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Inflation Is prompting the Bank of
Canada to consider rate increases

Here's why this matters for Canadian mortgage renewals

Inflation has been an overriding theme in the latter half of 2021 and into 2022. In the latest Canadian
CPI report, inflation gained 5.1% on a year-over-year basis through January. This was the first time
inflation in Canada had crossed over the 5% level since 1991. While price increases were observed
across several categories within the CPI basket, Canadians, in particular those who have a mortgage,
should be prepared to see additional inflation with respect to housing costs.
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A little inflation is a good thing. Too much inflation becomes a concern
for the Bank of Canada (BoC), which has an inflation target of between
1% and 3%. Bank of Canada Governor Tiff Macklem, has expressed as
much. In a speech on February 9, he commented, “The economy will
need higher interest rates to moderate growth in spending and bring
demand in line with supply. We also agreed that we must keep inflation
expectations well anchored. If inflation expectations become unmoored,
the costs of getting inflation back to target will be much higher. For
both of these reasons, we signalled with unusual clarity that Canadians
should expect a rising path for interest rates.”

The table is clearly set for a number of interest rate increases by the
Bank of Canada over the course of 2022 and into 2023. According to
Bloomberg data, as of February 22 market expectations are for seven
rate hikes starting in March with the BoC's overnight rate increasing
from its current 0.25% to 2% by the end of the year. Whether the BoC
follows through with what the market expects remains to be seen.
Nonetheless, we believe the overnight rate will be significantly higher
from its extremely low level over the course of 2022.

This suggests that borrowers could expect to see a similar move
higher in mortgage rates. According to Canada Mortgage Housing
Corporation (CMHC), the average five-year conventional mortgage rate
in Canada in January 2022 was 3.44%, excluding any rate discounts
(source: Statistics Canada. Table 34-10-0145-01 Canada Mortgage
and Housing Corporation). Since 1992 the conventional five-year
mortgage rate stood on average 3.2% higher than the BoC overnight
rate. Assuming the market expectations are correct for an increase of
the overnight rate by 1.75%, that would imply a five-year mortgage rate
of 5.2% by year end. (See Chart 1)
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CMHC data show that 53% of Canadian homeowners
have an existing mortgage and 29.6% of Canadians

overall have a mortgage as of the third quarter of 2021.

The average new mortgage loan value in the third
quarter of 2021 was $365,000 and the overall average
outstanding mortgage balance was $240,000.

If we assume the average mortgage balance of
$240,000 and calculate a 15-year amortization, the
difference between 3.44% and 5.2% is an additional
$38,370 in interest costs over the life of the mortgage.
(See Chart 2) As of 2019, 74% of mortgages were
fixed-rate, with the most popular term being 5-years.

In 2017 the Bank of Canada had started to raise rates
following the “insurance cuts” put in place during
the oil crash of 2014-16. Yet, different from today’s

expectations, the Bank of Canada raised rates twice

in 2017 from 0.5% to 1.0%. If we see a normal
distribution of mortgage renewals, that would suggest
20% of mortgages are set to renew in 2022; and if
market expectations are correct, they are likely to renew
at a higher rate than five years ago.

Moreover, 26% of mortgage borrowers are attached
to a variable rate. These homeowners are likely to see
a continued increase in their interest rate as the Bank
of Canada sets along its rate-normalization/inflation
fighting path.

While Canadians are spending more at the gas pump
and grocery store, they should be prepared for an
increase in their mortgage costs too.

Chart 1: Where are mortgage rates headed?

Bank of Canada overnight rate vs. conventional mortgage rate 1992-2022 (with forecasts)
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Chart 2: The difference in interest rate costs assuming $240,000 mortgage and 15-year amortization
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Philip Petursson
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Philip is an established thought leader within the wealth management

industry, having spent more than 25 years working for prominent financial
institutions in a variety of senior leadership roles. He is recognized for his
accessible approach to investment advice and regularly shares his insights in
the media, through frequent press, radio and television appearances.
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This commentary is published by |G Wealth Management. It represents the views of our Portfolio Managers and is provided as a general source of information.
Itis notintended to provide investment advice or as an endorsement of any investment.

This commentary may contain forward-looking information which reflect our or third party current expectations or forecasts of future events. Forward-looking
information is inherently subject to, among other things, risks, uncertainties and assumptions that could cause actual results to differ materially from those
expressed herein. These risks, uncertainties and assumptions include, without limitation, general economic, political and market factors, interest and foreign
exchange rates, the volatility of equity and capital markets, business competition, technological change, changes in government regulations, changes in tax
laws, unexpected judicial or regulatory proceedings and catastrophic events. Please consider these and other factors carefully and not place undue reliance

on forward-looking information. The forward-looking information contained herein is current only as of 02/28/2022. There should be no expectation that
such information will in all circumstances be updated, supplemented or revised whether as a result of new information, changing circumstances, future events
or otherwise. Trademarks including IG Wealth Management and IG Private Wealth Management are owned by IGM Financial Inc. and licensed to subsidiary
corporations. Investors Group Trust Co. Ltd. is a federally regulated trust company and the mortgagee. Mortgages are offered through I.G. Investment

Management, Ltd.* Inquiries will be referred to a Mortgage Planning Specialist (in Ontario, a Mortgage Agent, and in Quebec, New Brunswick and Nova Scotia, a
Mortgage Broker).

*In ON and NS, registered as a Mortgage Brokerage (ON 10809, NS 3000240) and a Mortgage Administrator (ON 11256, NS 3000232), in QC, registered as a
financial services firm (QC 2400376104) and in NB, registered as a Mortgage Brokerage.
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