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50 bps in 50 days!

The Bank of Canada
announces another
0.25% reduction.
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What could this mean for you?



The Bank of Canada reduces policy rate

Ouftline.
by another 0.25% (25 basis points “bps”).
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On June 24", 2024 the Bank of Canada announced another decrease in its overnight target rate. This is
the second 0.25% reduction in a span of just 50 days (“50 bps in 50 days”), bringing the overnight rate
to 4.50% and the prime rate to 6.70%.

If you currently have a mortgage, or if you are looking to purchase a home, here is what the combined
0.50% of rate drops over the past 50 days could mean for you:

If you have a variable rate mortgage with adjustable payments:

* You should see a decrease in your payment of about $30 per $ 100K of
mortgage depending on your amortization.

If you have a variable rate mortgage with static/ non-adjustable
payments:

* The interest portion of your payment will decrease and more of the
payment will go towards the principal (unless you have already hit your
trigger point).

If you have a home equity line of credit:

* Your minimum payment should decrease by about $40 per $ 100K of
HELOC balance.

If you have a fixed-rate mortgage:

* There is no immediate change, although it could positively impact your
renewal options.

If you are currently shopping for a home or have a pre-approval?

* Your buying power may have increased. If your approval rate is reduced
by 0.50%, it could increase your purchasing power by about 5.0%, all
else being equal (i.e., if you were buying for $1,000,000, it's possible
you may now qualify for approximately $1,050,000).

* What if you have a fixed rate pre-approval? As fixed rates typically
move in tandem with bond yields (which move in anticipation of a Bank
of Canada rate change), the recent rate drops by the Bank of Canada
were already priced in most fixed rates. That being said, if we see a
continued expectation of further rate reductions, expect bond yields to
gradually decrease as the rate cuts become more imminent (this will be
particularly true for shorter-term products).




What Could This Rate Drop Mean For You In The Longer Term?

Are More Rate Cuts Expected?

* The short answer? Yes, very likely. As of the time of writing, most economists & banks are projecting
another 1.00% to 1.50% of rate reductions by the end of 2025. While the timing of future rate
reductions are uncertain, if inflation continues to cool, and the economy stays in check, the Bank of
Canada can continue its march downward.

* For reference, the Bank of Canada defines an overnight rate of between 2.25% to 3.25%
as the “neutral rate” for the economy (i.e., an overnight rate that is neither expansionary nor
contractionary for the economy). Given that the current overnight rate is 4.50%, there is potentially
another 1.25%+ of rate reductions to go, to bring the overnight rate into neutral territory.

Fixed or Variable?

* As the overnight rate (and prime rate) drops, the potential attractiveness of a variable vs. fixed
rate product may grow. During May 2024, variable rate mortgages accounted for only 8% of
all mortgage originations™ *, while fixed rate mortgage terms shorter than 5 years accounted
for 80% of originations, and fixed rate mortgage terms of 5 years or more accounted for 12% of
originations. Expect the percentage of variable rate mortgages to increase as the 10-year average
is closer to 25%.

* Looking to weigh your options2 At Outline Financial, we have developed a number of analysis
tools to help quantify the pros, cons, costs, and benefits when comparing fixed vs. variable or
mortgage term options.

**Mortgage Origination Data Source: Bank of Canada - Funds advanced for new lending by chartered banks across Canada.

How Will This Impact Fixed Rates?

* As mentioned above, fixed rates are heavily influenced by government bond yields. Given that
bond yields move “in anticipation of” a potential Bank of Canada rate change, the most recent
0.25% rate reduction was already priced in most fixed-rate approvals. That being said, if we see a
continued expectation of further rate reductions, expect bond yields to gradually decrease as the
rate cuts become more imminent (this will be particularly true for shorter-term products).




Why Did the Bank of Canada Lower Rates Again?

While countless articles will be written about the July 24th Bank of Canada (BofC) rate cut, we've
included some key takeaways below, along with links to the Bank of Canada press release, monetary
policy report, as well as the opening statement from Tiff Macklem (Governor of the Bank of Canadal).

Links to the press release and opening statement:

* Bank of Canada, July 24th press release [click here]
* Opening statement: Tiff Macklem (Governor of the Bank of Canada) [click here]
* Monetary Policy Report: The Bank of Canada’s Montary Policy Report PDF and Video [click here]

Why did the Bank of Canada decide reduce rates again?

e “With broad price pressures continuing to ease and inflation expected to move closer to 2%,
Governing Council decided to reduce the policy interest rate by a further 25 basis points.”
- BofC press release

e “This decision reflects three key considerations. First, monetary policy is working to ease broad
price pressures. Second, with the economy in excess supply and slack in the labour market, the
economy has more room to grow without creating inflationary pressures. Third, as inflation gets
closer to the 2% target, the risk that inflation comes in higher than expected has to be increasingly
balanced against the risk that the economy and inflation could be weaker than expected.”

- Tiff Macklem opening statement

The Bank of Canada acknowledges further rate reduction may be on the way, but will take it one
meeting at a time:

 “Ifinflation continues to ease broadly in line with our forecast, it is reasonable to expect further cuts
in our policy interest rate...we will be taking our monetary policy decisions one at a time.”
- Tiff Macklem opening statement.

For more details about the recent Bank of
Canada rate cuts, or to discuss which rate or

product options might be right for you, please
contact a member of the Outline Financial
team as we are always on standby to help.
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https://www.bankofcanada.ca/2024/07/fad-press-release-2024-07-24/
https://www.bankofcanada.ca/2024/07/opening-statement-2024-07-24/
https://www.bankofcanada.ca/2024/07/mpr-2024-07-24/
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Bank of Canada: 2024 Rate Announcement Dates

Dates Change Publications

January 24%, 2024 No Change Interest Rate Announcement and Monetary Policy Report

March 6™ 2024 No Change Interest Rate Announcement

April 10*, 2024 No Change Interest Rate Announcement and Monetary Policy Report

June 5™ 2024 -0.25% Interest Rate Announcement

July 24*, 2024 -0.25% Interest Rate Announcement and Monetary Policy Report

September 4h 2024 TBD Interest Rate Announcement

October 234, 2024 TBD Interest Rate Announcement and Monetary Policy Report

December 11", 2024 TBD Interest Rate Announcement
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https://www.bankofcanada.ca/2024/01/fad-press-release-2024-01-24/
https://www.bankofcanada.ca/2024/01/mpr-2024-01-24/
https://www.bankofcanada.ca/2024/03/fad-press-release-2024-03-06/
https://www.bankofcanada.ca/2024/04/fad-press-release-2024-04-10/
https://www.bankofcanada.ca/2024/04/mpr-2024-04-10/
https://www.bankofcanada.ca/2024/06/fad-press-release-2024-06-05/
https://www.bankofcanada.ca/2024/07/fad-press-release-2024-07-24/
https://www.bankofcanada.ca/2024/07/mpr-2024-07-24/

ulline.

FINANCIAL

oufline. »

FINANCIAL

Outline Financial

T: (416) 536-9559
E: hello@outline.ca
W: www.outline.ca

Outline Financial is an award-winning mortgage brokerage offering direct access to rate and

product options from over 30 lenders including banks, credit unions, and mono-line lenders all in one

convenient service. The Outline team was formed by senior level bankers and financial planners that

wanted to offer their clients strategy and choice with an exceptional service experience. To learn more
about the team, please visit www.outline.ca or watch a quick video at www.outline.ca/welcome.

Outline Financial Accolades:

e 5-Star Google Rating — 500+ Reviews

¢ 2022 Global Bestin Mortgage 2022 Report

e 2021 CMP Top Canadian Mortgage Workplace

e 2021 Mortgage Brokerage of the Year — Canadian Mortgage Awards (CMA) Winner
¢ 2020 Mortgage Brokerage of the Year — Canadian Mortgage Awards (CMA) Winner
e 2019, 2021 Outstanding Customer Service Award — CMA Finalist

e 2019 Employer of Choice Award — CMA Finalist

¢ Top 75 Brokerages in Canada - 2018, 2019, 2020, 2021, 2022
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