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•	 While the focus lately has been on the potential 
implications of the rapid pace of growth in 
household credit in Canada, the reality is that 
credit growth is already starting to soften. During 
the six month period ending March 2010, overall 
household credit expanded at a slower pace than 
nominal GDP. This is the first time in more than 
seven years that GDP has outpaced credit.

•	 Mortgage outstanding is still rising at close to 
8% on a year-over-year basis, but the monthly 
pattern is currently running at the slowest pace 
seen since 2003. The reduced demand for 
mortgage credit is more notable among first 
time home buyers—a trend that is already visible 
in the brokerage channel.

•	 Lines of credit are now rising by a monthly 
pace of less than one percent, the slowest pace 
since 2007, while direct loans are no longer 
expanding.

•	 Overall growth in credit card outstanding has 
stabilized at a relatively soft rate of 0.6% (year-
over-year). This pace is unlikely to accelerate in 
the near future.

•	 The housing market is losing momentum, with 
supply estimated to have risen by 3% in the 
second quarter of the year and demand falling 
by close to 9%.

•	 Arrears have trended upward in the past 
few months but the likelihood is that the 
improvement in the labour market will offset the 
negative impact of higher interest rates. Overall 
we do not expect a significant worsening in 
defaults in the coming year. 

•	 Despite softening credit growth, the debt-to-
income ratio continued to rise in the first quarter 
of the year. Note, however, that debt interest 
payment as a share of income continued to 
trend downward.

•	 While debt is still rising faster than income, it is 
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Highlights
no longer rising faster than assets. The net worth 
position of Canadians has improved in the first 
quarter in absolute term and relative to income.

•	 We are entering the non-linear segment of the 
recovery with overall economic activity likely 
to soften notably in the coming few quarters. 
The Bank of Canada is expected to continue to 
raise interest rates in the second half of 2010. 
However, we expect the Bank to remain in neutral 
in the first half of 2011 as it assesses the impact 
of previous rate hikes and waits for the Fed to 
start its tightening cycle. Overall we expect the 
bank rate to rise to 2.5% by late 2011.

Benjamin Tal
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RESIDENTIAL MORTGAGES

The Mortgage Market

The Housing Market

Average House Price

The mortgage market is currently expanding at 7.7% on 
a year-over-year basis but a closer look at the monthly 
pattern reveals that the market is now growing by a 
monthly rate of only 0.6%. The last time the mortgage 
market grew at such tepid pace for an extended period 
was in 2003. At this point it appears that the main 
damage is in the first time home buyer front as reflected 
in a notable softening in business generated by the 
brokerage channel.

The likelihood is that the softening trend will continue 
in the coming quarters. The housing market is clearly 
in the early stages of adjustment. We estimate that 
housing supply (new listings) rose by roughly 3% in the 
second quarter of the year while demand (unit sales) 
fell by more than 9%. Not surprisingly, home prices are 
starting to respond, with the 3-month moving average 
growth decelerating rapidly in recent months. Add to 
this pattern the impact of the HST in Ontario and BC as 
well as the adjustment to the new regulations introduced 
by the Ministry of Finance and you have a sure recipe of a 
softening market. Overall we expect house prices to fall by 
5%-10% in the coming year and mortgage outstanding 
to rise by only 6% in the coming 12 months.

The arrears rate in the mortgage market is currently at 
0.44%—up from 0.25% in early 2006. From this point 
it appears that the arrears rate will be impacted by the 
opposing forces of rising interest rates and an improving 
labour market. Accordingly, we do not expect the arrears 
rate to continue to deteriorate in any significant way, but 
we also do not see a notable near-term improvement.
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Residential Mortgages

MLS ResalesMortgage Arrears

0

10

20

30

40

50

60

70

BC Alta Sask Man Ont Que Atl

Canada

Jun 08-May 09 vs Jun 09-May 10
% chg

Canada

0.10

0.20

0.30

0.40

0.50

0.60

0.70

90 94 98 02 06 10

as a % of
total portfolio

National Residential Housing Data by Province (MLS Market)
For May 2010

Dollar 
Volume Unit Sales New 

Listings
Average 

Price
Ratio of Unit Sales to 

New Listings 
seasonally adjusted ($000s) ($)

C a n a d a 1 2 ,8 1 6 ,6 3 0 3 7 ,5 7 6 7 6 ,2 0 1 3 4 1 ,0 8 6 0 .4 9

Atla n tic 3 6 3 ,0 4 4 1 ,8 5 2 3 ,7 1 5 1 9 6 ,0 2 8 0 .5 0

Qu e b e c 1 ,5 9 3 ,4 0 5 6 ,5 8 2 1 2 ,2 1 1 2 4 2 ,0 8 5 0 .5 4

On ta rio 5 ,6 6 6 ,1 1 3 1 6 ,4 1 6 3 1 ,9 4 9 3 4 5 ,1 5 8 0 .5 1

Ma n ito b a 2 4 1 ,3 0 1 1 ,1 2 0 1 ,5 5 8 2 1 5 ,4 4 7 0 .7 2

S a s ka tch e w a n 2 0 3 ,7 0 5 8 7 3 1 ,8 0 5 2 3 3 ,3 3 9 0 .4 8

Alb e rta 1 ,5 2 6 ,1 0 7 4 ,2 7 8 9 ,7 8 1 3 5 6 ,7 3 4 0 .4 4

B ritis h  C o lu m b ia 3 ,2 0 7 ,0 7 6 6 ,4 1 9 1 5 ,1 4 9 4 9 9 ,6 2 2 0 .4 2

Sourc e: C R EA
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NON-CREDIT CARD PERSONAL LOANS

Consumer Credit

Major Delinquency Rates

Delinquency Rates by Region

The signs of softening in consumer loans are even more 
visible than in the mortgage market. Lines of credit 
outstanding are now rising by only 0.5% on a month-
over-month basis—down from close to 2% in late 2009. 
At the same time direct loans are no longer expanding 
with the month-over-month rate hovering around 0%.

We are also seeing a clear upward trend in delinquencies 
on consumer loans with the delinquency rate on lines of 
credit rising close to 0.25% in the first quarter of 2010 
vs. 0.2% in mid-2008. A similar trend can be seen in the 
direct loans portfolio.

Source: Equifax Canada

Source: Equifax Canada
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CREDIT CARDS

Credit Cards Outstanding

Credit Card Loss Rate

The credit card market has soften notably during the past 
year reflecting in part some supply factors as creditors 
cut limits during the recession. Note that recent months 
have seen a diverging trend in this market with growth in 
premier cards outpacing growth in classic cards. Higher 
interest rates usually do not have a direct impact on this 
portfolio. However, given our expectations that higher 
rates will be very effective in limiting consumer growth in 
the coming 12 months, we expect a relatively soft credit 
card market in the coming quarters.

Delinquency rates and bad debt have risen notably over 
the past year, alongside the unemployment rate. Given the 
sensitivity of this portfolio to development in the labour 
market, our call for a relatively stable unemployment rate 
in the coming quarters suggests that we are very close to 
the peak in the credit card delinquency cycle. 

Source: Equifax Canada
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HOUSEHOLD DEBT AND ASSETS

Household Credit

Interest Payments

Debt To Asset Ratio Net Worth To Disposable Income Ratio

During the first quarter of the year, debt continued to 
outpace income with total credit outstanding rising by 
close to 2% while income rose by 0.5%. As a result 
the debt-to-income ratio rose to a new record high of 
145%.

Note that debt interest payments now account for 7.45% 
of disposable income—the lowest debt service ratio since 
mid-2006.

While debt is still rising faster than income, it is no longer 
rising faster than assets. The net worth position of 
Canadians has improved in the first quarter of absolute 
term and relative to income.
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Consumer Debt Figures and Ratios

Consumer 
Credit 

Mortgage 
Credit

Total 
Household 

Debt
Pers. Disp. 

Income
Interest 

Payments
Consumer 

Credit
Mortgage 

Credit
Total Pers. 

Debt
Interest 

Payments

($Mill) ($Mill) ($Mill) ($Mill) ($Mill) (% of PDI) (% of PDI) (% of PDI) (% of PDI)

2004:1 250,889   549,272  800,161    742,684    51,804     33.78 73.96 107.74 6.98

2004:2 259,204   563,519  822,723    758,972    51,452     34.15 74.25 108.40 6.78

2004:3 267,110   577,815  844,925    766,664    50,792     34.84 75.37 110.21 6.63

2004:4 274,481   592,284  866,765    773,528    50,488     35.48 76.57 112.05 6.53

2005:1 284,421   604,891  889,312    775,592    53,556     36.67 77.99 114.66 6.91

2005:2 295,413   618,266  913,680    787,028    53,792     37.54 78.56 116.09 6.83

2005:3 304,467   633,984  938,451    801,424    54,608     37.99 79.11 117.10 6.81

2005:4 313,164   650,851  964,014    813,032    55,944     38.52 80.05 118.57 6.88

2006:1 320,242   668,031  988,273    842,600    58,600     38.01 79.28 117.29 6.95

2006:2 326,517   685,941  1,012,459 843,172    61,544     38.72 81.35 120.08 7.30

2006:3 333,642   702,381  1,036,023 857,632    65,476     38.90 81.90 120.80 7.63

2006:4 341,131   719,374  1,060,505 869,356    67,280     39.24 82.75 121.99 7.74

2007:1 349,761   738,324  1,088,085 890,240    69,008     39.29 82.94 122.22 7.75

2007:2 358,707   758,691  1,117,398 894,012    71,272     40.12 84.86 124.99 7.97

2007:3 368,365   783,474  1,151,839 907,220    72,952     40.60 86.36 126.96 8.04

2007:4 377,183   807,808  1,184,990 915,064    75,560     41.22 88.28 129.50 8.26

2008:1 384,326   832,349  1,216,675 942,932    76,480     40.76 88.27 129.03 8.11

2008:2 391,971   855,301  1,247,273 949,664    76,692     41.27 90.06 131.34 8.08

2008:3 400,704   875,131  1,275,835 947,900    75,908     42.27 92.32 134.60 8.01

2008:4 406,066   890,594  1,296,660 957,440    76,672     42.41 93.02 135.43 8.01

2009:1 413,897   906,654  1,320,552 956,908    72,196     43.25 94.75 138.00 7.54

2009:2 422,672   920,699  1,343,371 963,492    72,452     43.87 95.56 139.43 7.52

2009:3 432,088   936,153  1,368,241 967,044    72,484     44.68 96.81 141.49 7.50

2009:4 443,243   952,862  1,396,105 975,068    73,008     45.46 97.72 143.18 7.49

2010:1 452,009   971,445  1,423,454 980,488    73,008     46.10 99.08 145.18 7.45

Household Balance Sheet Data

Total 
Household 

Assets

Non-
Financial 

Assets

Financial 
Assets

Debt to 
Asset Ratio Net Worth

Net Worth to 
Disposable Income 

Ratio

($Mill) ($Mill) ($Mill) ($Mill)

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 5,561,173       2,362,842     3,198,331     0.173           4,598,328     5.929                     

2005:2 5,714,011       2,428,422     3,285,589     0.172           4,729,893     6.010                     

2005:3 5,871,976       2,471,991     3,399,985     0.172           4,861,608     6.066                     

2005:4 6,008,675       2,525,422     3,483,253     0.171           4,981,146     6.127                     

2006:1 6,190,678       2,591,377     3,599,301     0.168           5,148,182     6.110                     

2006:2 6,267,139       2,676,646     3,590,493     0.171           5,193,489     6.159                     

2006:3 6,403,506       2,740,378     3,663,128     0.171           5,306,027     6.187                     

2006:4 6,624,510       2,795,558     3,828,952     0.170           5,500,366     6.327                     

2007:1 6,757,479       2,865,115     3,892,364     0.169           5,613,456     6.306                     

2007:2 6,913,568       2,952,598     3,960,970     0.171           5,733,130     6.413                     

2007:3 7,026,245       3,008,995     4,017,250     0.173           5,813,889     6.408                     

2007:4 7,068,291       3,046,249     4,022,042     0.175           5,830,735     6.372                     

2008:1 7,104,062       3,091,397     4,012,665     0.177           5,847,440     6.201                     

2008:2 7,280,307       3,148,316     4,131,991     0.177           5,989,164     6.307                     

2008:3 7,120,023       3,206,488     3,913,535     0.186           5,798,644     6.117                     

2008:4 6,842,588       3,186,918     3,655,670     0.197           5,497,189     5.742                     

2009:1 6,789,105       3,161,008     3,628,097     0.199           5,437,015     5.682                     

2009:2 6,993,266       3,178,461     3,814,805     0.198           5,608,284     5.821                     

2009:4 7,328,024       3,266,031     4,061,993     0.196           5,894,977     6.046                     

2010:1 7,424,220       3,290,893     4,133,327     0.196           5,969,455     6.088                     
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CONSUMER BANKRUPTCIES

Personal Bankruptcies

Personal Bankruptcies

Growth in Personal Bankruptcies By Province

After rising since early 2008, consumer bankruptcies 
are now in a clear downward trend with the number of 
bankruptcies now falling by 17% on a year-over-year 
basis. The likelihood is that the number of bankruptcies 
will level off in the coming quarters as the stabilizing 
labour market will offset the negative impact of higher 
interest rates.
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ECONOMIC DRIVERS AFFECTING THE CONSUMER

GDP

Employment

Following a 6.1% (annual rate) GDP growth in the first 
quarter of the year, overall economic activity will soften 
notably in the coming quarters with second quarter 
growth projected at 3.5% followed by 2% and 1.5% for 
the third and fourth quarters of the year respectively.

The Bank of Canada is well aware that this recovery is 
going to be extremely non-linear with an array of factors 
limiting growth and inflation in the second half of the 
year and into 2011. These factors include a strong dollar, 
the end of fiscal stimulus, a significant softening in real 
estate activity in the second half of the year, a slower 
pace of economic activity in the US, and the impact of 
higher interest rates on over-extended consumers. 

In fact, our consumer capability index is at a 15-year low 
and we estimate that consumers are now 40% more 
sensitive to higher rates compared to the last times the 
Bank of Canada raised interest rates. This environment 
is consistent with a gradual approach towards removing 
liquidity from the market with the Bank rate likely to rise 
to only 2.5% by the end of 2011.
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