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Highlights

The household credit market is starting to reflect
developments in the real economy. While on a
year-over-year basis the growth numbers are still
impressive, the monthly figures clearly suggest
that we are at the early stages of a softening trend
in the pace of growth in overall household credit
in Canada.

Interestingly, when adjusted for inflation, credit
growth during this cycle was not as strong as in
previous cycles. This means that the upcoming
softening in the pace of household borrowing in
the coming 6-12 months will not be as dramatic
as in the past.

The mortgage market is still expanding by an
impressive 13.4% on a year-over-year basis. This
pace of growth is unsustainable. There are clear
signs that the housing market in Canada is leveling
off. In fact, it is very reasonable to expect that in
Western Canada prices will continue to fall in the
coming six months—simply a correction of the
overshooting seen in the past year or so. Along
with the recent federal government decision to
limit growth in extended amortization mortgages
and the overall slowing in economic activity, this
suggests that the mortgage market will slow
notably in the coming year—probably to around
5-6% growth.

There are also early signs that the pace of growth
in non-mortgage consumer credit is slowing.
Overall consumer credit is now expanding by just
over 10% on a year-over-year basis. Look for this
figure to trend lower in the coming six months.

During the first quarter of 2008, overall household
debt rose by almost 3% while personal disposable
income rose by 2%. This led to an increase in the
debt-to-income ratio during the quarter. Over
the past year, the debt-to-income ratio rose from
122% to 130%.

With the recent correction in the stock market
and a slowing housing market, Canadians are
seeing their net wealth position shrinking. Debt
is now rising faster than assets. The debt-to-asset
ratio rose in the first quarter of 2008 to just under
18%—the highest level since early 2003. As well,
net worth as a share of disposable income fell
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by more than 3% during the six months ending
March 2008—bringing it back to the level seen in
mid-2006.

The cumulative number of consumer bankruptcies
rose by 3.8% during the year ending June 2008,
with Ontario and Quebec leading the pack. With
the economy slowing, look for the number of
bankruptcies to continue to rise.

Markets and policy makers in North America are
facing a major challenge. The economy is slowing
but inflation is on the rise. US real economic
growth is likely to be negative in the third quarter
of the year and in Canada, growth will be below
the 1% mark. At the same time, US inflation is
already running at 5.6% a year and in Canada,
consumer prices will rise by more than 4% by the
first quarter of 2009. The concern about inflation
is the main reason why both the Fed and the Bank
of Canada stopped easing rates and are now
adopting a neutral monetary policy.

Benjamin Tal
Senior Economist
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RESIDENTIAL MORTGAGES

Outstanding

On the surface there are no indications that the credit
crunch had impacted the mortgage market in any
significant way. Overall mortgage outstanding are still
expanding by a strong 13.4% on a year-over-year basis.
But a closer look suggests that the level of activity is
already starting to soften. On a monthly basis the rate of
growth over the past three months has averaged below
1%—the weakest performance in more than a year. We
view it as an early indication that the mortgage market in
Canada is in the early stages of slowing.

It might come as a surprise to many that the expansion
in the mortgage market over the past 5-6 years was not
as strong as we have seen in the late 1980s. Back then,
inflation adjusted mortgage outstanding peaked at 15%
year-over-year growth. Today the inflation adjusted figure
is around 10%.

With MLS activity already falling by close to 14% (y/y 3-
month moving average) and likely to fall by close to 20%
(y/y) by year end, and house prices reaching a single-digit
negative territory in the coming 6-12 months, look for
overall mortgage activity to soften notably from today’s
13.4% rate of growth to 5-6% in the coming 6-12
months. Note that the decision by the federal government
to limit growth on extended amortization mortgages will
by itself cut 1.5-2.0 percentage points from mortgage
growth in the coming year.

Arrears

The mortgage arrears rate is starting to rise. At 0.27% it
is now 3 percentage points above the record low reached
in mid-2007. Note that even at this level, the arrears rate
is still extremely low—but the direction is up.

Despite ultra expensive real estate prices in British
Columbia, the arrears rate in that province is now the
lowest in the nation. At the same time, the arrears rate
in Atlantic Canada is currently at 0.37%—the highest in
the country.
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Residential Mortgages
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National Residential Housing Data by Province (MLS Market)
For June 2008

seasonally adjusted ($000s) (&)

Canada 11.991.200 38.794 78.945 309.099 2.0
Atlantic 365,738 2,145 3.885 170,507 1.8
Quebec 1,597,290 7,398 13,997 215,908 1.9
Ontario 5.084.579 16.389 31.367 310.243 1.9
Manitoba 224,077 1,164 1,514 192,506 1.3
Saskatchewan 172.899 788 1,787 219.415 2.3
Alberta 1.802.079 4978 10.893 362.009 2.2
British Columbia 2,731,458 5,891 15,426 463,666 2.6

Source: CREA
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NON-CREDIT CARD PERSONAL LOANS

Outstanding

Overall growth in consumer credit is still strong—rising
by more than 10% during the year ending May 2008.
But on a month-to-month basis, consumer credit is now
rising by an average of 0.8 % since January 2008—notably
below the 1% seen in mid-2007. The Personal Lines of
Credit portfolio (PLCs) continues to dominate, and while
no longer rising by 30% on a year-over-year basis as it
did in 2005, this portfolio is now rising at about 17%
on a year-over-year basis. But as seen in the mortgage
portfolio, a closer look reveals that this portfolio is also
starting to slow.

Delinquencies

Delinquency rate in the PLCs portfolio remained relatively
stable in the second quarter of the year—both minor and
major delinquency rates were little changed over the past
year or so. Look for these rates to rise moderately in the
coming six to twelve months.

As well, both minor and major delinquency rates in
installment loans are now below the level seen at the
beginning of the year. Given the changing economic
environment, it is difficult to see this trend continuing. In
fact, look for this rate to start climbing in the coming six
to twelve months.
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CREDIT CARDS

Outstanding Credit Cards Outstanding

So far there are no visible signs that the slowing
economic environment is hurting growth in the credit
cards portfolio. This portfolio was able to maintain a 40 -
relatively strong growth in part due to strong marketing
incentives over the past year. Overall, we expect credit 30 A
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HOUSEHOLD DEBT AND ASSETS

During the first quarter of 2008, overall household debt
rose by almost 3%, while personal disposable income rose
by only 2%. This led to a moderate increase in the debt-
to-income ratio during the quarter. Over the past year,
the debt-to-income ratio rose from 122% to 130%.

At the same time, the debt service ratio, as measured by
debt interest payments as a share of disposable income
is still about 30 basis points higher than it was in 2006.
Note that widening credit spreads worked to offset the
declines in both prime and government bond rates. With
the Bank of Canada likely to be on hold for the next 4-6
months, interest payments will remain relatively stable.

Importantly, note that the correction in the stock market
and the levelling off in house prices are working to
hurt Canadians net wealth position. Although overall
household debt rose by almost 3% during the three
months ending March 2008, the total value of assets was
hardly changed. As a result, the debt to asset ratio was
close to 18% in March—a full percentage point above
the level seen in early 2007.

At the same time, net worth as a share of disposable
income is now on the decline. This measure has risen
strongly between 2002 and 2007, but it has been losing
ground since the third quarter of 2007. As of March
2008, the ratio was back to the level seen in mid 2006.

Debt To Asset Ratio

Household Credit

(% of personal disposable income)
90 - - 44
861 - 40
82 -
78 - - 36
74 1 - 32
70 -

66 - - 28
62+T T TTrTrTTrrTrrrTrTr T T T T 24
97 98 99 00 01 02 03 04 05 06 07 08

Mortgage Credit (L) === Consumer Credit (R)

Interest Payments

(% of personal disposable income)

5.4 - - 3.4
5.2 -
50 4 - 3.2
4.8 1 - 3.0
4.6 A V
4.4 - - 2.8
4.2 7 - 2.6
4.0 H
3.8 T T T T T T T — 2.4

00 01 02 03 04 05 06 07 08

- Mortgage Credit (L) Consumer Credit (R)

Net Worth To Disposable Income Ratio

0.180 -
0.175 -
0.170 A
0.165 -
0.160 -
0.155 -
0.150 -

0.145 T T 1 1 1 1 1
94 96 98 00 02 04 06 08

7.0 -

6.5 A

6.0 -

5.5 -

5.0 A

4.5 T T 1 1 1 1 1
94 96 98 00 02 04 06 08




CIBC WoRrLD MARKETs INC. Household Credit Analysis - August 18, 2008

Household Balance Sheet Data

HOI:;:IOld Non-Financial Financial Debt to _Asset Net Worth Dis:s;av:::?:\zzme
Assets Assets Assets Ratio Ratio
($Mill) ($Mill) ($Mill) ($Mill)

2002:1 4,611,059 1,845,680 2,765,379 0.167 3,840,207 5.596
2002:2 4,597,059 1,890,850 2,706,209 0.171 3,809,522 5.527
2002:3 4,557,559 1,916,058 2,641,501 0.176 3,756,671 5.396
2002:4 4,644,651 1,952,214 2,692,437 0.175 3,831,975 5.440
2003:1 4,647,132 1,981,698 2,665,434 0.177 3,824,683 5.344
2003:2 4,769,469 2,024,713 2,744,756 0.177 3,927,606 5.494
2003:3 4,862,334 2,064,981 2,797,353 0.176 4,004,302 5.523
2003:4 4,983,352 2,105,890 2,877,462 0.175 4,113,658 5.651
2004:1 5,114,741 2,155,715 2,959,026 0.172 4,234,325 5.701
2004:2 5,211,665 2,231,177 2,980,488 0.174 4,306,279 5.674
2004:3 5,284,601 2,263,194 3,021,407 0.175 4,357,632 5.684
2004:4 5,434,744 2,307,971 3,126,773 0.174 4,489,671 5.804
2005:1 5,550,592 2,355,800 3,194,792 0.173 4,591,139 5.898
2005:2 5,711,382 2,422,759 3,288,623 0.172 4,729,139 6.007
2005:3 5,874,933 2,465,070 3,409,863 0.172 4,863,591 6.084
2005:4 5,998,392 2,516,556 3,481,836 0.172 4,968,931 6.135
2006:1 6,174,614 2,581,878 3,592,736 0.170 5,126,476 6.103
2006:2 6,271,898 2,667,419 3,604,479 0.173 5,189,646 6.184
2006:3 6,375,184 2,731,521 3,643,663 0.173 5,270,215 6.177
2006:4 6,628,709 2,783,756 3,844,953 0.170 5,499,013 6.350
2007:1 6,763,907 2,848,227 3,915,680 0.170 5,614,316 6.335
2007:2 6,938,678 2,935,689 4,002,989 0.171 5,752,623 6.463
2007:3 7,062,595 2,996,616 4,065,979 0.173 5,842,880 6.477
2007:4 7,069,250 3,025,156 4,044,094 0.176 5,822,856 6.363
2008:1 7,112,088 3,040,714 4,071,374 0.178 5,846,490 6.259

Consumer Debt Figures and Ratios

Total

Consumer Mortgage Household Pers. Disp. Interest Consumer Mortgage Total Pers. Interest

Credit Credit Debt Income Payments Credit Credit Debt Payments

($Mill) ($Mill) ($Mill) ($Mill) ($Mill) (% of PDI) (% of PDI) (% of PDI) (% of PDI)
2002:1 208,931 466,841 675,772 686,216 52,504 30.45 68.03 98.48 7.65
2002:2 213,410 476,802 690,213 689,240 51,600 30.96 69.18 100.14 7.49
2002:3 218,190 486,099 704,289 696,156 52,536 31.34 69.83 101.17 7.55
2002:4 223,507 494,600 718,107 704,428 53,800 31.73 70.21 101.94 7.64
2003:1 227,260 504,234 731,494 715,632 53,992 31.76 70.46 102.22 7.54
2003:2 232,775 514,004 746,779 714,876 54,396 32.56 71.90 104.46 7.61
2003:3 239,435 525,179 764,614 724,996 55,824 33.03 72.44 105.46 7.70
2003:4 244,091 537,226 781,317 727,916 55,848 33.53 73.80 107.34 7.67
2004:1 250,939 549,194 800,133 742,684 55,832 33.79 73.95 107.74 7.52
2004:2 259,534 563,583 823,118 758,972 55,840 34.20 74.26 108.45 7.36
2004:3 267,168 577,867 845,034 766,664 56,252 34.85 75.37 110.22 7.34
2004:4 273,987 592,223 866,210 773,528 57,180 35.42 76.56 111.98 7.39
2005:1 281,904 604,754 886,658 778,436 57,588 36.21 77.69 113.90 7.40
2005:2 290,270 618,110 908,380 787,316 58,064 36.87 78.51 115.38 7.37
2005:3 298,694 633,674 932,368 799,364 58,980 37.37 79.27 116.64 7.38
2005:4 306,522 650,418 956,940 809,996 59,876 37.84 80.30 118.14 7.39
2006:1 313,505 667,510 981,014 840,000 61,268 37.32 79.47 116.79 7.29
2006:2 319,561 685,723 1,005,284 839,228 62,928 38.08 81.71 119.79 7.50
2006:3 326,292 702,076 1,028,368 853,196 65,076 38.24 82.29 120.53 7.63
2006:4 333,525 718,910 1,052,436 865,936 66,652 38.52 83.02 121.54 7.70
2007:1 342,378 738,713 1,081,091 886,212 67,244 38.63 83.36 121.99 7.59
2007:2 350,718 760,050 1,110,768 890,088 68,840 39.40 85.39 124.79 7.73
2007:3 360,240 784,735 1,144,974 902,088 70,844 39.93 86.99 126.92 7.85
2007:4 369,864 809,574 1,179,438 915,164 72,240 40.42 88.46 128.88 7.89
2008:1 378,134 836,117 1,214,251 934,096 73,576 40.48 89.51 129.99 7.88




CIBC WorLp MARKETs INC. Household Credit Analysis - August 18, 2008

CONSUMER BANKRUPTCIES

The cumulative number of consumer bankruptcies Personal Bankruptcies
rose by 3.8% during the year ending June 2008. Not

surprisingly, Ontario is leading the bankruptcy parade, Monthly Data y/y % chg
. 2006:01 6,234 0.7%
followed closely by Quebec. Note that even in Alberta,

; . . 2006:02 6,701 -5.6%
bankruptcies are now rising—clearly a reflection of an 5 50e.03 7.727 0.3%
economy that is losing some momentum. 2006:04 6,602 16.8%

2006:05 7,021 -5.5%
The number of bankruptcies in Ontario rose by a 2006:06 6,799 -8.2%
cumulative 6.7% during the year ending June 2008. 2006:07 5,711 -8.2%
We expect that the slowing US economy will lead to 2006:08 6,625 -4.6%
further job losses in the manufacturing sector, with some ~ 2006:09 6,571 -8.4%
negative implications for the bankruptcy picture in the 2006:10 6,947 -1.4%
province in the coming 12 months. 2006:11 6,946 ~8.4%
2006:12 5,393 -8.7%
Overall, it seems that the number of personal bankruptcies ;gg;:g; g’i;i _Z'SZO
in the coming 12 months will continue to rise, probably 2007:03 7177 _7:10/2
by 5-7% as the slowing US economy will impact overall  5007:04 6,793 > 9%
growth in Canada, especially in Ontario and Quebec. 2007:05 7.476 6.5%
2007:06 6,602 -2.9%
2007:07 6,260 9.6%
2007:08 6,814 2.9%
2007:09 6,430 -2.1%
2007:10 7,304 5.1%
2007:11 7,093 2.1%
2007:12 5,192 -3.7%
2008:01 6,525 4.0%
2008:02 7,205 12.0%
2008:03 6,736 -6.1%
2008:04 8,035 18.3%
2008:05 7,364 -1.5%
2008:06 7,013 6.2%
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ECONOMIC DRIVERS AFFECTING THE CONSUMER

The sharp drop in Canadian employment in July is a
clear indication that the Canadian economy is softening
quickly. Granted the 55,000 decline in overall employment
is probably an exaggeration of the real weakness in the
Canadian labour market, but the direction is right on.
What's more, after improving for the past six months,
the level of employment quality is now losing ground.
Note that self-employment is starting to rise very quickly.
These are, in all likelihood, “forced” self-employed that
were pushed into self-employment due to lack of other
options.

At the same time, there are clear signs that the housing
market in Canada is leveling off. In fact, it is very
reasonable to expect that in Western Canada prices
will fall in the coming six months—simply a correction
of the overshooting seen in the past year or so. Along
with the recent government’s decision to limit growth
in extended amortization mortgages and the overall
slowing economic activity, this suggests that mortgage
market will slow notably in the coming year—probably
to around 5-6% growth from today’s unsustainable 14%
(y/y) rate of growth.

This environment poses a major challenge to markets and
policy makers in North America. The economy is clearly
slowing but inflation is on the rise. US real economic
growth is likely to be negative in the third quarter of
the year and in Canada, growth will be below the 1%
mark. At the same time, US inflation is already running at
5.6% a year and in Canada, consumer prices will rise by
more than 4% by the first quarter of 2009. The concern
about inflation is the main reason why both the Fed and
the Bank of Canada stopped easing rates, and are now
adopting a neutral monetary policy. Look for both central
banks to be on hold for a while, and to start raising rates
in early 2009.
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