
cess to contracts. Security Action for Europe (SAFE),
launched in 2025, helps bridge that gap: it offers up
to €150 billion in long-term loans to EU member states
for joint defence purchases and expanded production
capacity. Canada’s participation agreement, signed in
February 2026, gives Canadian firms preferential ac-
cess and allows Canadian content to account for up
to 80% of a procurement’s value. The potential scale
is meaningful: EU imports of aircraft, spacecraft, tanks
and related products totalled about C$125 billion in
2025, making an additional one percentage point of
market share worth roughly C$1% billion in annual ex-
ports. That broad import market is not all defence-re-
lated, nor is it all covered by SAFE, but it illustrates how
modest share gains could matter.

CRITICAL MINERALS AND Al

The same search for secure supplies creates an open-
ing in critical minerals. Europe needs more inputs for
its future industries while reducing dependence on
any single foreign supplier; this gives Canadian firms
an opportunity to become a larger supplier, not just
through extraction but through processing, refining

and advanced materials. In 2023, the EU expected
lithium demand to be roughly 12 times higher by 2030
and rare-earth demand five to six times higher™. Those
growth rates point to substantial potential, which has
yet to be fully realized in Canadian export sales. Exist-
ing trade offers a more tangible yardstick: EU imports
of unwrought aluminum totalled about C$27 billion in
2025, so an additional one percentage point of market
share would be worth roughly C$270 million annually.
Established products could deliver gains sooner, while
the larger battery and strategic-mineral opportunities
depend on building new supply chains.

Europe’s digital ambitions could extend that relation-
ship beyond physical goods. Its plans to at least triple
data-centre capacity within five to seven years, mo-
bilize €200 billion for Al and direct €20 billion toward
up to five Al gigafactories create potential demand for
Canadian services, cloud infrastructure and advanced
computing. Projected growth in data-centre electricity
use—from 68 TWh in 2024 to 114 TWh by 2030—also un-
derscores the scale of the build-out™. Access to selected
EU cloud and Al procurement could give Canadian firms
a foothold, but the investment totals are not an export
market Canada can simply claim a share of: they in-
clude European construction and other local spending.
Here, the size of the Canadian opportunity will become
clearer as projects and contracts take shape.

FINANCIAL SERVICES

Financial services could help connect these opportu-
nities. Europe’s energy, defence, critical mineral and
digital projects will need financing and risk manage-
ment—areas where Canadian banks, insurers, pension
funds, asset managers and fintech firms have exper-
tise. The opportunity is less about displacing Euro-
pean institutions than partnering with them in project
finance, asset management, insurance, payments and
specialized advisory services. Canada has a base to
build on: it exported $22 billion in services to the EU in
2024, including roughly $13 billion in commercial ser-
vices, while the EU’s financial services import market
alone exceeds its total services imports from Canada.

CETA provides a foundation for expanding that foot-
hold through its Financial Services Committee, where
regulators can address cross-border issues and the
recognition of prudential rules. Closer cooperation on
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licensing and supervision could reduce duplicate com-
pliance requirements, although formal recognition and
market-access decisions remain with the relevant au-
thorities. Progress would make it easier for Canadian
institutions to serve European clients and support the
projects described above, but will require agreements
beyond the cooperation already in place.

Can investment expand the trade relationship?

Investment is the channel that can turn many of these
sector opportunities into trade. European investors al-
ready hold a substantial stock of direct investment in
Canada, while Canadian firms have a large position in
the EU. Member states with a larger business presence
in Canada also tend to trade more with it, particularly
in transportation equipment and chemicals. Causality
runs both ways, but the relationship supports the case
that European ownership, joint ventures and supplier
links can help Canadian firms enter EU value chains.

The September Canada Investment Summit generated
nearly $500 billion in announced commitments, but
limited evidence of a discrete wave of new European
inward investment. Most of the total reflected financ-
ing targets from Canadian financial institutions and
domestic corporate projects rather than closed for-
eign transactions. Its more durable contribution may
have been to present 167 projects worth about $327
billion to investors from nearly 30 countries. The pipe-
line—concentrated in minerals and metals, clean en-
ergy, digital technology, advanced manufacturing and
transportation—closely matches the European de-
mand discussed above.

Can the EU move the needle for Canada?

Europe can move the needle for Canada over time,
with effort from both sides. Our product analysis sug-
gests scope for nearly $60 billion in additional goods
exports at average EU absorption rates, including
roughly $50 billion in energy. Services exports have
risen more than 80% since CETA took effect, although
most of that growth came before 2020 and momentum
has since slowed. Renewed cooperation on services,
alongside greater direct investment in defence, criti-
cal minerals, and energy, could unlock a new phase of
growth. The largest, long-term opportunities lie in the
defence, energy, critical mineral and digital markets
examined above. Reported Montreal summit proposals
on firefighting-aircraft purchases and selected cloud
and Al procurement could help translate some of that
demand into Canadian business.

Capturing those gains will require new production
and export capacity. Reported proposals for European
Investment Bank financing of Canadian critical min-
erals projects and a feasibility study on LNG exports
could help advance the investment pipeline described
above. Canadian financial institutions could also pro-
vide financing and risk management, though that is a
broader commercial opportunity rather than a report-
ed summit outcome. Much work will remain after the
summit: securing capital and buyers, delivering timely
approvals, expanding infrastructure, and easing cer-
tification and procurement barriers. Ultimately, stron-
ger demand, greater Canadian capacity and better
market access—not a one-off diversion of trade—could
make Europe a meaningfully larger export market.
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other pur-
poses. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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