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Posthaste: Why the Bank of Canada pause won't 
save the housing market this time 
 

No real recovery until the Bank cuts rates, say economists 
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Home sales fell 4.1 per cent in August, the second monthly decline in a row and the fastest drop since the 
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Canada’s housing correction is back. 

Home sales fell 4.1 per cent in August, we learned late last week — the second monthly 
decline in a row and the fastest drop since the Bank of Canada started raising interest 
rates in 2022, says Desjardins. 

This spring when the central bank first paused rate increases the housing market 
sprang back to life with a vigour that surprised economists. 

Two more rate hikes in June and July put a damper on that rally, but this month the 
Bank paused again. Can we expect to see another bounce in the housing market? 

Don’t count on it, says BMO senior economist Robert Kavcic, because this time “the 
headwinds are stiffer than they were the last time the Bank of Canada stepped aside.” 

“The Bank of Canada’s September 6th pause will help market psychology, and we 
wouldn’t fully write off this market given underlying demographic demand, but there 
are a few reasons why this pause might not provide the same burst it did in the spring,” 
he wrote in note. 

For one thing, sellers are coming back to the market, something that was missing in the 
spring. 

In March new listings were the lowest since 2003, because “homeowners didn’t want to, 
or have to, sell into a down market,” said Kavcic. 

Now new listings are surging back to historic norms, up 5.5 per cent in August from last 
year, and there’s a record number of homes under construction that will make their way 
onto the market, he said. 

Pressure to sell will also mount as more mortgages come up for renewal. In its financial 
system review earlier this year, the Bank of Canada highlighted concerns about the 
ability of households to service their debt when mortgages are renewed at much higher 
rates, with some facing payment increases of up to 40 per cent. 

And this time there is no mortgage rate relief on the horizon, said Kavcic. 

In the spring, the market expected a recession and was pricing in rate cuts in the 
second half of 2023. As bond yields dropped, shorter-term fixed-mortgage rates fell 
below 5 per cent. 



Now yields are high and the Bank’s hawkish hold in September is keeping the market 
from rallying, leaving the lowest available mortgage rate today about 100 basis points 
higher than the lowest in the spring, he said. 

Then there is the economy. 

The job market has weakened in recent months with the unemployment rate up 0.6 
percentage points from last year’s lows and job vacancies down 230,000 from a year 
ago. 

“This is not yet a ‘soft’ job market by any means, and wage growth is still sturdy, but 
there might be a little fraying around the edges,” said Kavcic. 

Oxford Economics believes the housing correction will extend into 2024 as the 
economy falls into recession. 

“Mounting job losses and increased income insecurity will combine with higher 
mortgage rates to weaken demand for housing and likely lead to a greater number of 
stressed home sales,” said Oxford economist Tony Stillo. 

The average home price (seasonally adjusted) fell 2.3 per cent in August from the 
month before, and has now fallen 5.2 per cent over the past three months, erasing 
much of the spring rebound, he said. 

Oxford expects home prices will fall another 5 to 10 per cent by the middle of next year, 
taking the overall decline from the market’s 2022 peak to between 20 and 25 per cent. 

RBC economists also expect cooling to last through the fall as higher interest rates, 
affordability challenges and a “looming recession” throw up obstacles. 

“Any material acceleration in the recovery will have to wait until interest rates come 
down in 2024,” said RBC assistant chief economist Robert Hogue. 

 


