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1)  If inflation is cooling, why are bond yields rising again? 
 
Inflation cooled in July, pulling back from the 40-year high of 8.1% in June to settle at 7.6% last month. 
 

 
 
Now that should mean less pressure on the Bank of Canada, and indeed bond yields initially fell on the news.  But 
then they rapidly turned around and shot higher.  At the time of writing, the all-important 5-year bond yield was sitting 
at 3.18%, up sharply from 2.57% in early August: 
 

 
 
So what in the world is going on here? 
 
The answer is that the latest inflation data is not quite as rosy as the headline trend would have us believe.   
 
For starters, let’s remember that the Bank’s mandate is to keep CORE inflation between 1 and 3%.  Core inflation 
simply strips away the really volatile components to give a sense of the broader trend in pricing. 
 
Importantly, seasonally adjusted core CPI rose 0.5% in July alone.  That’s a very spicy monthly increase, and it’ 
higher than the average over the past year!   
 
Secondly, the Bank of Canada’s preferred measures of core inflation averaged 5.3%, up from 5.1% in June.  This is 
the measure that dictates policy rates, and it’s still moving in the wrong direction. 
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The takeaway, unfortunately, is that we should expect at least one more outsized rate hike in September.  It will most 
likely be 50bps or 0.5% but there’s a very high probability that it could be 0.75%. 
 
Now the good news is that leading indicators of core inflation are rolling over HARD!  The price of goods leaving 
factory gates, a good indicator of future price pressure, has seen the steepest 2-month decline in 5 years. 
 
 
 
 

2)  Quantifying trigger rate risk  
 
Despite all the attention on the topic, I’m still not convinced that “trigger rates” on variable mortgages are themselves 
a major story.  There is cause for concern here, it’s just not where people are looking. 
 
The “pig in the python” that we need to be monitoring is the pool of originations from roughly March 2021 to February 
2022.  These amounted to $261B, or roughly 15% of all mortgage debt currently outstanding.  These were originated 
at rock bottom rates that averaged just 1.58%. 
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The exact trigger rate for this pool of mortgages will vary by borrower.  Those with the best deeply discounted rates 
will begin to hit payment triggers if the Bank of Canada raises rates another 50bps next month.  But for the average 
rate of pool as a whole, the trigger is closer to 100bps from current levels. 
 
 
So there’s a very good chance that we’ll see the leading edge hit their trigger rate next month, and a decent chance 
that the group as a whole hits it by the end of the year.   
 
The big question is how lenders will actually implement this “trigger”, and that still hasn’t been definitively answered.  
The increase in payments has to be enough to cover the interest and SOME principal.  At RBC, Canada’s largest 
mortgage lender, they’ve taken a rather liberal approach: 

 
 “the amount of the increase is the amount required to ensure the accrued interest is paid. The payment 
amount increases by increments of $2.”  
 

That’s no typo.  Payments go up in $2 increments and, as I understand it, have to JUST cover interest.   That means 
that if interest costs are $1000, total payments only need to be $1002.  If all lenders follow this approach, the impact 
will be minimal…at least until borrowers get kicked in the pants at renewal. 
 
Now that’s not to say that lenders won’t try to nudge borrowers towards fixed rate products, and I still think that’s the 
real story here.  It’s not the actual payment reset that matters as much as the fact that many borrowers will irrationally 
opt to lock in at much higher fixed rates to avoid further increases.  And banks will actively encourage this.   
 
In other words, a non-trivial number of borrowers will self-impose a payment shock by trying to avoid a future payment 
shock.  This is the real story here, and I would not underestimate the potential impact of this dynamic.   
 
 
 
 

3)  Takeaway from July home sales: Another steep drop in prices, but some good news 

 
Here’s the high level summary from July.  In short, another steep drop in sales activity and prices, but the inventory 
build is slowing as new listings are starting to fall.   

 

 
 
 
 

 Sales New listings Active inventory House prices 
 

(HPI for Canada, 
average for provinces) 

 

 y/y m/m 
seasonally 
adjusted 

y/y m/m 
seasonally 
adjusted 

y/y m/m 
seasonally 
adjusted 

 

y/y m/m 
seasonally 
adjusted 

Canada -26.9% -5.3% +10.8% -5.3% +19.3% +3.4% 
 

+11.2% -1.7% 

BC -38.4% -8.3% +8.6% -4.0% +29.2% +3.9% 
 

+3.3% -1.2% 

AB -2.8% -5.5% +6.9% -3.8% -9.6% +1.5% 
 

+2.6% -1.3% 

ON -40.2% -6.7% +12.7% -2.7% +78.6% +4.2% 
 

+0.4% -2.7% 

QC -11.9% -1.3% +23.0% -12.1% +13.0 +6.2% 
 

+8.9% -2.2% 

   
   

   
   

   
   

   
   

   
  4

 / 
21



 

 

 

 

www.edgeanalytics.ca 

The two main takeaways:   
 

i) Sellers are holding off for better market conditions, with some renting their home in the meantime. 
ii) Even with rising rates, there are still no signs of a surge in distressed listings. 

 
 
Now the specifics: 
 
 
Sales tumble again, Ontario pushing lowest levels since 1990s 
 
Home sales nationally fell another 5.3% m/m led by big declines in BC (-8.3%) and Ontario (-6.7%).  Transaction 
levels have now fallen by 43% from the 2021 peak including a 55% drop in BC and a 54% decline in Ontario: 
 

  
 
Hardest hit among provinces is Ontario.  Outside of Apr and May 2020 and a 5-month stretch during the depths of the 
Financial Crisis, last month saw the lowest level of seasonally adjusted home sales since the 1990s: 
 

 
 
I have to think we’re close to a bottom in transactions in Ontario at least just given the magnitude of the decline.  I 
would expect to see a modest uptick off these levels in coming months, but it will be tempered by sentiment that is still 
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very negative towards housing.  Nanos’ Real Estate Outlook Index ticked down last week after 2 weeks of modest 
improvement, and remains at very depressed levels: 
 

 
 
 
 
Inventory levels continue to rise, but pace of growth is slowing 
 
Active listings ticked up another 3.4% m/m nationally in July and are now up 45% (seasonally adjusted) from the late 
2021 lows.  The inventory build amounted to 4,300 nationally, significantly less than the 7,000 added in May and June 
in part due to a slowdown in new listings coming to market: 
 

 
 
 
Even with inventory building at the fastest rate since 2010, markets across the country are still not dramatically 
oversupplied.  We would need to see a further 40% increase in active listings to hit average levels seen from 2017-
2019.  This is reflected in months of inventory, which have doubled off the lows but are still at 3.4 nationally, well 
under the long-term average of 4.9. 
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Record decline in prices 
 
The MLS House Price Index posted another 1.8% monthly decline in July, in line with the record-setting drop in June: 
 

 
 
But this index has its limitations, and one is that it understates price moves at sharp inflection points.  If we look at the 
seasonally adjusted average (which has its own shortcomings), prices posted a 3% monthly decline and have now 
fallen by 17% since hitting a peak in February…the largest such decline since the 1980s: 
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We’re now at the point where some homes in Toronto are selling for below prior sale prices from as far back as 2018: 
 

 
 
 
Prices fell last month in 40 of 53 reporting real estate boards across the country, but the declines were by far the 
steepest in Ontario: 
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Affordability pressures mount 
 
The Bank of Canada has updated their housing affordability index for Q1.  The real impact of rising rates will hit in Q2, 
but already housing-related expenses as a share of income are at the highest since the early 1990s: 
 

 
 
The estimated monthly mortgage payment required to purchase the typical home remains nearly $1,000 or 47% 
above Q3 2021 levels, but there is some good news here.  Based on price trends and mortgage rates, required 
payments have fallen by nearly $100 in the past month. 
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New listings fall as sellers look to the rental market  
 
There are still no signs of a surge in supply.  New listings fell 5.2% m/m and were basically in line with decade 
averages: 
 

 
 
 
I’m hearing from realtor contacts that some less motivated sellers are pulling listings and instead renting them out 
“until the market rebounds”.  It’s not entirely anecdotal either.  Realtors with access to the MLS system tell me that the 
number of rental listings in Toronto have risen from 5,200 in May to 6,800 today….and that’s at a time when inventory 
normally drops. 
 
The issue going forward is the looming supply in the rental market where we’re now pushing 200,000 units in the 
pipeline when we combine purpose built rentals and half of new condos under construction (roughly the proportion 
that enter the rental pool at completion). 
 

 
 
Even with strong population growth, this will be a lot to absorb. 
 
It’s perhaps telling that we just saw the largest number of rental completions on record last month, and it’s happening 
at a time when the trend in y/y rent growth peaked in Q2 and has already began rolling over, at least in Toronto: 
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So the takeaway is that these sellers may end up disappointed by a rental market that is already coming off the boil.  
Combined with rising rates, it will make the attractiveness of this strategy wear off pretty quickly, and it sets up for a 
stronger supply response in the resale market later this year and into next. 
 
 
 
 
 
Non-prime liquidity constraints will drive new supply in coming months 
 
The market is in a tug of war with sellers trying to hold out for better days while buyers are forced to the sidelines by 
the dramatic deterioration in affordability.  We’ve seen this dynamic play out at roughly the 6-month mark in every 
prior “mini cycle”.  
 
What may set this one apart is the impact of rising rates and liquidity constraints in the private market. 
 
On rates, I’ll again point out that institutional non-prime lenders like HCG and EQB skew heavily to 1-year terms, and 
the latest trends are not good on this front.  Borrowers who took out a loan at 3.5% just a year ago are today 
renewing at 6.5%.  That’s enough to force some supply to market. 
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The other issue is private market liquidity.  Here I’ll let the tweets from industry veterans Daniel Vyner and Ron Butler 
speak for themselves.  It’s not difficult to see how this could potentially lead to a longer tail of distressed selling, 
something we haven’t seen in Canada since the 1990s: 
 
 

 
 

  
 

  
 
So in summary, the good news is that there is no sign of distressed selling yet even with weak demand and falling 
prices.  But at this point it’s probably wishful thinking to hope for the rapid rebound in sales and prices that we saw in 
2009, 2016 in BC, and 2017 in Ontario.  Time will tell. 
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4)  Supply and demand:  Record construction activity, immigration surge continues 
 
Housing starts in Canada came in at 275k SAAR in July, well ahead of expectations for closer to 260k.  That pushed 
the 6-month trend up to 264k…above even the most aggressive estimates of household formations: 
 

 
 
Under construction inventory hit a fresh high in July, including in the previously undersupplied single-family segment.  
Expect this to add to rising inventory in the resale market as these units complete: 
 

 
 
While some want to draw parallels to the housing downturn in the late 80s into the mid-90s, Canada is in a very 
different situation today.  For starters, we’re coming off a decade of clear underbuilding in the single-family segment 
which was not the case in the 80s.  And resale market dynamics are far, FAR tighter now compared to then. 
 
But the big difference is in population growth.  A record 230,000 permanent residents were admitted through the first 
half of the year while a further 200,000 study permits were issued.  We simply cannot overlook the extent to which 
this dynamic will underpin housing demand going forward. 
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5)  Mortgage market update: Finally some reprieve for prospective buyers as rates fall 
 
Finally some reprieve! 
 
It’s not much, but it’s a move in the right direction.  Both fixed and variable rates ticked down in the past couple weeks 
according to Rob McLister over at Mortgage Logic.  As an aside, his newsletter is one of the best out there for real 
estate professionals.  Strong recommendation! 
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Variable rates losing their luster  
 
We’re finally seeing signs that variable rate mortgages are losing their appeal.  Their share of new originations fell 
below 50% in June for the first time in a year.  Still, variable’s share of outstanding mortgage debt continues to rise 
and is now above 33% for the first time since the data became available in 2016: 
 

  
 
 
 
 
Mortgage growth begins to ease 
 
Annual mortgage growth slowed to below 10% in June for the first time since early 2021.  The monthly growth rate 
was still 0.7%, but expect this to slow sharply through the remainder of the year.  If nothing else, it removes all 
incentives on the part of regulators to tamp down on credit growth via new mortgage regulations.   
 

  
 
 
 
 
 
 

   
   

   
   

   
   

   
   

   
 1

6 
/ 2

1



 

 

 

 

www.edgeanalytics.ca 

6)  Consumer check: First signs of a slowdown in consumer spending, insolvencies rise 
 
 
Consumers tighten purse strings 
 
Retail sales came in at a solid +1.1% m/m in June but were up only 0.2% once the effect of rising prices is removed. 
 
The real story is in the flash estimate for July which points to a 2.0% monthly drop in spending.  Outside of COVID-
related lockdowns, this would represent the largest monthly decline in over 5 years! 
 
It’s also telling that the latest Labour Force Survey showed a second straight monthly decline in employment (-31k v 
+20k expected) with nearly all of that decline coming from retailers. 
 
At the same time, retailer confidence plunged to the lowest levels since the early days of the COVID crisis.  They see 
something that the rest of us aren’t seeing yet.  It all would seem to point to a sharp slowdown in consumer spending 
as the impact of rates and inflation pinches incomes. 
 

 
 
 
 
Negative real wage growth 
 
With inflation still running at elevated levels, it means real wage growth is running at -2.2%. 
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Rates continue to bite 
 
The household effective interest rate, a blended average rate consumers pay across all debt products, has actually 
stalled out over the past 2 weeks but it remains 240bps of 2.4% above where it was last year at this time.  That’s the 
steepest 12-month increase since the 1990s. 
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Labour market still tight 
 
It’s not all bad news for consumers.  Workers continue to have tremendous bargaining power, which should translate 
to sustained strong wage growth.  There are still nearly a million vacant positions across the country: 
 

 
 
Meanwhile the share of business owners reporting a shortage of both skilled and unskilled labourers hit record levels 
in July: 

 

  
 
In other words, there will be continued pressure on wages.  That’s good for consumers but it could complicate the 
Bank of Canada’s efforts to tamp down inflation. 
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Consumer insolvencies jump 20% in June 
 
Consumer insolvencies were up 20% y/y in June led by a 31% increase in proposals (restructuring of unsecured debt) 
which hit highest level since March 2020.  Ontario once again led the gains, with total insolvencies up 27% and 
proposals up 38%. 
 

  
 
Once again I’ll reiterate that the tax bills from CRA clawing back pandemic relief payments are not a small issue.  
Getting an unexpected $2,000 tax bill is enough to send some people in to see an insolvency trustee, particularly 
when CRA starts garnishing wages.   Seeing a lot more posts like this on Reddit: 
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Credit card trust data begins to deteriorate 
 
Credit card delinquencies and loss rates are starting to move higher again for the first time since early 2020.  It’s not 
much of a move for now, but the trend is clearly changing, and this has ramifications for mortgage delinquencies later 
this year.   
 
Credit cards are a leading indicators of mortgage defaults.  No one stops paying their mortgage before first skipping 
out on a credit card payment.  It’s not signaling a dramatic deterioration by any means, but clearly the “goldilocks” 
period of record low mortgage delinquencies is behind us.  Where we go next will be determined by the magnitude of 
interest rate hikes from the Bank of Canada and the ultimate effect that will have on employment levels. 
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