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Subdued performance of Canadian service sector continues

in January

Key findings
Activity and new business both fall again

First reduction in employment for four months

Confidence below trend amid worries over US
tariffs

Canada’s service sector experienced a second successive
monthly decline in business activity during January amid a
further reduction in incoming new business volumes. Market
demand was reported to be subdued and, with evidence of
spare capacity, service companies chose to reduce staffing
levels for the first time in four months.

Meanwhile, operating expenses continued to rise sharply,
amid reports of higher prices for a wide array of inputs.
Output charge inflation was relatively modest in comparison
as firms struggled to pass on increased costs to clients.

The headline figure derived from the survey is the S&P Global
Canada Services Business Activity Index, which is designed
to provide timely indications of changes in business activity
in Canada’s service sector. Readings above 50.0 signal an
improvement in business activity on the previous month
while readings below 50.0 show deterioration.

In January, the headline Business Activity Index recorded
49.0.Thatwasslightlyup on December’s 48.2butnonetheless
represented a marginal contraction of service sector output
for a second month in a row. Panellists primarily linked
ongoing weakness in activity volumes to a reduction in new
business, which also fell for a second successive month in
January. Panellists linked the marginal contraction in new
work, which was much slower than in December, to subdued
market conditions. Clients were reported to be uncertain
and hesitant in their decision-making. New export business
also fell for similar reasons, and again to a much greater
degree than for overall new work.

Service providers were able to comfortably keep on top of
their workloads, with latest data showing backlogs of work
declining markedly again in January. A lack of new work was
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noted as a reason by firms to clear existing contracts. And
with companies struggling to replace completed business
there was a net drop in employment levels for the first time
in four months.

Nonetheless, according to panellists, typical employment
costs drove up overall operating expenses during January.
Vendors were reported to be raising their charges, whilst fuel
was noted to have increased in price. Although the slowest
in four months, input price inflation subsequently remained
high at the start of 2025, with the latest rate of inflation only
slightly below the 2024 average.

On average, service providers raised their prices charged
to offset higher operating expenses in January. Inflation
was however modest and the softest in three months as
firms sought to balance margin protection with the need to
support sales.

Finally, looking ahead to the coming year, panellists are
hopeful that lower interest rates will help to stimulate
demand and broader economic growth. Despite improving,
confidence nonetheless remained below its historical trend.
Several service providers are concerned over the possibility
of tariffs on Canadian exports being applied by the United
States.

Please note the latest survey data were collected prior to
the announcement by the United States on February 1st to
impose tariffs on all Canadian exports to the United States
from February 4th onwards, and then the subsequent delay
of the implementation of these tariffs announced on February
3rd.
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Comment

Paul Smith, Economics Director at S&P Global Market
Intelligence, said:

“Canada’s services economy experienced concurrent
falls in both business activity and new work during
January to signal another month of subdued sector
performance. Panellists continued to note soft
underlying market demand, with uncertainty weighing
on business decisions. This may reflect ongoing unease
over the impact of possible tariffs being applied on
Canadian goods and services exported to the United
States, and indeed this was cited as a real concern by
service providers themselves. Whilst firms are looking
to lower interest rates to help stimulate growth, tariff
worries ensured that confidence amongst panellists
remained well below trend.

“This uncertainty, plus general challenges in replacing
expired contracts, helped to explain why service
providers reported a marginal reduction in employment
during January. Nonetheless, staffing expenses
remained a source of broader input cost inflation for
firms, which remained high in January.”
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Services leads overall decline in
private sector output

Canada’s private sector economy contracted in January for
a second successive month. The deterioration was however
centred on the service sector, as manufacturing output
growth was registered for a fourth successive month. After
accounting for seasonal factors, the S&P Global Canada
Composite PMI® Output Index* recorded 49.5 in January, up
marginally on December’s 49.0.

Similar trends were recorded for new orders where a rise in
manufacturing new business failed to offset another (albeit
marginal) contraction in service sector new work. Job losses
were also reported in services, with overall private sector
employment declining forthe first time since last September.
Spare capacity was evident across both manufacturing and
services as backlogs of work continued to decline in each
case.

On the price front, input cost inflation was unchanged at a
high level in January. Output charges continued to rise but at
a much slower pace than seen for operating expenses.
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*Composite PMl indices are weighted averages of comparable manufacturing and
services PMI indices. Weights reflect the relative size of the manufacturing and service
sectors according to official GDP data.
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B Canada Services PMI Business Activity Index
Canada Manufacturing PMI Output Index

sa, >50 = growth since previous month

70 -

60 A/\/\\,\
50 AN M \V\f,/\\‘\/,l\"p

40
30 -

20 4

10 T T T T T T !
18 19 '20 21 22 23 24 '25

Source: S&P Global PMI.

Contact

Paul Smith

Economics Director

S&P Global Market Intelligence
T:+44 1491461038
paul.smith2@spglobal.com

Katherine Smith

Corporate Communications
S&P Global Market intelligence
T:+1(781) 301-9311
katherine.smith@spglobal.com
press.mi@spglobal.com

If you prefer not to receive news releases from S&P Global, please email press.mi@
spglobal.com To read our privacy policy, click here.
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Survey methodology

The S&P Global Canada Services PMI® is compiled by S&P Global from responses to
questionnaires sent to a panel of around 400 service sector companies. The sectors
covered include consumer (excluding retail), transport, information, communication,
finance, insurance, real estate and business services. The panel is stratified by detailed
sector and company workforce size, based on contributions to GDP. Data collection began
in December 2017.

Survey responses are collected in the second half of each month and indicate the direction
of change compared to the previous month. A diffusion index is calculated for each
survey variable. The index is the sum of the percentage of ‘higher’ responses and half the
percentage of ‘unchanged’ responses. The indices vary between 0 and 100, with a reading
above 50 indicating an overall increase compared to the previous month, and below 50 an
overall decrease. The indices are then seasonally adjusted.

The headline figure is the Services Business Activity Index. This is a diffusion index
calculated from a question that asks for changes in the volume of business activity
compared with one month previously. The Services Business Activity Index is comparable
to the Manufacturing Output Index. It may be referred to as the ‘Services PMI’ but is not
comparable with the headline manufacturing PMI figure.

The Composite Output Index is a weighted average of the Manufacturing Output Index
and the Services Business Activity Index. The weights reflect the relative size of the
manufacturing and service sectors according to official GDP data. The Composite Output
Index may be referred to as the ‘Composite PMI’ but is not comparable with the headline
manufacturing PMI figure.

Underlying survey data are not revised after publication, but seasonal adjustment factors
may be revised from time to time as appropriate which will affect the seasonally adjusted
data series.

For further information on the PMI survey methodology, please contact
economics@spglobal.com.

Disclaimer

About S&P Global

S&P Global (NYSE: SPGI) S&P Global provides essentialintelligence.We enable governments,
businesses and individuals with the right data, expertise and connected technology so
that they can make decisions with conviction. From helping our customers assess new
investments to guiding them through ESG and energy transition across supply chains, we
unlock new opportunities, solve challenges and accelerate progress for the world.

We are widely sought after by many of the world’s leading organizations to provide credit
ratings, benchmarks, analytics and workflow solutions in the global capital, commodity
and automotive markets. With every one of our offerings, we help the world’s leading
organizations plan for tomorrow, today. www.spglobal.com

About PMI

Purchasing Managers’ Index™ (PMI®) surveys are now available for over 40 countries and
also for key regions including the eurozone. They are the most closely watched business
surveys in the world, favoured by central banks, financial markets and business decision
makers for their ability to provide up-to-date, accurate and often unique monthly indicators
of economic trends. www.spglobal.com/marketintelligence/en/mi/products/pmi

The intellectual property rights to the data provided herein are owned by or licensed to S&P Global and/or its affiliates. Any unauthorised use, including but not limited to copying, distributing,
transmitting or otherwise of any data appearing is not permitted without S&P Global’s prior consent. S&P Global shall not have any liability, duty or obligation for or relating to the content
or information (“Data”) contained herein, any errors, inaccuracies, omissions or delays in the Data, or for any actions taken in reliance thereon. In no event shall S&P Global be liable for any
special, incidental, or consequential damages, arising out of the use of the Data. Purchasing Managers’ Index™ and PMI® are either trade marks or registered trade marks of S&P Global Inc or
licensed to S&P Global Inc and/or its affiliates.

This Content was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately managed division of S&P Global. Reproduction of any information, data or
material, including ratings (“Content”) in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do
not guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the
cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, or losses (including lost income or
lost profit and opportunity costs) in connection with any use of the Content.
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