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Home sales set a record in 2021 by a 
20% margin.  
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1. Canadian housing has been on fire!

On a population-adjusted basis, home 
sales were 25% above long-term norms 
in Q1.  Lots of pulled-forward demand!
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Dollar volume of home sales relative to 
GDP set a record in 2021 into early 
2022...nearly 50% above prior 2016 
peak.  

Real estate sentiment had been the 
most bullish on record.  Has started to 
turn but still today remains above prior 
highs seen in 2017.
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2. Household credit is booming

Mortgage origination volumes are nearly 
double the 2016-2017 peak.

$150B increase in mortgage debt in 2020 and 
2021….double the annual growth rate from 
2015-2019

Originations relative to GDP have never been 
higher.
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3.  Debt burdens are very high
…and growing

An incredibly levered economy
heading into a tightening cycle.

Household debt-to-GDP 40 points 
above G20 avg.

Total non-financial sector (household 
+ non-financial corps + govt) debt-to-
GDP nearly 350%, 70 points above 
G20 avg.
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Not only are debt levels high, but the 
rate of growth since 2014 has dwarfed 
most other G20 countries.  

Debt service ratios of households and 
non-financial corps are elevated relative 
to peers.  High sensitivity to rising rates.
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Household debt-income ratio at all-time 
highs.

Mortgage debt growing at fastest rate 
since 2008.



info@northcove.net
8

Consumers have pivoted into variable rate 
mortgages.  They now account for nearly 
60% of new originations…

…and nearly 1/3 of all outstanding debt, up 
from 18% in 2020.

Note:  Roughly 60% of variable rate mortgages 
have fixed payments….ie automatically 
adjusted amortization to hold payments flat.
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4. Banks have loosened underwriting

Banks are regularly granting debt service 
ratio exceptions to soften or bypass the 
stress test.  

Nearly ¼ of new uninsured originations 
have DSRs in excess of 45% vs internal 
“guidelines” of 44% max.

The share of new insured buyers making 
minimum down payment has risen to 22%.

Insurance premium is added to mortgage 
which means LTV is often +98% at origination.
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Mortgage fraud has become more 
pervasive.  In April, OSFI acknowledged 
issues related to income verification.

Widely recognized within mortgage 
industry that some bank mobile mortgage
reps are much more aggressive than 
others….antics at CIBC get mentioned a 
lot!



info@northcove.net
11

5.  Housing valuations have gotten extreme

Price gains peaked at nearly 30% y/y in 
early 2022.

The annual increase in household real estate 
assets was larger than aggregate disposable 
income for the first time ever in 2021-2022.
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House prices have dramatically outpaced 
disposable incomes in Canada. 

It puts US housing bubble concerns into 
perspective…
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Real house prices have dramatically 
outpaced the US.

Affordability constraints have gotten 
extreme in Ontario and BC.  Much less so in 
Alberta.
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6.  Household balance sheets are more 
tied to real estate than ever

Real estate represents a record share of household assets.  Raises risk of balance sheet shock if 
prices decline.
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7.  Economy remains very levered to housing

Residential investment (new housing + renovations + ownership transfer costs) are nearly 10% of 
Canadian GDP vs prior cycle peaks of 7% and US peak of 6.8%.

Residential investment + household consumption have accounted for 85% of real GDP growth over 
past 5 years.
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Ownership transfer costs alone are 2.6% of 
GDP vs 1.5% in US at peak.

Transfer costs are nearly as large as all 
machinery, equipment, and R&D expenditures 
across all industries.
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Potentially massive misallocation of 
investment dollars.  Residential investment 
accounts for 42% of all gross fixed capital 
formation…on par with Spain, Ireland, Greece 
at the height of their respective bubbles.

Canada is one of the only countries to see 
R&D expenditures as a share of GDP fall since 
2000.  

8.  A massive misallocation of capital?
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9. Interest rates are now crushing affordability

Interest rates are crushing affordability.  
Monthly mortgage payments needed to buy 
the typical home in Canada have risen by 
nearly $800 in 6 months!!!!

Fixed mortgage rates are above 4% for the 
first time since 2010.
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10. Consumers are about to feel the pinch

High debt burdens and a shift towards variable 
rate debt means rising rates are hitting 
households at the quickest rate in at least 20 
years.

If Bank of Canada hikes 50bps in June and 
then holds there, debt service ratios will hit 
all-time highs by Q2 2023.
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5-year fixed rate mortgages remain the most popular…45% of all mortgage debt 
outstanding.  Borrowers renewing those mortgages today face a $100 per month increase 
in payments for every $100k originally borrowed.
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Non-prime mortgages through institutional B-
side lenders like HCG and EQB are typically 1-
year terms.  Those borrowers will be facing the 
largest increase in rates at renewal in over 20 
years. 

HCG and EQB have aggressively ramped up loan 
growth from Nov 2021 - Mar 2022 into the 
market peak.  Big exposure to southern Ontario 
where house prices have rolled over.
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11. Bank of Canada backed into a corner.
Another 50bps coming in June.

Headline CPI at 6.8% y/y….highest since 1991.

Core CPI still accelerating.  April saw the 
biggest 3-month move in seasonally adjusted 
core CPI in at least 30 years.

Inflation expectations risk becoming 
unanchored.  

Recent speech by BoC on the need to 
“maintain credibility”.
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Based on current pricing, later this year 
households will be dedicating the highest 
share of consumption expenditures to food 
and fuel since the early 1990s.

Discretionary spending set to get pinched?

In addition to rising rates, consumers are 
getting pinched by record gasoline prices and 
surging food costs.  Gasoline is now above 
$2.00/litre for the first time ever.

12. Discretionary spending at risk, but
savings will provide a buffer for now
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Real wage growth was negative 3.4% y/y in 
April.

In spite of very tight labour market, wage
growth in Canada remains anaemic…nearly a 
full percentage point below the US.
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Combination of weak confidence, higher rates, 
higher fool/fuel costs look set to pinch 
discretionary spending.  Core retail sales 
volumes (ie adjusted for prices) are running 
well above pre-pandemic trend.

Consumer confidence is under pressure and is 
now below pre-COVID levels.
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Savings rate is still elevated relative to pre-
pandemic norms but is falling fast.

One major support for consumption is the 
amount of household savings accumulated over 
the past 2 years.  Largest since early 1980s when 
measured against GDP.  Most is concentrated in 
high income households with lower propensity to 
consumer.  Will it get spent at all?
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13.  Resale market is inflecting

Home sales fell 12.6% m/m nationally in April.  
Notwithstanding the COVID downturn in 
April/May 2020, this is the steepest monthly 
decline since B20 came into effect in Jan 2018.  

Slowdown has been even more pronounced in 
Ontario.  30% decline in sales over 2 months.  
Outside of COVID lockdown in April/May 2020, 
this is the steepest slowdown since 2008.
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Relentless decline in active listings is now 
reversing

Seasonally adjusted inventory is building at 
the fastest rate in unit terms since 2010.
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Reversal has been most pronounced in 
Ontario.

Inventory is building at the fastest rate since 
at least 2005.
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First seasonally adjusted monthly decline in 
house prices since Apr 2020.
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14.  Abrupt cooling is creating 
disorderly selling in Ontario
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Appraisals are failing.  Deals are falling apart.  Buyers who purchased before selling their 
existing homes are caught short and now HAVE to sell at distressed prices.

Homes that sold in Jan/Feb but failed to close are being resold at substantial discounts, 
similar to 2017.
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Largest monthly price decline in Toronto 
since 2017.

This is causing prices to decline more than 
would otherwise be expected given how tight 
the market is.  

Months of inventory are still barely 2.  Prices 
have never declined with MOI that low.
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15.  Two areas of concern:  
Condos and cottages

Rates have risen so sharply that for buyers 
purchasing an investment condo today, headline 
cash flows are negative by over $1,000/month.  
Even with mortgage principal paydown included, 
no economic return outside of future rent 
growth or capital appreciation.  Demand could 
plummet.

Significant rental supply coming in certain 
parts of the country, both in terms of purpose 
built rentals and new condos…roughly half of 
which end up in the rental pool in major 
metros.
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Highly discretionary 
purchases, illiquid 
market prone to big 
moves in either 
direction.

Have never fared well 
during a hiking cycle.

Retracing half of the 
post-COVID bounce 
would leave prices up 
40-50% from early 2020 
but DOWN 25% from
current levels.

Can cottage country hold these prices?
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16.  What comes next?

• Distressed sales will ripple through the market until mid-summer.

• Those who don’t HAVE to sell will pull listings similar to 2009, 2016 in BC, 2017 in Toronto.

• Inventory trends during the summer will be an important indicator. If they continue to
build significantly, could signal a much deeper downturn.

• Potential difference from prior mini-downturns:
• Higher rates could create a longer tail of motivated sellers and could have a more 

significant/longer-lasting impact on demand than B20/foreign buyer bans.
• Sales will likely fall 35-50% from Q1 levels by year end.  Much larger decline than prior 

cycles.
• More supply in the construction pipeline.
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Mortgage application volumes are 
already tanking.  

Will be down 40-50% y/y by Q3.
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17.  Before you get too bearish…

The market is not without very real 
fundamentals.  Labour market is firing on all 
cylinders.  Record low unemployment rate…

…and with plenty of jobs still to fill = strong 
wage growth later this year?



info@northcove.net
40

Don’t fight the Fed(eral immigration targets)?

Record immigration with still more to come.
Feds targeting a record 432,000 new 
permanent residents in 2022.

Total population growth is rebounding 
strongly off the COVID lows.
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Still absolutely no signs of distress among 
consumers.  Insolvencies remain 40% below 
pre-COVID levels.

Credit card trust data show payment rates at all-
time highs (ie consumers still flush with cash) 
while delinquencies are at all-time lows.

Will change soon, but a long ways to go to get 
back to “normal”, let alone recessionary levels.
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Different story with business insolvencies.  
Starting to move sharply off the recent lows.

Up 33% y/y in March…driven by 146% y/y 
jump in Ontario!

Monthly filings hit the highest level since pre-
pandemic and are rising quickly.
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*Most* homeowners are well insulated from 
a housing downturn.  Homeowner equity is at 
the highest level on record.

Asset side of the balance sheet still looks 
solid.  Nearly $7 of (admittedly illiquid) assets 
backing every dollar of debt.  Highest ratio in 
20 years.


