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Expect variable rates to follow in step this week, but

1) ]umbo ra te Cu tS from also note that fixed rates have already priced in a lot of
BO C, What CoOomes neXt ? rate cuts. It's noteworthy that 5-year bond yields are

actually UP this morning even with the jumbo rate cut:
The Bank of Canada cut 50bps this morning as expected.

Markets are currently pricing in roughly a 25% odds of
ANOTHER 50bp cutin December, but expect those odds canada 5-Year Bond Yield

to drift higher between now and then. | still think we

: , S 4l Toronto Currencyin CAD
have one more outsized cut in store before we ring in

th new year. 3.022 +0.031 (+1.04%)

Expected BoC po“cy rate path @ Real-time Data - 10:09:21
5.50%
5.00%
4.50%
Why now?
4.00%
— So what forced the BoC into an outsized cut at this
juncture?
3.00% N
®
2.50% Let’s start with headline CPl. We know it came in way
2.00% softer than expected last month at just 1.6%...
D A0 A0 D D D D D 6 6 N, ‘:v
r *\;‘@ w}q m\‘)om \ow‘,eqm oV é}x" m& q'vﬂ '\?;}om \;\‘:;OQ'\‘:’ 5 od_ﬂ‘?
Source: 1-month CDOR rate forward contract Inflation in Canada
Consumer Price Index annual change
10.0%
Looking out to the end of 2025, markets see the
overnight rate at 2.75% or 1 percentage point lower than n0%
it is currently. 6.0%
4.0%
| think that’s about right, | just think we get there -
sooner than markets think, and by the middle of
0.0%
next year, the concern will turn to how low the
Bank of Canada can allow the loonie to fall before ""’"@0 v & & . e o o a .
@ G" S F S
we risk importing another about of inflation. v A
Source: Statistics Canada

But that’s likely a discussion for next summer.
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... but it’s telling that once we back out shelter, it’s just 0.6%. The gap between headline CPl and CPIl-ex
shelter is the widest on record which tells us that “inflation” at this point is really just a story of rents
and mortgage interest costs.

CPl ex-shelter Headline CPl minus CPI ex-shelter
yly
yly
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As I've argued many times, the Bank of Canada can and will look through these two dynamics. They

have direct influence over mortgage interest costs, and that one component is still accounting for over
half of headline CPI:

Composition of CPI

Mortgage
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else
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The risk of inflationary psychology driving a resurgence This is now to minimize the impact of women in the
in price pressure is now virtually nil. labour force, but the reality is that young men are over-

. _ _ represented in industries like construction,

Finally, consider the labour market. I've been arguing for _ _ :
_ _ _ manufacturing, and grocers. When the job market in
a While that it's weaker than headline numbers suggest. _ _ , _
. L _ _ those industries gets tight, it forces wages up, and that

We see this in secondary indicators like a slowdown in _ _

. _ feeds through to key inputs in the CPI basket.
hiring and a surge in long-term unemployment.

So let’s look at the trend in unemployment in that
But it’s worth highlighting some Bank of Canada e

cohort:
research from earlier this year'. According to their own
models, the number one predictor of future inflation is
the unemployment rate for young men: - Male 15-24 unemployment rate
Table 1: Some indicators contribute more to inflationary pressures than others
Impact of a 1 standard deviation increase in bour Indcators on annualaed CRLAnm inflation, percentage points
20%
Unemployment rate, 15-24 males w
Job changing rate G | L
job finding rate 0.40 @ * 15%
Unemployment rate 8.39 @ ‘ »
Unemployment rate, <27 weeks 0.39 © *
involuntary part-time rate 0.37 @ ‘ *
Unemployment rate. 55+ males 0.37 @ * 10%
Unemployment rate, non-university 0.37 @ l *
wage growth, SEPH variable weight 0.36 @ L 5
Employment rate, low-wage 9.36 & [ -
Broad unemployment rate 0.35 @ * 5%
Unemployment rate. university-educated 0.35 @ | * A2 O & © & O o D
Unemployment rate, 52+ weeks 0.35 @ B N ‘\;& N »o?? '@ "bﬁ "If& A A "
Unemployment rate, 25-54 males 0.35 & ‘ v Source: Statistics Canada
Unemployment rate, 27+ weeks 0.35 @ w
Unemployment rate, 25-54 females 0.34 @ | -«
Participation rate, 15-24 males 0.34 2 4 i
Employment rate, private sector 0.33 @ | = The unemployment rate has gone from 10% to 17% in
Employmentr 0.32 @ * . . . .
T e o | w basically a straight line. Not good! This means
e o 9 = significant downward price pressure on the horizon.
BOS labour shortages 0.30 @ | 'S
ot bbbl dhocatin ot n i @ = Don’t think the Bank isn’t taking notice.
Unemployment rate, 15-24 females 0.29 @ | w
Jjob separation rate 0.29 ® L &
Wage growth, LS fixed weight 0.27 © l 4
Wage growth, LFS variable weght 0.27 @ 5
Wage-Ccommon growth 0.27 © | Finally, | think people are sleeping on how much
Wage growth, NAC 0.26 & L
Labour force participation rate 0.23 © | & trouble the manufacturing sector is in currently.
Particpation rate, 15-24 females .22 @ 4
Unit labour cost growth 0.22 @ | o«
cmployment rate, pubhc sector .19 @ L 5
Average hours worked 0.17 ® | %
Participation rate, non-university 0.16 ® 2* 4
Participation rate, 25-54 males 0.26 ® | o
Participation rate, 25-54 females 0.2] ® w
Participation rate, 55+ females -9.11 ® i w ™
Employment rate, self-employed -2.16 @ i . . AS H I N
Participation rate, university-educated -9.29 ® \ w . .
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This is the sleeper issue that is not yet being discussed
: . : : Manufacturing inventories-to-sales ratio
by Bay Street economists, but just give that some time. inisasally ailiassad; MAST- s 3020 eassauisd St ncale
1.8
Consider the most recent report from last week.
1.7
Headline manufacturing sales were down 1.3% m/m and
1.6
were down 1.0% once backing out the volatile petroleum
1.5
component. That left ex-petroleum sales down 4.0% y/y
- 1.4
and sitting at 2-year lows.
1.3
1.2
Manufacturing sales
ex-petroleum and coal, y/y 1.1
30%
1
VI L P - TP P © & O A » b D O N AN
20% UG 'PQ“ R MM PP
10%
Manufacturing finished goods-to-sales ratio
N Mar-Jun 2020 removed for scale
0.6
-10%
Canada us
20% 0.55 |
-30% 0.5 h |
SEFFTFTPHFHF LSS S r
0.45 " 'JJ A t)vﬂ
: : ; 0.4
Meanwhile, inventory levels of both raw materials
and finished goods remain extremely elevated. As -
. / PP . - ¢ .t v o & v @ O O " 0 D O N A
a ratio of sales, we're sitting above Financial Crisis U A A A S SR S g SRR g g OO

levels and at the highest since the 1990s and at

record spreads relative to the US: At the same time, new orders were down 2.4% m/m and

6.3% y/y to hit the lowest level since Jan 2022. The ratio
of raw material inventories to new orders has blown out
to Financial Crisis levels:

ASHIN

MORTGAGES

FSRA # 12543




The Edge Report: October 2024 o

Manufacturing inventories-to-new orders ratio _ _
Mar-Jun 2020 removed for scale The story here looks pretty simple: Canadian

1.9 manufacturers hav ebeen producing goods at

1.8 Canada
well above the run rate of demand, and that’s
1.7

showing up in arising ratio of inventory relative
1.6

s to sales at both manufacturers and wholesalers.

1.4

1.3 A slowdown in manufacturing activity looks baked into

1.2 the cake and we're starting to see the early signs of this

1.1 in the payroll data:

1

Y > o B YV © & O N B> 6 D@ O N AN
CARC L g O U R g
Manufacturing payrolls
v/y
The problem is compounded by the fact that 70,000
wholesalers, who operate as the middle-men between 60,000
: 50,000
manufacturers and their final consumers, are also 20,000
stuffed to the gills with inventory. Wholesaler sales fell 30,000
0.6% m/m in August while inventories grew 0.3%: 20,000
10,000 I |
0 Illl III.' ——
Wholesale inventories-to-sales ratio ! | [
seasonally adjusted, Mar-Jun 2020 removed for scale -10,000
1.7 -20,000
v i % A% A A2
1.6 \'bo \\;\ \@o \& \QQ \\'}
Canada
1.5
This is not a small issue when manufacturing accounts
1.4
| h for 9% of total employment.
1.3 "\, * '
o ; dw MY The solution? If Canadians aren’t buying, you

1.1 need to get the currency waker to make

O o D Vv O & O A " L D O N AN . s
& o & \,,o”g & \,,@9& & o @ @ & manufacturing exports more competitive on

international markets. This may not be an explicit

goal of the Bank of Canada, but at this point it’s a

welcome side effect. Look at the trend over the

AS H I NTM last month:
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Canadian Dollar to United States Dollar

0.7224 +226% -0.0167 M

Oct 23, 4:20:00 PM UTC - Disclaimer
10 8D ™ &M YD 1Y oY MAX

0.75
0.745
0.74
0.735
0.73
0.725

0.72 I ' - -
Sep 29 Oct 6 Oct 13 Oct 20

I've said previously that before this cycle is over, we'll likely see the Loonie retest the all-time lows of ~62 cents
to the US Dollar. This will ultimately facilitate the rebalancing of the Canadian economy away from housing
and consumption and back towards manufacturing, but it does risk stoking inflation. But we'll cross
that bridge when we get there... likely next year.

Considering all of the above, if you're the Bank of Canada, why wouldn’t you cut 50bps?
And why wouldn’t you do it again in December?

What does it all mean?

For the real estate and mortgage industries, this is great news. The monthly payment needed to purchase
a typical home just fell by $80 per month by my math and is now down $230 in the past 4 months.
That means a household now needs $2,800 less AFTER TAX household income to service a
mortgage on a purchase today than in July.
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This all points to a rebound in demand. | continue to
Monthly mortgage payment required to _ .
purchase typical home expect a 10-20% bounce in home sales nationally by
€4 000 RS I BORCIIITR JHION BN AN DI R W T e year-end off the seasonally adjusted summer lows.
There’s pent-up demand out there, particularly in
$3,500 . . . . |
Ontario where per capita sales remain below Financial
5,000 Crisis levels. Expect a meaningful uptick in activity:
$2,500
Ontario home sales per 1,000 population
$2,000 Quarterly, seasonally adjusted
$1,500 -
5.0
$1,000
19"? 19{-\ '19*? 1659 16‘\9 "9‘1} "9'\? qs;c, "IS;‘? 4.5
Source: CREA, Mortgagelogic.news, author's calculations 4.0
35 YW AAN WA/ ] e
To get sales moving again, we need two things: Capacity o
to purchase and confidence to do so. The Bank is
2.5
addressing the former through lower rates. The
confidence piece is starting to materialize, as evidenced 20 . i e R e = .
i PSS FFTE TS S
by the 30-month high in the Bloomberg Nanos
Source: Statistics Canada, CREA

Confidence Index just this week:

Consumer confidence index But two questions remain:
58 ronace i) How will supply respond? We're seeing a
- strong flow of new listings which could keep
> the market well-supplied for the next year or
: so (more on that below)
a8 ii) Will low rates filter through quickly enough
”» to offset what | believe wil be a material
- slowdown in the job market? If not, we could
:: see one more soft patch with some forced
R A

Source: Bloomberg/Nanos

Regardless, today’s annoucement is categorically

11 CAS H I N ) positive news for the real estate and mortgage market
11
EEE

in Canada, and | expect we'll get more good news in
MORTGAGES 3 . 9
FSRA # 12543 December.
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2 Supply and demanad. Population growtt
Population growth

4.0%
3.5%

moderates but housing |«

. 2.5%

starts slide 1.0%
1.5%

First signs of slowing population growth ::::
0.0%

Stats Canada released the latest population estimates

& i Ol
? &0 B
earlier this month. The key takeaway is that we saw the wﬁp & <,°\° d‘ ‘,@ @,&"
X
first deceleration since Q4 2020 with growth slowing & =

from 1.3 million annually in Q2 to 1.2 million in Q3:

Alberta is still benefitting not just from strong

Population growth international migration (ie immigration) but also from
1,400,000 m—d inter-provincial flows of people leaving Ontario for
1,200,000 more affordable regions. Affordability in Alberta is still
npo— way better than Ontario and BC and is still better than
500,000 it was in 2006-2008... the only part of the country that
can boast about being more affordable than 15 years
600,000
ago
400,000
200,000 | I II Il l Net interprovincial migration
0 “ 4-quarter total, as of Q3 2024
.‘9"9.,9"’” Q“' 6" d" a'”' o’* 6" 6‘7’ é" 6" é" g
40,000
Source: Statistics Canada
30,000
Looking across provinces, Alberta continues to lead by S
a country mile while the Atlantic provinces are now s
starting to lag badly. 0
-10,000
-20,000
-30,000
AB  Atlantic QC MB SK BC ON
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Mortgage payment as share of PRE-TAX
household income

Assumptions: Composite HP| seasonally adjusted,
dual income from Labour Force Survey, 80% LTV,

N 25-yr amortization, fully discounted mortgage rate.

\ )

A BC
30%
25%
20%
15% -
10%

5%

o O O
Sl S S

o
as
">

Back to the headline numbers. The deceleration in
population growth nationally was due to a sharp
slowdown in the non-permanent resident (NPR) cohort.
International students grew by “just” 20,000 last quarter-
still a huge number but down 63% from the same
quarter last year - while growth in work permit holders
was less than half of what it was in 2023. That group saw
the smallest quarterly increase since Q2 2022:

Quarterly change in number of work permit

holders in Canada
Work permit + those with work AND study permits

200,000
150,000
100,000

50,000

-50,000

S Do DD DD A A A
ST T T ST ST S P R LR S\ A
K iV N, N N N 5. . S A P
o O oY

And all of this is BEFORE the real impact of the new
federal government measures kick in.

The NPR cohort is growing for now, and it broke through
3 MILLION for the first time on record... with 1.6 million
coming since the start of 2022:

Non-permanent residents in Canada
3,000,000 -
BEE  Asylum claimants
2,500,000 |
Work AND
study permit
2,000,000
Study permit
1,500,000
1,000,000
Work permit
500,000
0

That puts the NPR cohort at 7.2% of the total population,
making it an even more daunting task for the feds to
return this to the 5% target within 3 years. Still, the Feds

seem committed to trying:

Non-permanent residents as % of total

Canadian population
8.0%

7.0%
6.0%
5.0%
4.0%
3.0%
2.0%
1.0%

0.0%
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And why wouldn’t they? Polls continue to show huge support for a reduction in immigration, including a Nanos
report” earlier this month that put that share at 64%... a dramatic change from just 34% in Q1 of last year:

Number of immigrants Canada should accept

M Accept more M Accept about thesame = Accept fewer W Unsure

Meanwhile, similar and concerning finding from Abacus Data’:

@ On balance, do you think the level of immigration in Canada is making the country bester off, worse off, or neither better or worse off?

53% of Canadians feel that the level of immigration is negatively impacting the country, up
10 points since November 2023, and 17 points since July 2023.

Diff. vs.

Nov. Jub. o,

2023 2023

Much betzer off l 3% | 18% 6% 6% -3
Much better

Mosdy better off 19% 23% -4

Neither better nor worse H |z4z 27% 29% -3

Mosdy worse off -23,; Il 53% 21% 19% +2
Much worse

Don't know 6% 6% 6% NC

Base n = 1915 2l

2 https://nanos.co/wp-content/uploads/2024/09/2024-2670-CTV-Aug-Populated-report.pdf
2 https://abacusdata.ca/1-in-2-canadians-say-immigration-is-harming-the-nation/
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@ Next year, Canada is planning to welcome around 300,000 new immigrants to Canada. Do you think this number is too high, about right, or too low!

72% of Canadians feel that the projected number of new immigrants to the country is too
high, marking a 5-point increase compared to November 2023

Nov. Jul. "'::‘
013 2013 5,

v DN | N
Too high

4+

) o ety T 2%

About right 19% 23% 28% -4

Too low IZ‘% 2% 3% -NC
e e |"" 0% 1% +1
Sl 6% 7% 7% -1

Base n = 1915, ol

The takeaway: Canada’s popluation growth has turned a corner and will decelerate sharply from here as

the non-permanent cohort goes from a +800,000 annual tailwind to a headwind of some sort

over the next couple years.

The looming issue along the way is what to do with the inevitable anger from folks who came here in good
faith after being promised a path to permanent residency, in some cases by self-serving marketers/recruiters.

As a reminder, the NPR cohort skews heavily towards men, enough so that it’s kinked the population
pyramid to the tune of +270,000 more men than women in the 20-29 year old cohort as of 2024. That’s a lot
of potentially very angry young men... a conundrum (some might say a national security issue) that no
one wants to acknowledge yet.

Canadian population aged 20-29 by gender

2010

v & & & &K &FHF &S S
5  S

mWomen = Men
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3,

It should also be said that there are rumors swirling

in Ottawa that the government is seriously looking
at a reduction in the PERMANENT resident targets,
currently set at 485,000 for 2024. Trudeau is set to
make a major annoucement tomorrow. Could this
be it?

Condo segment weighs on starts

Housing starts came in a tad soft in September at 224k
annualized vs 238k expected. Still that’s a 5.0% increase
off of the downwardly-revised August numbers (213k vs

217k originally reported).

What's interesting is the y/y trends by segment. Overall
starts were down 18% compared to last September led

by a 30% drop in condo starts and a 21% decline in

rentals.

This was driven by Toronto where condo starts collapsed
by 67% y/y, which should not be a surprise to readers of
this publication. Expect this to continue for some time

as we have a long way to go to realign condo starts with

preconstruction sales:

Toronto new home sales vs condo starts
12-month rolling
40,000
35,000 \
30,000 |
| Condo starts,
25,000 / \ }1 lagged 18 mos
20,000 , ( , * f
15,000 \/
10,000
New condo
5,000 " 5 i . . & & & & sales
5 “ 2 5 “ 3 <V <V <V
S P P P P P R AN
Source: BILD, CMHC

This slowdown in condo activity will ultimately lead to
a dramatic shortage come 2028 or so, but | fear we have
some pain to wade through for the condo market

between no and then.

Condo completions

Greater Toronto Area
45,000

40,000
35,000
30,000
25,000
20,000

15,000
10,000
5,000
0

W NSNS

With completions now significantly outpacing

starts, we've seen the number of dwellings under

construction across the country fall by 2% over

the past 4 months. That may not sound like much,

but you have to go back to 2016 for the last time

construction activity slowed this quickly, and

there’s no reason to think it will find a floor any

time soon. And with that, we should expect

construction payrolls to start printing y/y declines

in the next few months.
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Toronto single-family MOI

September
5.0

4.5
4.0

2.5

3.5
3.0
2.0
1.5
1.0
0.0
& S A A N R

Annual Change in Average Asking Rent
All Property Types, Canada

15.0%
2
10.0% -
=%
5.0% 5y
(3 |
0.0%
-5.0%
-10.0%
-15.0%
8822233399399 933933933333
> o - cC = O C = O C = O
$3885835353553858883835838583

Source: Urbanation Inc, Rentals.ca Network

Rental market cooling

A report last week from Rentals.ca* added support to
my view that rent growth is indeed slowing sharply,
notwithstanding that its not yet being reflected in
official CPI data.

The authors note that asking rents have now flatlined
since late 2023, and annual growth has fallen to just
2.1%:

That headline number masks sharp regional variations
across the country, with annual gains well into the
double digits on the prairies and steep declines in

Toronto and Vancouver:

Average Asking Rent
All Property Types, Canada
$2,300
$2,200 $2,193
(Sep-24)
$2,100
$2,000
$1,900
$1,800
$1.837
$1,700 (Se0.19) o ;;'731
) ( P' 1)
$1,600 (Sep-20)
“'mggﬁﬁﬁ855"&&2&&223&’;33
$835388358835382835882853
$538238823:888338853
Source: Urbanation Inc, Rentals.ca Network

Annual Change in Average Asking Rent for the Largest Markets
Purpose-built and Condo Rental Apartments: Sep 2024

X
Q
o
e

X
©
o
e
[l -1
&N o~
&
5 @
(o]
Vancouver Toronto Ottawa Calgary Montreal Edmonton

Source: Urbanation Inc, Rentals.ca Network

2 https://rentals.ca/national-rent-report
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Annual Change in Average Asking Rent by Province
Purpose-built and Condo Rental Apartments: September 2024

BC 3.2% . Avg. = 3.9%

AB 10.3%

SK 23.5%

MB

ON

QC 0.1%|

NS

12.3%

Source: Urbanation Inc, Rentals.ca Network

Purpose-built rental units under construction
Census Metropolitan Areas

160,000
140,000
120,000
100,000
80,000
60,000
40,000

20,000

| see 4 reasons why rents are softening faster than most

would have expected, and why it should continue:

i) Surging new completions

We've now had 81,000 purpose-built rental
completions in the past year, a record by a wide
margin. On top of that was another 60,000 condo
completions, with roughly half of those entering the

long-term rental pool.

In spite of that surge in completions, we still have
140,000 rental units in the construction pipeline with

more added every month:

?p G » O “ N
Y Y v
N > '\9°° A > WD D

Purpose-built rental completions
Census Metropolitan Areas, 12-mo rolling

ii) Slowing non-permanent resident growth
We don't have to overthink this: The incredibly tight

rental market of the past few years is directly

related to Canada’s absurd “laissez faire” approach to
temporary resident admissions. That’s now changing
in a big way. New rules around temporary workers
and international students are set to hammer the
growth in that cohort, which has accounted for
roughly 2/3 of total population growth over the past

2 years.

iii) Abundance of rental listings

Shown below is the trend in rental listings on the MLS
systems in the “ITSO” boards, a collection of a dozen
or so real estate boards in southern Ontario outside
of Toronto. You can see that monthly new rental
listings surged right as interest rate hikes started and
the current housing downturn took hold. Active

rental listings have tripled relative to 2022 levels.
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2580 Toronto condos listed for rent on MLS
4-quarter rolling total
New Listings 140,000
2.000 4
For Lease ——
|
) 1.500 4 100,000
:
el 80,000
60,000
500
40,000
O‘h - “ A > o GSE’ . & 6'? = 20,000 - | |
- - - " - N @. 6],
f"‘P 5‘;@ f"l? )O;P 5é\"t":"-‘ ' d_;f? )é:x. . & )‘:1. : & 56“1 "?Q "9.;,"} ‘P.,?- "9.;‘9 "9.,‘0 &4\
O OO O
‘ === Number of New Listings I Source: Toronto Real Estate Board
iv) Affordability is constraining household
3.500

Active Rental Listings information

Paid rents as a share of consumption expenditures
are at record highs, which is to say that at the

national level, we've never seen this much income

Listngs

being spent on rents. | believe the challenging

affordability situation of the past couple years is now

constraining household formation, with more kids
living at home or with roommates. | can’t prove it,
but I'm hearing it anecdotally... particularly when it

comes to new college/university graduates.

Paid rents as a share of aggregate

| think these are “trapped” homeowners, many of ) _
consumption expenditures

them investors/flippers, who are trying not to sell into Q2 2020-Q2 2021 removed for scale
a soft market and are instead renting them out until 6.2%
the market recovers. -
5.8%
We see a similar dynamic in Toronto where condo :'::
rental listings have risen sharply: . 2%
5.0%
4.8%
ass CASHIN
BB 4.4%
4.2%
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As an extremely example, consider this “income generating” home listed for sale in Calgary: 13

bedrooms in 1100 square feet. The floor plan is wild:

$500,000

167 Whitaker Close NE o
Calgary, Alberta T1Y5K2

MLS® Number: A2172142

eXp Realty
= 6+7 w¢3 . 1108
Bedrooms Bathrooms Square Feet

Listing Description

This is an income-generating single-family detached home in
Whitehorn, a few minutes’ walk to the C-train station. Spread
over 1108 square feet, the main level has 6 bedrooms, a 4-

piece bathroom, a 2-piece bathroom, and a shared kitchen.
s / additional bedrooms, a 4-piece
bathroom, and a shared laundry room. (29700052)

In a market with more affordable rents, how many of these 13 renters would have formed a
separate household? It's an interesting thought.

Of course this also highlights how our booming non-permanent resident cohort is impacting the resale
market as well. After all, you may not be able to generate cash flow by renting to 1 family, but cram it full
of 13 students and you've got a money-maker.

sas CASHIN
BEE MORTGAGES
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3 Mortgage update: Originations rise in August

Mortgage demand rebounds

Mortgage originations rose 3% y/y in August, led by an uptick in variable originations which surged 85% y/y.
Still, they only accounted for 10% of total volumes last month compared to 55% for 3-4 yr fixed rate products:

Mortgage Ol'izi;\atiOﬂ volumes Origination share by mortgage type
Y’y
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Source: Bank of Canada

Intel from trusted mortgage contacts is that inquiries and pre-approvals have risen sharply in recent weeks.

| think we'll see that filter through to greater mortgage and home sale activity through the remainder of the year.

Residential mortgage growth is still stuck at just 3.5% y/y, which for reference is only HALF of the growth rate of
aggregate household disposable income. In other words, we're seeing a de-leveraging taking place in real
time as incomes rise much faster than debt levels:

Mortgage origi?ation volumes Origination share by mortgage type
yr’y
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At this point, if OSFl is still concerned about the OSFI comments on loan-to-income limits
mortgage space, they really ought to be looking instead

at credit card debt which jumped ANOTHER 0.7%
nationally last month and is growing in 3x the rate of

OSFI’s LTI limits are set to kick in on November 1.

Peter Routledge spoke at a Global Risk Institute event

earlier this month and dropped a tidbit that caught

lower-interest mortgage debt: some folks in the mortgage space a bit off guard.

Ehastavad hank cradit card losis From Rob McLister and the always-excellent
6120 $billions, seasonally adjusted Mortgagelogic.news:
$110
Routledge casually tossed another truth grenade
$100 at the event - this time regarding the LTI limit.
. “The loan-to-income test is pretty simple. It says
$80 every quarter a bank or a lender can only lend
15% of their mortgages in that quarter to
$70 , . ;
borrowers with loan-to-incomes higher than
$60 450%. That is a very effective ceiling that stops
RO G R I I I the build of risk concentration.”
Say what, now? Where did that 15% come from?
Chartered bank credit card loans When OSFI floated its LTI concept in January 2023,
20% " it proposed a “credible, industry-wide LTl volume
15% limit.” Its example of credible was limiting
10% quarterly originations so that no more than ‘20 to
5% 30 %" of mortgages (by total dollar value) could
0% exceed 4.5x (450%) of borrower income.
5%
-10%
. That's quite the change, and if implemented as
0% suggested here, it would absolutely cut the legs out
KT S, S S S O T - T s from under any future frothy, speculative booms. For
R AN N N R AN AN 4 example, in 2016-2017 and 2020-2022, the share of new
loans with LTls above 450% rose to 19% respectively.
And yet, OSFl is still tinkering. Which brings us to the How different would the housing landscape look today
following... if OSFI | had curbed the buildup in leverage during

those periods?
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With Q3 numbers in the bag, I've updated the per capita
sales chart below. The trend remains at levels last seen in
2020 and 2009 prior to that. It’s worse in Ontario, the
epicentre of the current downturn, where per capita
sales are below Financial Crisis levels even after

improving modestly in Q3:

Canada home sales per 1,000 population
Quarterly, seasonally adjusted
5.0
4.5
4.0
3.5
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e & © X O O > o D O b
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Source: Statistics Canada, CREA

New listings spike
All eyes should be on the supply side, and it’s notable
that new listings rose 4.9% m/m in September driven by

a massive 7.7% surge in Ontario. It was the second

highest September tally on record next only to 2020.

New listings- Canada
Seasonally adjusted, Mar-May 2020 removed for scale
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Source: Canadian Real Estate Association, Haver Analytics

There are two reasons to think the trend will continue

for most of the next year. The first is that we still have a
near-record supply of “homeowner” dwellings (ie not
purpose-built rentals) in the construction pipeline.
Completions are only at average levels over the past
decade which suggests that we should see a strong

flow of new supply completed over the next year:

Homeowner dwellings under construction
Census Metropolitan Areas
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Homeowner completions
12-mo rolling, Census Metropolitan Areas
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https://www.bloomberg.com/news/articles/2024-10-15/china-moves-to-tax-the-ultra-rich-for-overseas-investment-gains
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