


Renewals rise again;
Down payments drop

July 2022

As inflation continues to be an uphill battle, there continues to be increases in
the Bank of Canada’s overnight rate in turn. The June 1st announcement
brought the overnight rate to 1.5%. Up from 1.0%. Today, July 13th, we saw the
overnight rate increase by the most aggressive number yet: 100 bps. Bringing
the rate to 2.5%.

These actions lead many potential homebuyers to wonder a) whether there is
any impact happening as a result, and b) what home affordability looks like in
Canada presently. Alternatively, it is leading current homeowners racing to
secure low rates for their mortgage renewals, as seen by the largest peak in
renewal apps since January 2021.

Read on to learn about the mortgage industry trajectory and get your answers
to these burning questions now.



KEY
TAKEAWAYS

The housing market continues to show signs of
cooling down through decreasing median purchase
prices with Ontario dropping from $701,000 to
$650,000.

Renewals were at their highest levels in June 2022
(36.11%) since January 2021. Showing that more
people seeked to secure their low rate before more
rate hikes happen.

A significant switch happened in Quebec in June
2022, where users who were ‘just looking' came in at
53% up almost 10% compared just a month ago. This
shows hesitancy as a result of rate increases and
affordability.

Even with ongoing rate hikes, we see that variable
mortgage payments are still lower than their fixed
rate counterparts.
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A. Volatility

Number of lowest rate changes per month
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Fig. 1. Number of times the lowest rates offered by nesto to its users changed per month across provinces
between December 2021 and June 2022.

Looking at rate changes from December 2021 through June 2022, it becomes clear
that the impact of rising prime rates are reflected in the rates offered to users in the
nesto database. As seen, prior to the aggressive 0.5% hike announcements that began
in March 2022, the average rate changes per month were 2; however, now they average
5-7 per month.



Volatility - by type

Number of lowest rate changes per month (fixed vs variable)
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Fig. 2. Number of times the lowest rates offered by nesto to its users changed per month across provinces
between November 2021 and June 2022 comparing fixed to variable rates.

o

Overall, the graphs show what many in the industry already know: Fixed rates are due
for continual increases, while variable rates will take a considerably longer time to get
to such high levels. Yes, both are going up, but they are not moving at the same speed.
For this reason, no matter the province you reside, variable rates are still a great option
to keep mortgage payments low.



B. Variance: Lowest rates
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Fig. 3: These graphs show the rate variance in Quebec compared to Ontario and the rest of Canada.

Now let’s talk about variance! Fixed rates continue to rise at a faster pace than variables. This gap
widened from March 2022 onwards ( >4.0% for fixed, and < 4.0% for variable) which is attributed to

the interest rate hikes from the Bank of Canada.
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Purchase
vs Renewal
vs Refinance
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Fig. 4: Trends for proportion of purchases (new mortgages) vs renewals vs refinances from January 2021 to June 2022.
We see another jump in renewals May to June 2022.

In our last report, we highlighted that while renewals were still higher than they were at the
start of 2022, they did fall slightly in May 2022 (compared to April 2022 among users..

Looking at June 2022, comparatively, we see that renewals again took the lead, and this time,

had one of the most major jumps since 2021. Renewals sat at 36.11%, up 6% from their previous
documented high in April (30.03%) of this year. This shows that people are realizing now is the
time to renew or to lock in their low rate before another rate hike takes hold.

On the new purchases front, looking at June 2022, we notice a drop in new purchases which
speaks to the housing market changing. We witnessed the largest decline among new
purchases since December 2021, with the number dropping from 58.46% to 52.11%. This speaks

to the hesitancy in the new home buyer market and concerns around affordability in light of
inflation as well as rate hikes.
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Purchase Timing Intent
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Fig. 5: Purchase intent: proportion of users “ready to buy” vs “just looking” in nesto’s mortgage process, showing
month by month from January 2020 through June 2022.

Reported last month, there was an increase of users “just looking”, sitting at 55%, and a
decrease of users “ready to buy”, sitting at 45%.

When we look at June 2022, the story around buyer caution is seemingly the same. Since
home prices are still relatively high, and mortgage interest rates are at the highest point since
pre-pandemic, it makes sense to see that ‘just looking’ continued to have a majority stake at
56% of nesto users, compared to 44% who were ‘ready to buy’.



By province

Purchase Timing Intent
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Fig. 6: Purchase timing intent proportion of users “ready to buy” vs “just looking” in nesto's mortgage process,
from January 2020 through June 2022 in Quebec and Ontario.

In Quebec, ‘ready to buy’ met in the middle with ‘just looking' in April-May 2022, but given the
current climate, it seems that potential buyers have grown more cautious than their Ontario

counterparts (who remained at the same levels monthly) and moved towards ‘just looking’
territory.
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MEDIAN PURCHASE PRICE ($)
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Fig. 7: This chart shows a continuation in the housing market cooling, with down payments dropping by $15,000.

As reported last month, we began seeing early signals of a cooling market. Instead of maintaining
an average down payment of $70,000 or increasing further, the number dropped to $65,500.

That market cooling trend has continued, as predicted. We see the median down payment total

drop further again from May 2022 to June 2022, now sitting at $50,000. That's a $15,000 decrease
in one month, and a $20,000 difference from the previous high in April 2022 of $70,000. We also

see the median purchase price drop to $496,000 from $500,000.

These numbers showcase that the rising interest rates are putting the power back into the home
buyer after a few years where sellers held it.



By province
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Fig. 8: Graph of intended purchase prices vs down payment (in dollars and percentage) from January 2021
through June 2022 in Ontario and Quebec.

As seen in the charts above, there is a decline happening in both Ontario and Quebec in
regards to the average home down payment.

In Ontario, where 20% down payment has recently been the norm, it fell to 16% for the first time
since 2021. Additionally, median purchase price took a fall in Ontario, sitting at $650,000, and
entering the $600K territory for the first time in 4 months. In Quebec, while the median
purchase price increased, it still stayed below the $400,000 high of March 2022 and we see the
median down payment drop from 14% to 10%, the lowest since January 2022.






What does home affordability look
like in Canada in 20222
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Fig. 9: The graph above shows the Income-to-Mortgage amount for submitted applications among nesto’s database.

As can be seen from the above, since 2020, there have been undeniable peaks in the
income-to-mortgage ratio across key provinces. In the case of Quebec and ‘other provinces’,
the ratio levels came extremely close to the suggested 30-32% range (whereby, your
housing costs shouldn’t be more than 30-32% of your gross annual income).

Our prediction is that with the signals of a cooling market, these numbers will drop and
level out for the homebuyer.
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Fig.10: The heat map above shows affordable areas across Ontario (income: mortgage ratios between 10% - lighter and
100% - darker)

In Ontario, affordable areas continue to be outside the Greater Toronto Area and Greater

Toronto and Hamilton Area, in pockets like Southern and Northern Ontario, and east of
Prince Edward.
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Fig. 11: As house prices rose, average incomes largely remained unchanged and overall declined during the period in ON,
despite rising overall debt levels (TDS).

As seen in the chart above, it becomes quite evident that we are in an inflationary period
which has created impacts on the market overall. While purchase prices are increasing,
these changes are not in line with the income levels. The result is higher purchase prices,
but not higher incomes.
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Fig.12: Regional income-to-mortgage from 2020 to June 2022.

For new purchases, submitted since July 2020, we have seen a steady but sure
increase in home prices, with a decline in income to mortgage. Along with declining
incomes we see a steady increase in debt service ratios.

Between the provinces, the changes are more stark, with debt service ratios
increasing by approximately 28% to Jun 2022 in Quebec, but by more than 60% in
Ontario over the same period.



What is the trend in urbanity of
new/purchase applications since
the height of the pandemic?
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Fig.13: Number of apps from March 2020 to June 2022 with location focus.

In the beginning of the pandemic there was a noticeable favor for Rural and
Suburban, which made sense, as people were adjusting to remote work and
wanting to move away from crowded areas.

However, lately we are seeing Rural dropping in favor of Urban and Urban Fringe.
Seen in June 2022, just 31.2% of nesto apps were for suburban areas; whereas, urban

took the lead sitting at 43.75% of nesto apps.

This could signal a readjustment to life and a return to past preferences.



METHODOLOGY

The data used for this study comes from nesto’s online
application and is solely based on the experience of
nesto.ca customers/users, not the national market as a
whole.

Data is collected from thousands of monthly users
declaring their intent or completing online
applications across Canada. The data is anonymized
and aggregated for analysis.

Data presented within our Rate volatility and variances

report refer to nesto’s “best rate” at any given moment.

nesto’s best rate comes from any one of our many
lending partners at any given moment.

Author: Chase Belair,
Co-Founder and Principal Broker at nesto

For press and research-related requests,
email us at alivia@nesto.ca.
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