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HIGHLIGHTS

® Bond markets searching for clarity on
the outlook for growth and inflation
as tariffs loom.

e Tariffs on Canadian imports to the US
could mean a loss of 1 to 5.5 per cent
of real GDP.

¢ The Bank of Canada might be done
with jumbo cuts, but is likely to
‘ continue cutting.
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Mortgage Rate Outlook

Prior to the US presidential election, the outlook for
Canadian mortgage rates seemed relatively clear. The Bank
of Canada’s overnight policy rate was on a glide path to
reach 2.75 per cent in early 2025 and fixed mortgage rates
seemed likely to settle in a range of 4.5 to 4.75 per cent.
Now, with the election of Donald Trump and his somewhat
stochastic approach to policy announcements, the outlook
has become far murkier.

Markets are still processing the potential impacts of a new
Trump administration. The initial verdict from bond markets
was that the proposed policies, mainly the extension of tax
cuts, would produce higher growth and inflation. Bond yields
jumped in the post-election period. The Canadian five-year

bond yield rose as high as 3.32 per cent, prompting a
modest uptick in fixed mortgage rates, before cratering
back to pre-election levels at the start of December. Clearly,
the bond market is as uncertain as anyone about the future
of policy and the economy.

Where mortgage rates go from here depends on how
serious the Trump administration is about its campaign
promises and subsequent announcements, namely threats
of punitively high tariffs on Canadian imports. For now, and
until trade policy is more concretely known, our baseline
forecast assumes a status quo for 2025, with a variable rate
of 4.45 per cent and a five-year fixed mortgage rate of 4.6
per cent.

Mortgage Rate Forecast

2024 2025
Term Q1 Q2 Q3 Q4 Q1F Q2F Q3F Q4F
Variable Rate 6.60 635 564 495 | 470 445 445 4.45
Five-Year Qualifying Rate 725 710 6.71 6.70 | 670 6.85 6.85 6.85
Five-Year Average Discounted Rate 525 510 4.71 470 | 4.60 4.6 4.6 4.6

Forecast: Five Year Fixed (Uninsured) and Variable Rate

m== 5yr Fixed === Forecast Estimated Variable Rate Forecast

Source: RateSpy; BCREA Economics
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Economic Outlook

The Canadian economy appears to have pulled off a soft
landing, with GDP growth slowing but not dipping into
recession territory. That said, growth has been falling
short of the Bank of Canada'’s forecast over the second
half of the year and Canadian GDP per capita continues
to struggle amidst rapid population growth and an uptick
in the unemployment rate. This comes in the context of
inflation moderating towards the midpoint of its target
range, with price appreciation being largely driven by
high shelter costs.

While falling interest rates should provide a boost to
growth over the next year, any recovery will be upended if
the Canadian economy is forced to deal with 10 to 25 per
cent tariffs on its exports to the US. While a 10 per cent
tariff would be a challenge for the economy, a 25 per cent
tariff would almost certainly cause a recession. What's
more, the impacts on inflation will depend on whether
Canada responds with its own tariffs on American goods.
Our estimates show a loss of real GDP ranging from 1 to
5.5 per cent compared to a no-tariff baseline.

Bank of Canada Outlook

With both the economy and inflation undershooting the
Bank's expectations, policymakers appear eager to get the
economy back on a path to recovery, particularly with risks
looming large in 2025. After two “jumbo” 50-basis-point
cuts, the Bank has now lowered its overnight to the top
end of what it considers “neutral” for the economy.
However, considering the recent trajectory of real GDP
growth, it will likely have to continue cutting. We anticipate
that for now, the Bank will cut to either 2.5 or 2.75 per cent
early in 2025 and then pause to assess the state of the
economy and the need for further stimulus.

Of course, like everything else about the outlook for 2025,
the path of interest rates will depend on the potential
imposition and level of tariffs. While a 25 per cent tariff
would likely prompt the Bank of Canada to lower its policy
rate below 2 per cent, there is also a scenario where
Canada matches the 25 per cent tariff, causing a spike in
Canadian import prices and inflation, which the Bank may

or may not choose to look past.

Until we have better clarity on the direction of trade policy,
we expect there to be more volatility in bond markets as
investors look for meaning in each new communication
from the incoming administration.

Potential Tariffs Could Upend The Economy

Real GDP Impact (vs Baseline)

10% Tariff 10% Tariff with Retaliation
= 25% Tariff ==== 25% Tariff with Retaliation
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Inflation Impact (vs Baseline)

10% Tariff 10% Tariff with Retaliation
= 25% Tariff ==== 25% Tariff with Retaliation
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BCREA is the provincial association for BC Send questions and comments about the Mortgage Rate Forecast to:

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

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

Amit Sidhu, Economist

collaboration with the province's real estate asidhu@bcrea.be.ca; 604.677.9345

boards and associations, our mission is to

. . - Additional economics information is available
provide professional development opportunities,

on BCREA's website at: bcrea.bc.ca.

advocacy, economic and policy research, and

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

To sign up for BCREA news releases by email visit:
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.

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

O BCrea 4


https://www.bcrea.bc.ca/
https://www.bcrea.bc.ca/?subscribe=true

