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On December 8, the Bank of Canada reiterated that it is likely to start raising its key 
interest rate in Q2 or Q3 of 2022. Many other central banks around the world have 
provided a comparable timeline and markets have “priced in” a number of interest 
rates hikes over the next one to two years. With interest rates expected to be moving 
higher in the coming months, the first question homeowners or homebuyers ask is…  

 

“Should I get a fixed rate mortgage to lock in low interest rates or should I get a 
variable rate mortgage whose starting interest rate is lower?” 

 

A Bit of History 
 

Multiple studies have shown that variable rate mortgages overwhelmingly “beat” 
fixed rate mortgages over time. It is important to mention these studies looked back 
on a period where mortgage/interest rates were in near-perpetual decline, naturally 
tilting the scales in favour of variable rate mortgages. That said, one expert – Moshe 
Milevsky – claims that variable mortgages are likely to win 70%+ of time going 
forward, irrespective of the long-term direction of interest rates, based on his studies.  
 

The key reason for this is that fixed rate mortgage rates anticipate interest rate 
increases so there is often a large spread between variable rate and fixed rate 
mortgages when interest rates are expected to rise. Historically, several interest rate 
hikes are often followed by economic weakness and future interest rate declines so 
“paying up” for protection against rising interest rates has actually worked best when 
interest rates are not generally expected to rise. As is the case with many things in life, 
chasing the same theme as everyone else rarely ends up working in your favour. 

 

Current Mortgage Choices 
 

Whether you are buying a new home or refinancing the mortgage on your current 
home, comparing current variable and fixed mortgage rates is a good starting point. 
According to True North Mortgage, the best variable high-ratio mortgage rate is 
0.99% while the best five-year fixed rate high-ratio mortgage rate is 2.39%. This tells 
us that the prime interest rate will need to average, not just rise, 1.4% higher over the 
next five years for a fixed rate mortgage to beat a variable rate mortgage. This interest 
rate spread is at the high end of its historical range. The Canada prime interest rate 
would need to rise ~2% over the next two years and then hold steady for variable rate 
borrowers to lose relative to five-year fixed rate borrowers. 

 

While less than 30% of homeowners/homebuyers opt for a variable rate mortgage, 
the high interest rate cost associated with locking in a fixed rate mortgage may once 
again prove to be disadvantageous considering bond markets and in turn mortgage 
rates have already “priced-in” several interest rate hikes over the next one to two years. 
 

 

 

Current Rates  & 
Data 

 

Govt of Canada 

  90 day  0.12% 

  1 year  0.66% 

  2 year  0.99% 

  5 year  1.36% 

  10 year  1.50% 

  30 year  1.81% 

  
  U.S. Treasury 

  90 day  0.05% 

  1 year  0.26% 

  2 year  0.70% 

  5 year  1.28% 

  10 year  1.50% 

  30 year  1.88% 

  
  Canada  

Prime Rate 

  2.45% 

    U.S.  
Prime Rate 

  3.25% 

    Exchange  
Rates 

  CAD/USD 0.786 

  USD/EUR 1.132 

  JPY/USD 113.4 

  

 

https://www.bankofcanada.ca/2021/12/fad-press-release-2021-12-08/
https://www.theglobeandmail.com/investing/personal-finance/household-finances/article-fixed-vs-variable-why-this-weeks-boc-rate-hike-shouldnt-change/
https://www.truenorthmortgage.ca/rates/ontario
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• The spread between Canadian five-year fixed and 
variable rate mortgages is currently 1.4%, a ten year 
high. Bond markets have priced in interest rate hikes 
of 1% in each 2022 and 2023. Canada’s economy has 
not handled interest rate hikes of this magnitude 
well since the 2008 global financial crisis. Household 
debt is now 10% higher than the post-2008 average, 
so some doubt the economy can handle it this time. 
  

• Equity markets initially reacted negatively to the 
discovery of the Omicron variant but some now see 
it as the beginning of the end of the pandemic. Early 
indications show that Omicron’s transmissibility is 
very high but its symptoms are evidently less severe 
than other variants so greater spread with limited 
illness and death could be a positive. A global fourth 
wave is now well underway but with some positivity. 

 

  

• At the end of 2020 and in early 2021, news flow was crowded with stories of considerable gains for high 
growth technology and health care stocks, as well as “meme stocks”. At that time, an unusual number of 
individual investors poured into equity markets simply due to more idle time at home because of COVID 
and ease of buying and selling stocks thanks to new trading platforms like Robinhood and Wealthsimple. 

• Since the speculative peak in February 2021, many high growth technology stocks have declined as 
investors collectively tempered their inconceivably high expectations to meet a still impressive, but not 
impressive enough, reality. While many of these high growth technology stocks are still outright 
expensive relative to megacap technology or non-technology stocks, their valuations have improved.  

• Stocks like DocuSign (DOCU), Zillow (Z) and Activision Blizzard (ATVI) have declined 35%, 54% and 37% 
year-to-date, respectively, as of December 10. All three remain leaders in their respective industries and 
their core businesses are expected to experience steady growth going forward. These brands are likely to 
be with us for a long time. It is worth noting that these stocks could continue to decline, due to a 
continuation in negative sentiment toward these stocks or as part of a broad equity market decline.  

  
 

 
 

The 56th Annual Westmount Oktoberfest Charity Pro-Am presented by Raymond James and in support of 
Lutherwood and the Waterloo Region Suicide Prevention Council was a tremendous success! This event is one of the 
oldest golf tournaments in Canada and over time has raised $1,532,000 for various charities in Waterloo Region, 
including $287,000 in five years in support of mental health organizations. Although the traditional tournament 
looked a bit different this year, the Westmount Golf & Country Club hosted a smaller match and online auction in 
October. Thanks to the generous support of Raymond James, the golfers and all of the sponsors and donors, a 
whopping $61,000 was raised for children’s mental health and suicide prevention in our community. Special thanks to 
Westmount Golf & Country Club and the numerous individuals who helped make the event a great success! 

 

 

https://www.investopedia.com/meme-stock-5206762
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Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service). 

All rates mentioned within this newsletter are as of December 10, 2021, unless otherwise stated. Rates have been sourced from Bloomberg. All 

stock information has been sourced from Market-Q. 

This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond 

James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be 

guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof.  It is for 

information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities.  RJL and its officers, directors, 
employees and their families may from time to time invest in the securities discussed in this newsletter.  This newsletter is intended for distribution 

only in those jurisdictions where RJL is registered as a dealer in securities.  Any distribution or dissemination of this newsletter in any other 

jurisdiction is strictly prohibited.  Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor 

Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian 

Investor Protection Fund. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.  Please read the 

prospectus before investing.  The indicated rates of return are the historical annual compounded total returns including changes in unit value 

and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable 

by any security holder that would have reduced returns.  Mutual funds and other securities are not insured nor guaranteed, their values change 
frequently and past performance may not be repeated.  

As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a 

personal review of an individual’s portfolio and risk tolerance. 

mailto:steelewealthmanagement@raymondjames.ca

