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1)  Finally signs that core inflationary pressures are breaking 
 
There are finally some tentative signs that the Bank of Canada is winning the war on inflation (or it is Joe Biden’s 
massive release of oil from the US Strategic Petroleum Reserve that’s doing all the heavy lifting?).  Either way, 
headline inflation fell to 7% in August against expectations of closer to 7.3%.   
 

 
 
But inherent volatility in the headline number makes it less important to policy makers than core inflation, which strips 
out volatile food and energy prices to give a better sense of underlying  trends.  Here the trends are encouraging.  For 
starters, seasonally adjusted core CPI rose just 0.2% on the month….the smallest increase since early 2021.  
Further, the Bank’s three preferred measures of core inflation all ticked down last month and are now averaging 5.2% 
from 5.4% previously. 
 

   
 
That’s very good news, and it’s notable that Canadian bond yields ticked down throughout the week against a 
backdrop of rising yields globally.  Markets are beginning to recognize that Canada is almost certainly closer to the 
end of its tightening cycle than other parts of the developed world. 
 
To be clear, being at the end of a tightening cycle is not the same as being at the beginning of a loosening cycle.  The 
Bank of Canada has been made to look foolish on their “transitory” inflation calls.  And who can forget Tiff Macklem 
assuring Canadians that “rates will stay low for a VERY LONG time” in July 2020?  Once bitten, twice shy.  They will 
not risk their credibility by making that mistake again, which means higher rates will be around until inflation is very 
firmly in check AND expectations have completely re-anchored. 
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On that second point, Bank of Canada deputy governor Beaudry gave a speech just yesterday in which he flagged 
high inflation expectations as a key concern: 
 

“[…] a lot of discussion involves what monetary policy should do to minimize the risk that inflation 
expectations will drift persistently above our target. This is a process known as “de-anchoring,” and it can be 
associated with the self-fulfilling wage-price spirals that I warned against in my last speech. 
 
To avoid this and bring inflation sustainably back to target, some have suggested that policy-makers may 
need to engineer a substantial slowdown—or even a recession.” 

 
 
As it stands, consumer and business expectations are way out of line with the Bank of Canada’s 1-3% inflation 
mandate.  The latest reading shows consumers expect inflation to average 5% over the next 2 years.  Until that 
completely realigns, which will likely take at least another year, talk of rate cuts are completely premature.   
 
The key quarterly surveys that measure inflation expectations will be released in two weeks.  If we see those 
expectations come down significantly, it will take a lot of pressure off the Bank and signal that we’re likely within 25-
50bps of the top for this tightening cycle. 
 
 
 
Dot plot hysteria 
 
Global stock markets were thrown into a tailspin yesterday following the US Federal Reserve interest rate 
announcement.  What got markets spooked was a big change in the “dot plot”, which shows officials’ projections of 
how interest rates will evolve over time.  It rose….big time…and officials at the Fed now expect the key overnight rate 
to reach almost 5% in 2023.  That would imply more upward pressure here in Canada given the weight of gravity that 
the US exerts on global interest rates. 
 
Some perspective:  The Fed’s crystal ball is no better than anyone else’s, and they are frequently wrong.  Just look at 
the dot plot from one year ago.  No one foresaw rates where they are today. 
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2)  Takeaway from August home sales: New listings evaporate as markets stabilize 

 
The key data from last month is summarized below.  Note in particular the sharp drop in new listings, as well as the 
uptick in sales and decline in inventory in Ontario: 

 

 
 
Sellers disappear 
 
Normally we’d start with the demand side, but the real story here is what’s happening with new listings.  They fell 
5.4% m/m nationally after falling almost 6% in July.  Clearly prospective sellers are holding the line contrary to 
concerns that we’d see distressed selling swamp the market.   
 

 
 
 
 
 
 
 
 

 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 -27.9% -1.0% +0.4% -5.4% +23.4% +0.4% 
 

+11.2% -1.6% 

BC -42.9% -5.4% -7.3% -7.2% +36.0% +1.6% 
 

+3.3% -1.2% 

AB -10.6% -4.7% -2.6% -6.8% -8.9% -1.5% 
 

+2.6% -1.3% 

ON -34.5% +7.6% +4.5% -4.5% +88.8% -1.5% 
 

+0.4% -2.7% 

QC -17.9% -6.8% +8.7% -2.8% +19.3 +4.6% 
 

+8.9% -2.2% 
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Inventory build slows 
 
Sales may still be in the dumps, but with new listings grinding to a halt, the build in resale inventory slowed sharply in 
August.  Inventory levels nationally edged up just 0.4% m/m (seasonally adjusted) which is the smallest monthly 
increase we’ve seen all year.   
 

  
 
 
And over in Ontario, the epicenter of the downturn where sales have collapsed to 1990s levels inventory has nearly 
doubled from last year, active listings actually FELL for the first time since 2021.   
 

 
 
 
Perspective on active listings 
 
I want to take a moment and illustrate just how tight this market still is.  Yes, market balance has shifted sharply and it 
“feels” like an oversupplied market, but it really isn’t.  The last 2 years were clearly exceptional with all sorts of 
distortions related to COVID and the associated stimulus measures.  Comparing current inventory levels with those 
from 2021 gives a false impression.  If we remove the period from January 2020 until last month, we can see just how 
absurdly low active listings remain in the context of the past decade: 
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And if we do the same for Ontario and BC, we find that inventory levels are consistent with past episodes of rampant 
FOMO where the primary concern among buyers was even finding a property to live in. 
 

  
 
I don’t believe we’ll see a return of those frothy market conditions any time soon, but I also think the level of market 
pessimism is overdone.  This market is not oversupplied. 
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Signs of market stabilizing 
 
The sales-to-new listings ratio has rebounded for the past 2 months suggesting that the worst may now be behind us. 
Again for reference, this measure has returned to levels last seen in 2018-2019…which were hardly disastrous times 
for Canadian housing. 
 

 
 
 
Months of inventory ticked up to 3.5 from 3.4 previously but remain well below decade averages.   
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Affordability in focus 
 
Affordability remains problematic and will weigh on demand until either rates or prices break further.  As mentioned in 
the latest Metro Deep Dive, affordability deteriorated at the sharpest rate on record in Q2.  Further, my estimate of the 
monthly payment required to purchase a typical home has now risen by roughly $95 relative to last month and is up 
$1,050 or 52% from last year. 
 

  
 
 
 
Sentiment still in the dumps 
 
Even buyers who can afford to enter the market appear to be sitting on the sidelines, perhaps afraid of catching a 
falling knife.  The real estate outlook index continues to grind lower and is now at levels last seen in early 2020: 
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Sales nationally slump but bounce in Ontario, as expected 
 
With affordability pinched and sentiment souring, it’s not surprising that home sales nationally fell another 1% m/m in 
August and are now 42% below peak levels.   
 

 
 
The national numbers were dragged lower by steep declines in Quebec (-6.8%) and BC (-5.4%).  In Ontario, sales 
bounced as expected, gaining 7.6% on the month.  This still leaves demand at 1990s levels outside of the early days 
of COVID and handful of months during the depths of the Financial Crisis: 
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Price declines are broadening for now 
 
The MLS House Price Index posted a 1.6% seasonally adjusted monthly decline in August.  To put that in 
perspective, it’s a larger monthly decline than any month during the Financial Crisis.   
 

  
 
The composite HPI is down roughly 8% from peak, but we know that the index construction tends to understate sharp 
inflections in either direction.  Some recent sales from August and early September show declines of up to 30% off 
early 2022 prices in markets across southern Ontario: 
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The price declines are also broadening.  Only 4 regional real estate boards reported seasonally adjusted monthly 
gains in August. 
 

 
 
 
 
 
All eyes now on spring 2023 
 
My view remains that the house price decline we’ve seen to date is not a reflection of the underlying balance in the 
market but rather reflects forced/distressed sales from failed closing this past spring. 
 
With most of that now behind us, there’s plenty of room for this market to frustrate bulls and bears alike by likely 
grinding sideways through the thin fall/winter selling season until we hit next spring.  At that point I expect we’ll get a 
sharp break in prices one way or the other.   
 
Inventory levels heading into the spring will be the single most important indicator to be watching.   
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3)  Supply and demand:  Pent-up demand as ownership rate falls 
 
Population growth still firm but showing signs of peaking 
 
Permanent resident and international student admissions remain remarkably robust at roughly half a million each over 
the past year (note these are just admissions….some also leave Canada in any given year which means the net 
numbers are always lower). 
 

  
 
Both lines appear to be potentially topping out due to admissions falling on a y/y basis in July in a sign that perhaps 
the feds are satisfied with population growth levels and are starting to pull in the reins.   
 
 
Pent-up demand   
 
Affordability constraints may be a problem in the near term, but you can only supress demand for so long.  Not only is 
the population booming, but the homeownership rate among young people has fallen sharply over the past decade 
based on new census data released this week.  This means potential pent-up demand in the future: 
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Housing starts hold firm in August 
 
Housing starts in August came in at 267k on an annualized basis, slightly above consensus but down from July’s 
reading of 275k.  Still, that leaves the 6-month average at nearly 270k…well above any estimate of household 
formations. 
 

  
 
As to what’s driving these solid figures, we’ve seen apartment starts at record levels over the past 3 months.  
Remember, condo starts today reflect the strength of the preconstruction market from as far back as 3 years ago.  
There’s not a lot of real-time signal in this data.  But single-family is different, and housing starts in this segment are 
also showing remarkable resilience for now: 
 

 
 
I don’t expect this will persist.  After all, single-family dwellings under construction are at record highs even as 
preconstruction sales in the GTA tumbled to 40-year lows in July.  In other words, demand for new housing is 
extremely low (at least in southern Ontario) just as new supply is set to temporarily increase sharply.  Not exactly the 
sort of environment that builders want to launch new projects into. 
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Concerning anecdotes in the preconstruction assignment market 
 
The number of condos under construction jumped by nearly 2,000 in August to hit a new record high. 
 

 
 
That’s a pile of units that need to be financed at unexpectedly high rates, some by speculators who had no intention 
of actually closing and may or may not even have the ability to do so. 
 
I’ve been banging this drum for a while now, but this is one risk that is not yet getting the attention it deserves.  Here 
I’ll turn to the insightful Twitter spaces hosted by Dan Foch.  You can find prior recordings on his twitter feed 
(https://twitter.com/daniel_foch).  Below are comments from his Sept 8 session: 
 
 
Jordan Scrinko- Preconstruction condo realtor at ~13:00  
 

[…] I got an e-mail a couple hours ago from somebody who I have never worked with before, but she just, I 
guess, watched my videos and she says, hey look, “I bought 1000 square foot unit in December 2021, took 
possession January this year, rented out for 3200. I knew it wouldn't cash flow, but with prices rising, it made 
sense. Now, with interest rates having gone up so fast, I'm suffering. Any advice?”  
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And then the other thing I'm dealing with right now is I’m seeing a ton, and I mean a ton of people and realtors 
reaching out to me saying, like, hey, like I have this preconstruction unit that I don't want to close on or can't 
afford to close on because of the current interest rate environment. I know you have an e-mail list like can you 
send, can you promote this for me or my clients? Like I can't move this thing for the life of me.  
So there's a ton of stress in the assignment market and it's something I've been watching over the past few 
months. 

 
 
 
Mark Morris- Real estate lawyer at ~22:00  
 

[…] I have had three files that have crossed my desk where agreements have been consummated, not closed 
yet, but consummated where the price is under what was paid when you factor in commission. Two of those 
were in Mississauga. One of them was in Pickering.  
 
A lot of people are coming to me now, and they're revealing what I already knew to be the case, which is that 
they purchased with no real hope of closing, no matter how much we actually told them, “don't do this”.  
 
And we have a significant problem now where people are speaking, I think, first to their lawyers because they 
realize the problems are around the corner and they're sussing out ideas.  

 
[…]  I can tell you that in conjunction with the assignment market, there is a new market forming in the shape 
of negotiations with builders to get out of contracts straight out. There are many people who have tried to 
assign who have been unsuccessful and are now turning to lawyers trying to negotiate out of their contracts. I 
can speak to two specific examples in the past month where clients have walked away from $30,000 or 
$40,000 deposits.  
 
We are seeing more and more of those and I think that that even though that's not the assignment space it's 
assignment adjacent because if these people could assign they would. The reason that they're taking the 
actions they're taking is because they've been unsuccessful in that assignment market so in conjunction with 
people who are selling below market we're also seeing people who are upping and walking away through the 
signing a mutual release with builders… 

 
 
 
And finally, more color from Mr. Scrinko on the Sept 15 call: 
 

[…]  I will tell you that I'm getting two or three calls every day from people who do not want to close on their 
units.  They bought four or five years ago, many of them only have $50,000 to $75,000 profit in the deal at 
current market because they would have paid a 10-15% premium four or five years ago.    
 
[…]  I've never seen so many assignments coming to market.  I mean, personally I've got like probably 10 
coming online this week.  Now granted a good chunk of those people can afford to close if push comes to 
shove.  I'm more worried about the people who can't afford to close.  
 
The other thing I'm seeing is that commodity project, the cookie cutter, 50-story buildings where every unit is 
the exact same….those projects are having a hard time.  I know that because I'm getting called every two 
days….“Hey do you have any clients do you have any worksheets”.   
 
 

I’m concerned that policy makers are not paying attention to mounting stress in this market. 
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4)  Rates update: Fixed and variable finally converge 
 
Rates converge 
 
Variable rates have now fully priced in the 75bp hike from the Bank of Canada earlier this month while fixed rates 
have ticked down slightly from their July highs.  The fixed-variable spread has now closed completely after hitting over 
200bps earlier in the year. 
 

  
 
 
 
Shorter term fixed mortgages gain popularity 
 
Variable rate mortgages STILL account for nearly half of all new originations in July (and 34% of all outstanding 
mortgage debt) but the trend is clearly down.  What is gaining popularity is shorter term, 1 and 2 year fixed rate 
mortgages. 
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Mortgage growth begins to ease 
 
July saw outstanding mortgage debt grow by just 0.5%, the lowest growth rate since mid-2020.  New originations are 
trending at -20% y/y: 
 

  
 
 
 
 

5)  Consumer check: Cracks appear in credit card data, CMHC beefs up collections 
 
Debt hits new highs 
 
Canadian household indebtedness hit new highs last quarter as measured by the debt-to-income ratio. 
 

 
 
 
 
Rates continue to bite 
 
The household effective interest rate, a blended average rate consumers pay across all debt products, surged above 
5% last week.  That means that household interest costs have now more than doubled in just one year! 
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Labour market still tight but shifting fast 
 
There were still over a million job vacancies across the country in July.  Even though we’ve now seen Canada shed 
jobs for 3 straight months, there are still plenty of demand for certain types of workers…at least for now.   
 

  
 
 
 
Retirement surge 
 
Part of the tightness in the labour market has been caused by a surge in retirements in the past year. 
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Consumer insolvencies rise 18% in July 
 
Consumer insolvencies were up 18% y/y in June led by big increases in Ontario and BC. 
 

  
 
 
Credit card trust delinquencies on the rise 
 
Credit card delinquencies and loss rates continued to move higher in July, albeit off a very low base.  Generally this 
leads mortgage arrears by roughly 6 months: 
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Canadian Tire as a bellwether  
 
Canadian Tire’s credit card book skews to lower quality credit; they consistently have twice the delinquencies and net 
losses in their Glacier Trust than the big banks.  It’s telling that trends in this trust are deteriorating much quicker than 
average.  It’s a sign that low quality/subprime is deteriorating more than the average suggests. 
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Banks ramp lending to builders and developers 
 
If banks are nervous about housing trends, you wouldn’t know it from commercial lending trends.  Housing-related 
industries saw a major increase in lending in Q2.  Loans to construction and land development rose 11% sequentially 
while the real estate services industry saw loans grow 7%: 
 

  
 
 
 
CIBC jacks up rates on lines of credit  
 
Letters went out this week to many CIBC clients advising that rates on lines of credit were jumping, and not just due 
to the Bank of Canada rate hikes.  The actual prime spread was widening, with CIBC pointing to “current risk profile of 
our client accounts”: 
 

 
 
Reddit lit up this week on the news: 
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CMHC beefs up collections and recoveries department 
 
There’s probably a tell in some of the latest job advertisements over at CMHC.  They know what’s coming if rates hold 
at these levels.  Something tells me these new hires will be earning their keep. 
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