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Despite the Bank of Canada lowering 
its policy rate, fixed mortgage rates 
may not drop significantly as markets 
have already priced in the expected 
rate cuts.

Canada faces a weak economic 
outlook and a softening labour 
market, but growth is expected to 
pick-up in 2025.

After the Bank's rate cut in June, what 
comes next?
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Mortgage Rate Outlook

Now that the Bank of Canada is lowering its policy rate,

there is some expectation that fixed mortgage rates should

also fall. However, the impact on fixed mortgage rates going

forward may not be that significant. The reason is that the

bond market, and by association, the mortgage market, is

like a machine that digests all available information about

current and future economic conditions. Since late 2023,

markets have strongly anticipated falling policy rates. As a

result, five-year fixed mortgage rates have likely already

priced in the entirety of expected rate cuts.

Another way to think about this is that the spread between

the overnight rate and five-year fixed mortgage rates needs

to normalize. Historically, that spread has averaged around

225 basis points. At a rate of 2.75 per cent, the expected final

destination for the Bank’s policy rate, that would equate to a

five-year fixed rate of about 5 per cent. 
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Five-Year Fixed Variable Rate

That means that even as the Bank of Canada starts to lower

its policy rate, there may be very little downward movement

in five-year fixed mortgage rates from where they are now.

Moreover, the five-year bond yield is often more influenced

by US economic data and expectations for US monetary

policy than by the Bank of Canada. As such, borrowing costs

could still rise modestly even as the Bank cuts rates if

economic conditions or inflation in the United States

improve unexpectedly.

As for variable rates, current market pricing has settled

around prime minus 60 basis points. If that discount holds,

it will take seven rate cuts, or a 175 basis point decline before

the average variable rate falls under the average five-year

fixed rate.

2023 2024

2024 2025

Term Q1 Q2 Q3F Q4F Q1F Q2F Q3F Q4F

Variable Rate 6.60 6.35 5.85 5.35 5.1 4.85 4.6 4.35

Five-Year Qualifying Rate 7.25 7.1 6.9 6.9 6.9 6.9 6.9 6.9

Five-Year Average Discounted Rate 5.25 5.1 4.9 4.9 4.9 4.9 4.9 4.9
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Economic Outlook

Real GDP rose 1.7 per cent in the first quarter on an

annualized basis, following a negatively revised no growth

in the fourth quarter of 2023. That revision means that

Canada very narrowly avoided a technical recession in 2023.

Negative revisions to past GDP growth and below-forecast

first-quarter growth are yet another piece of evidence

supporting the Bank’s decision to cut rates. Soft real GDP

growth in Canada looks worse when one considers the

very rapid rate of population growth; real GDP per capita

continues to decline sharply. This comes in the context of

excellent progress on inflation, which hit 2.7 per cent last

month, and looks even better when one digs deeper into

the CPI report. Price appreciation now boils down almost

entirely to rent and mortgage costs. The labor market in

Canada also continues to soften, with the unemployment

rate hitting 6.2 per cent last month while job vacancies

continue to fall.

We expect that growth in the Canadian economy will

remain weak for much of 2024, leading to a further

uptick in the unemployment rate before a gradual

loosening of monetary conditions spurs growth in 2025.

This Bank of Canada rate-lowering cycle is one of the few

times this century that the Bank has not lowered rates in

response to a global crisis. As such, we should expect a

gradual pace of rate cuts measuring 25 basis points per

meeting over the next 18 months until the Bank’s policy

rate hits the midpoint of the Bank’s estimated neutral range

of 2.25-3.25 per cent. Where the policy rate ultimately ends

up will be dictated by economic conditions. A good baseline

is 2.75 per cent, but a worse-than-expected economy could

mean the Bank’s policy rate needs to fall under 2.25 per cent

for a period. Conversely, more stubborn-than-anticipated

inflation could mean this lowering cycle stalls north of

3.25 per cent.

While there is uncertainty about where the Bank’s policy

rate may be by the end of next year, there is virtually no case

for leaving rates unchanged. Inflation has had significant

downward momentum and the labor market is weakening.

We estimate that if the Bank were to delay rate cuts by one

year, inflation would substantially undershoot the Bank’s 2

per cent target at the cost of job losses and much higher

unemployment. Clearly, the Bank of Canada sees similar

risks of keeping policy too tight, hence the commencement

of rate cuts in June.

Monetary Policy in Danger of Being Too Tight
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BCREA is the provincial association for BC 
REALTORS®. As a champion for the real estate 

sector, BCREA advances REALTOR® 

professionalism and ensures the REALTOR® 
voice is heard, for the benefit of consumers and 
communities, across BC. By working in 
collaboration with the province’s real estate 
boards and associations, our mission is to 
provide professional development opportunities, 
advocacy, economic and policy research, and 

standard forms so REALTORS® are trusted, 
respected, and proud of their profession.

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.

Send questions and comments about the Mortgage Rate Forecast to: 

Brendon Ogmundson, Chief Economist
bogmundson@bcrea.bc.ca; 604.505.6793

Ryan McLaughlin, Senior Economist
rmclaughlin@bcrea.bc.ca; 778.357.0831

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

Suite 1425, 1075 West Georgia Street, Vancouver, BC V6E 3C9  |  Phone: 604.683.7702  |  Email: bcrea@bcrea.bc.ca
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