Mortgage Rate Forecast

HIGHLIGHTS

« Delta variant of COVID-19 drives global bond
yields lower

« Canadian economy unexpectedly contracts in
the second quarter

+ Bank of Canada on hold a little longer?

Mortgage Rate Forecast

2021 2022
Q1 Q2 Q3F Q4F QIF Q2F Q3F Q4F

2.45 2.45 2.45 2.45 2.45 2.45 2.45 2.70

5-Year

Quslifying 479 5.25 5.25 5.25 5.25 5.25 5.25 5.25
ate

5-Year
Average
Discounted 2.05 2.10 210 2.10 2.15 2.25 2.45 2.50
Rate
Source: Bank of Canada; BCREA Economics; Rate Spy

Note: Average five-year discounted rate is the average rate available in the
market, offered at a discount from the posted five-year qualifying rate.

Mortgage Rate Outlook

It was another quiet quarter in the Canadian
mortgage market. Canadian five-year fixed rates
moved essentially sideways over the summer as
optimism about the end of the pandemic faded
under the weight of a fourth wave of cases. Canadian
economic growth remains strong, if uneven, and
inflation continues to be elevated. However, global
financial market attention has entirely shifted from
concerns over rising inflation to fears over the impact
of the delta variant of COVID-19. Indeed, rising cases
across G7 countries has prompted a retracing of bond
yields with the Canadian five-year Government of
Canada bond falling from about 1 per cent in June to
0.8 per cent in September. That decline in bond yields
prompted a modest five basis point cut in mortgage
rates by major Canadian lenders.

September 2021

Given that the direction of interest rates is being determined
by epidemiologic factors rather than macroeconomics, it

is difficult to forecast with any certainty. It is perhaps more
likely in the short-term that five-year fixed rates will decline
further, at least until we are past this most recent uptick in
COVID-19 cases. Once normal macroeconomic drivers again
take precedence in determining mortgage rates, whenever
that might be, we expect fixed rates to gradually rise back to
pre-pandemic levels while variable rates follow the Bank of
Canada’s timetable. That means a fixed five-year rate of

2.1 per cent for the remainder of this year, along with a

1.5 per cent variable rate available through 2022.

COVID-12 and Bond Yields
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Economic Outlook

The Canadian economy contracted in the second quarter
with output falling 1.1 per cent on an annualized basis. That
decline follows three prior quarters of very strong growth.
Most of the decline in real GDP was driven by slowing home
sales and lower exports. After rising to record levels, home
sales activity across the country has moderated. However,
the downshift from record activity to lower, but still strong
sales was significant enough to negatively impact economic
growth. That shift in the housing market was compounded
by lower exports, which fell 4 per cent largely due to supply
chain disruptions, as well as flat household spending due to
COVID-19 restrictions put in place in the second quarter in
large eastern provinces. Household incomes grew 2.2 per cent
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in the second quarter, well outpacing just 0.7 per cent growth continue to decline as base-year effects have less influence.
in spending. As a result, the Canadian savings rate remains Other issues putting upward pressure on consumer prices
in double digits for the fifth straight quarter. The eventual are being driven by bottlenecks and supply shortages -
spending of at least some of the accumulated savings across which are issues that monetary policy cannot address.

the Canadian economy will be a key determinant of how the Higher interest rates may stifle demand, but they do not
recovery unfolds from here. fix microchip shortages.

Home Sales Remain High, but We expect the Bank of Canada will proceed with caution,

Shifting Market a Drag on GDP especially given the fourth wave of COVID-19. The unexpected
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Most of the factors that led to a decline in GDP over the
second quarter were either one-time changes or due to what
should be temporary supply chain disruptions. Data for June 10 15 2 25 30 5

showed strong growth, but the pace of the recovery remains % Change YoY
Source: Statistics Canada
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uncertain due to the pandemic and especially the Delta

variant-driven rise in cases around the country. We anticipate Inflation by Com ponent
that some of the expected acceleration of economic growth %\:Zar'wer'year

may now be pushed into the fourth quarter of 2021 and the i

first half of 2022. s
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Inflation continues to run ahead of the Bank of Canada’s 2
per cent target. The driving force behind rising prices is still
isolated to a few categories of spending. In particular, the
rising price of gasoline and the run-up in Canadian home
prices since last year. Home prices in Canada are beginning 2019 2020 2021

to flatten out, which should mean a fading impact on inflation —Recreation &Education  —Shelter ~—Health and Personal Care

. . . . Ti rtati ~——Clothing/Footw —H hold Furnishi
over the next year. Likewise, the impact of gas prices should e PR S
Source: Statistics Canada

Send questions and comments about the Mortgage Rate Forecast to:
Brendon Ogmundson, Chief Economist, bogmundson®@bcrea.bc.ca; Ryan McLaughlin, Economist, rmclaughlin@bcrea.bc.ca.

Additional economics information is available on BCREA's website at: www.bcrea.bc.ca.
To sign up for BCREA news releases by email visit: www.bcrea.bc.ca/subscribe.

Mortgage Rate Forecast is published quarterly by the British Columbia Real Estate Association. Real estate boards, real estate associations and REALTORS® may reprint this
content, provided that credit is given to BCREA by including the following statement: “Copyright British Columbia Real Estate Association. Reprinted with permission.”

BCREA makes no guarantees as to the accuracy or completeness of this information.
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