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The 2026 federal budget projects a $62.3 billion deficit this fiscal year, down from the $65.3 billion
projectedin April. Itis adeliberate bet that higher public spending today can attract private
investment, improve productivity and build a more economically independent Canada.

Our key takeaways

e The government is making a deliberate bet oninvestment. It is using federal borrowing
capacity to encourage more private investment and reduce Canada’sreliance on population
growth and the US market.

e Businesses willhave a stronger taxincentive to invest. The Productivity Mega Deduction lowers
the effective taxrate on new businessinvestment from about 13 per cent to 6.4 per cent. But
lower taxes alone may not be enough as business stillneed access to financing, timely
approvals and enough customer demand.

¢ The housing plan puts more emphasis on building supply. It supports non-market housing,
missing middle housing, faster approvals and greater construction capacity. However,
expanded mortgage insurance could allow more people to buy before enough new homes are
built, adding further pressure to prices.

¢ The proposed financial sector changes could be significant for credit unions. More
proportionate regulation, better access to stable funding and clearer rules for entering the
federal system could help smaller financial institutions compete. The impact will depend on
how these commitments are implemented.

e Consumers couldreceive stronger financial protections. Higher depositinsurance limits,
clearer fee and mortgage information, and stronger fraud protections would benefit members.
These changes will also require financial institutions to invest in new systems, technology and
compliance.

e The affordability measures are targeted, not broad. Some households will receive additional
support, but the budget will not significantly reduce the overall cost of living. Most households
and small businesses will still need to make careful financial decisions.

o The federal deficit is manageable today, but there is little room for error. If economic growth is
weaker than expected or borrowing costs remain high, the government will have less flexibility
torespond to future challenges.

Ourview on growth, debt and affordability

Budget 2026 uses significant public borrowing to supportinvestment and future growth. The
economic case is stronger than borrowing for short-term consumption, but the strategy still
carriesrisks. Rising debt costs reduce future flexibility, while the benefits for growth and
affordability will take time to reach households and businesses.

e Amore growth-oriented use of deficits: The $62.3 billion deficitis large, but the composition of
new measures is more focused on productivity, capital formation and supply than broad



consumption. That makes the borrowing more defensible economically, although not
automatically successful.

e Fiscalroomisbeingused, not preserved: The government has applied most of the
improvementin the economic and fiscal outlook to new initiatives. Federal debt remains
manageable at about 40 per cent of GDP, but persistent deficits above $50 billion and rising
public debt charges leave less room for future shocks or broad tax relief.

e Debtservicingis the practical constraint: Public debt charges are projected at $60.2 billionin
2026/27. Wheninterest costsrise fasterthan revenues, they compete directly with health
transfers, housing, infrastructure and affordability measures. The risk is a gradual loss of
flexibility.

e The forecastis plausible but exposed: The budget assumes real GDP growth of 1.0 percentin
2026 and 1.7 percentin 2027. These forecasts are reasonable in the near term but, tariffs,
geopolitical conflict and project delays create meaningful downside risk. The budget itself
estimates that recent US trade actions reduce growth by about 0.3 percentage pointsinboth
2026 and 2027.

+ Affordability relief remains targeted: The budget helps specific households, but it does not
create a broad-based reductioninliving costs. The stronger economic logic is to expand
housing, energy and productive capacity. That may improve affordability over time, but it will
not feelimmediate on Main Street.

What does Budget 2026 mean for Vancity members?

Budget 2026 is about building capacity now in the hope of stronger growth later. It matters to
members because it shapes borrowing conditions, housing access, household supports, business
investment and the competitiveness of community based financial institutions.

Forhhouseholds

Affordability: The budget provides targeted relief, including the Groceries and Essentials Benefit,
an enhanced Canada Workers Benefit and arefundable caregiver credit. These measures will help
eligible households, but they do not materially lower the broader cost base for housing, food,
insurance and other essentials.

Housing: The housing package is more supply focused than demand focused. Funding for non-
market housing, homelessness programs, faster permitting and modern construction methods
could improve capacity over time. Expanded mortgage insurance and 30-year amortizations may
improve access for some buyers, but they can also increase purchasing power before enough new
homes are built.

Savings and security: Higher federal deposit insurance coverage and unlimited coverage for
eligible registered and tax-free deposits would strengthen protection for savers. Proposed
changes to RRSP and RRIF rules could also simplify retirement planning, although implementation
details will matter.

Borrowing costs: Persistent deficits do not automatically cause higher mortgage rates, but
sustained federal borrowing can add pressure to bond markets at the margin. For households, the
prudent assumption remains that borrowing costs will stay structurally higher thanin the decade
before the pandemic.



For smallbusinesses

Investment: The Productivity Mega Deductionis the budget’s clearest business measure.
Immediate expensing for a broaderrange of capital assets lowers the after-tax cost of equipment,
technology and expansion. The benefit will be strongest for firms that have taxable income,
financing capacity and viable investment plans.

Demand: The budget improves incentives to invest, but it does less to strengthen near term
customerdemand. Many small businesses will still be managing weak sales growth, higher wages,
insurance costs and expensive credit.

Accessto capital: The Canada Growth Incentive and small business rollover may help keep more
capitalinvestedin Canadian firms. The planned consolidation of BDC and EDC creates an
opportunity to close financing gaps, but it could also create overlap with credit unions unless the
new institution is designed to partner with local lenders rather than compete with them.

Trade and productivity: The growth strategy recognizes that Canada cannot rely on population
growth orthe United States market alone. The emphasis on commercialization, electricity, major
projects and trade diversificationis economically sound, but the payoff will depend on faster
approvals, labour availability and consistent delivery.

Implications for Vancity

The proposed reforms could strengthen Vancity’s ability to serve members, finance communities
and compete in a systemlargely designed around national banks. They also bring higher
expectations for member protection, technology and compliance. The impact will depend on how
the measures are implemented and whether they reflect Vancity’s distinct model

e The proposed reforms could strengthen Vancity’s ability to serve members and compete.
More proportionate regulation could reduce the burden created by rules designed primarily for
large national banks. Better access to stable funding could also give Vancity greater capacity
to finance housing, local businesses and community projects.

e Members could receive stronger financial protection. Higher deposit insurance limits, clearer
mortgage and fee information, and stronger fraud protections would improve financial security
and transparency. Delivering these protections could require significant investment by Vancity
in technology, operations and compliance.

e Federal housing programs could expand Vancity’s community impact. The strongest
opportunity is to bring Vancity’s financing experience and local knowledge to non-market,
cooperative, Indigenous and missing middle housing. The practical benefit willdepend on
whether federal programs are designed to include community-based lenders.

What will determine whether Canada’s new growth strategy succeeds

Budget 2026 is trying to change how Canada grows, but the real question for Vancity membersis
whether that strategy improves everyday economic conditions. The measures below could
support more business investment, housing and community financing. Their value, however, will
depend on whether announcements translate into completed projects, stronger productivity,
better affordability and more opportunities in the communities we serve.



1. Canada is trying to change how the economy grows: Canada has relied heavily on population
growth and household spending to expand the economy. The budget s trying to shift toward a
model driven by business investment, productivity, exports and greater economic independence.
This is the right direction, but changing the country’s growth model will take time and the benefits
will not be evenly felt.

2. The budget encourages investment, but businesses still face real barriers: Tax incentives can
make investment more attractive, but they do not guarantee that businesses will act. Expensive
financing, slow approvals, limited electricity capacity, labour shortages, trade uncertainty and
weak customer demand can still prevent projects from moving forward. The budget should
therefore be judged by whether private investment and productivity actually increase, not by the
value of the incentives announced.

3. The housing measures could improve supply, but also add to demand: Support for non-market
housing, missing middle housing, faster approvals and construction capacity could help build more
homes. At the same time, higher insured mortgage limits and longer amortizations make it easier for
some buyers to borrow more. If housing construction does not accelerate, these measures could
increase demand and put further pressure on prices. Better access to a mortgage does not
necessarily mean housing has become more affordable.

4.The case for continued deficits depends on what the spending delivers: Federal debt remains
manageable at about 40 per cent of GDP, but repeated deficits above $50 billion leave less room
torespond to future economic shocks. The borrowing is easier to justify if it creates housing,
infrastructure and productive capacity that strengthenlong-term growth. If those investments do
not deliver, Canada will be left with higher debt, rising interest costs and limited fiscal flexibility
without a stronger economy to show forit.

5. Financial sector reforms could strengthen Vancity’s ability to serve members: More
proportionate regulation and better access to stable funding could give Vancity greater capacity
to finance housing, local businesses and community projects. Higher deposit insurance limits and
stronger fraud and mortgage protections could also benefit members. The opportunity is
meaningful, but the impact will depend on how the reforms are implemented and the investment
Vancity may need to make in technology, operations and compliance.

Bottomline

Budget 2026 is a credible bet oninvestment and productivity, but the payoff will take time. The
government is using most of its fiscal room to build economic capacity, leaving less flexibility if
growth disappoints. ForVancity members, the near-term message s straightforward: thereis
targeted help and a stronger supply side plan, but noimmediate return to easier affordability.
Households will still need to plan around a high-cost base. Small businesses will gain better
investment incentives, but many will remain constrained by demand and financing conditions. At
Vancity, we have a meaningful opportunity to compete and expand our community impact,
provided the promised regulatory proportionality and funding reforms are delivered.



