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Introduction 
 
To the Standing Committee on Finance, 
 
We eagerly participate in this process to review the recent Mortgage 
qualification changes enacted by CMHC and the Federal government. 
 
We were concerned by the lack of consultation from the government prior to 
the implementation of new regulations which critically impact our housing 
industry; one of the pillars to the Canadian economy. 
 
As a national mortgage broker company representing 2500 professionals and 
assisting over 45,000 Canadians each year, it is fair to say that our 
organization, VERICO Canada, has an informed perspective on this matter. 
 
We will list below the various impacts and unintended consequences of the 
regulations enacted over the past two years and will conclude this letter with 
our recommendations for your consideration. 
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Impact on Consumers  
 
We will begin with summarizing immediate and future impact Canadians will 
face. 
 

The cumulative result of this suite of changes 
is that home owners will have less choice and 
will pay more for less. 

 
These regulations cripple the ability for non-bank lenders to fund mortgages 
competitively and the outcome is that Canadians will have no choice but to 
acquire their mortgage loan from the big banks. 
 
The brunt of the challenges will be faced by First Time Home Buyers and 
families with less than 20% downpayment or equity.  However, these wide 
sweeping changes will have knock on effects on all sectors of the population 
and on the Canadian economy at a time when growth is less than robust. 
 
First, the mortgage stress test announced on Oct 4th, effectively reduces 
buying power of the middle class by 20%; and not just for those with less than 
20% downpayment.  The mortgage stress test also applies to those with a 20% 
or higher downpayment when they apply with a non-bank lender due to the 
portfolio insurance requirements. 
 
Because the application of this stress test reduces the loan amount an 
applicant can qualify for, the natural result is for consumers to move towards 
the traditional big bank. 
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We will discuss the impact on non-bank lenders in greater detail in the 
following pages, however, we can briefly inject at this point that the non-banks 
will suffer from multiple fronts and the resulting removal of competition is never 
in the interest of consumers. 
 
Secondly, home owners who wish to refinance or port/move their mortgage will 
now experience difficulty staying with their existing non-bank lender. 
 
Rather than simply porting/moving their mortgage, consumers with non-bank 
lenders will now face thousands in penalty charges if they need to break their 
mortgage due to a move.  
 
Third, consumers will pay more.  Both due to CMHC insurance premium 
increases which were announced effective March 17, 2017 and due to raising 
interest rates. 
 
As you know, a number of factors impact interest rates including, but not 
limited to, bond yields, the cost of funding for lenders, market conditions and 
competition. 
 
The latest round of rate increases, about 25bps, were the result of these 
regulation changes compounded by an uncertain Trump administration and 
increased bond yields. There is also clear indication in the market place that 
mortgage rates will continue to rise to meet the escalating costs for mortgage 
providers due to the material changes imposed recently. 
 
Twenty five bps amounts to approximately an additional $10,400.00 for each 
home owner over the life of their mortgage. 
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The fourth immediate impact for consumers is that they will see an erosion in 
the home equity they have already built. 
 
For most Canadians, their home is their most valuable asset.  Boomers in 
particular will be affected because of their shorter distance to retirement and 
the increasing necessity to fund retirements with home equity. 
 
The unforeseen impact of these regulations is the artificial depression of the 
housing market.  Higher rates typically cause a halt in housing sale activity and 
slower activity means a reduction in sale prices. 
 
For those who can ride out the market, it’s simply a waiting game, but for 
boomers who need to fund retirements or families who need to access equity, 
a depression in home prices has serious consequences.  
 

In Summary, Consumers will: 
 

• have reduced choice when they shop for a mortgage 

• have up to 20% less buying power due to the stress test  

• experience difficulty buying their first home 

• experience difficulty refinancing their home 

• experience penalty payments if they have to break a mortgage 

because they can no longer port their mortgage to another property 

• experience erosion in the equity they have built into their homes due 

to market downturn 

• pay more for their mortgage 

• pay more for Mortgage Insurance due to the rate hike announced by 

CMHC effective March 17, 2017. 
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Economic Impact & Market Specific Tactics 
 
Home ownership is good for families and the economy when individuals 
responsibly manage their mortgage debt and ensure they are not over 
extended.  
 
We recognize and agree with the spirit in which this suite of regulations was 
implemented, however, in this section, we will discuss ramifications to the 
economy.  
 
Bank of Canada Chair, Stephen Poloz, has stated that he does not intend to 
raise rates until 2018 at the earliest and would not rule out the possibility of a 
rate cut. 
 
This points to the fact that the Canadian economy is not growing at our annual 
goal of 2%.  With housing being the top industry in 7 out of 10 provinces, we do 
not believe it to be prudent to put the brakes on an industry which is currently 
propping up the economy. 
 
Will Dunning, Mortgage Professional Canada’s Economist, forecasts that we 
will see a reduction of 6 - 10% in housing market activity based on the changes 
enacted. 
 
Secondly, the suite of regulations hint at a concern over a housing crash. 
 
We recognize the high ratio of income vs. mortgage debt of Canadians but the 
reason we have thus far been able to avoid the crisis as seen in the US in 2008 
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is due to the sound fiscal policy already in place and the government’s 
commitment to sustain job growth. 
The loss of jobs is the number one reason why mortgage default occurs. 
 
These regulation changes will negatively impact the economy in such a way 
that it will potentially cause the loss of jobs and increase defaults which the 
regulations were trying to prevent in the first place therefore making it a self-
fulfilling prophecy. 
 
Third, we wish to point out that if increasing affordability is the goal of the 
government, then the current suite of regulations will not curtail home prices in 
the long run. 
 
Artificially bursting the bubble will deflate prices but the only long term solution 
to affordability is to increase supply.   
 
Bearing in mind that the previously hot Vancouver and Toronto markets are 
now both holding steady with slight price decreases. 
 
In addition, these federal rules, seemingly created to address Vancouver and 
Toronto but implemented nationally, will also cause a deflation in smaller 
communities and cities facing less than rosy economic conditions; places 
where a prolong deflation in home price would be a detriment to the regional 
economy.    
 

Economic Impact in summary: 
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• Our industry agrees that the government’s reasons behind the 

regulation changes are good, but the result will cause unintended 

consequences 

• Canada already has a sound home financing system with prudent 

rules.  The suite of regulations do not solve a problem that doesn’t 

exist 

• Economy will face uncertainty because rates have already gone up 

25bps so far due to increasing bond yields stemming from the US 

election 

• Housing market activity could be reduced by 6 – 10%  

• Real estate is the top industry in 7 out of 10 provinces and with an 

estimated 8% drop in activity due to the new regulations, how many 

bruises can the Canadian economy sustain? 
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An Uneven Playing Field & Less Choice 
 
In this section, we will discuss how VERICO’s lending partners will be impacted 
and implications for the consumer. 
 
Canadian mortgage consumers are served by the traditional big 5 banks and 
non-bank lenders.  Non-banks consist of Monolines and Credit Unions. 
 
VERICO mortgage brokers work with banks and credit unions but we also have 
strong partnerships with a number of Monolines that provide competitive 
products and full service to clients. 
 
Suffice to say that the suite of regulations, when considered as a whole, 
severely impedes the ability for Monolines to compete against the big 5 banks 
and provide competitive products to the detriment of Canadian consumers. 
 
The immediate impact facing non-bank lenders is that they will have to apply 
the Mortgage stress test to not only those with less than 20% downpayment 
but also those with over 20% downpayment. 
 
In addition, those with over 20% downpayment will be presented with higher 
rates than those with less than 20% downpayment due to the increased 
operating costs of funding non-insurable mortgages. 
 
Furthermore, existing clients of non-bank lenders will face challenges when 
their mortgage comes up for renewal or if they need to move during a 
mortgage term. 
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The suite of regulations will force a number of existing clients to leave their 
lender because 1) non-bank lenders are no longer able to service the loan 
because clients no longer qualify under new regulations or 2) must offer higher 
rates to account for higher costs of lending resulting from the tightening of 
regulations. 
 
This group of consumers will be left with little choice than to go to the big 5 
banks. 
 
Regionally, Vancouver and Toronto consumers will also be left with no 
competition in lending suppliers because non-bank lenders can no longer fund 
properties over $1 million competitively. 
 
In addition, due to changes from OSFI to include geography as part of the 
lending equation, non-bank lenders will, again, not be able to lend at 
competitive rates to those living in smaller or rural communities where there is 
higher rates of unemployment and delinquency. 
 
Finally, from a business operations perspective, the suite of regulations has 
squeezed the business margins for non-bank lenders significantly; both as a 
result of client loss and the increase to fund a mortgage. 
 

Impact for Monolines in summary:  
 

• Non-bank lenders will face an uneven playing field where Big banks 

can operate outside of the suite of regulations 

• Non-bank lenders face not only increasing cost of doing business but 

also inability to serve certain populations of Canadians  

• experience shrinkage of client base and market share 
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• no longer be viable competition for the big banks 

• no longer be able to work with clients who need to refinance 

• no longer be able to work with clients who need to port their 

mortgage because they are moving to another property 

• essentially be excluded from doing business in Vancouver and 

Toronto because they cannot fund mortgages where the property 

valued at over $1 Million  

• essentially be excluded from smaller regions in Canada where there 

is economic weakness and higher rates of unemployment because 

they have to lend at higher rates 

• source other or additional capital for loans that no longer qualify for 

portfolio insurance (which would include all conventional mortgages 

with over 20% downpayment, refinances, etc.) 

• face tighter margins because the cost of funding non-insured 

portfolios will increase while opportunities to grow market share will 

decrease   
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Impact on Mortgage Brokering Industry 
 
VERICO’s network of mortgage brokers are able to serve over 45,000 clients 
each year because we have access to a multitude of lenders and products. 
 
We serve as advisors to help Canadians get the most out of their mortgages 
and also as a conduit to competitive products during their shopping process. 
 
As these lenders and products become unviable, it becomes increasing difficult 
to provide competitive options to our clients.  Compounded by already lack 
luster forecasts in the housing market, and expected further erosion of the 
market by this suite of regulations, VERICO is expecting challenges for the 
mortgage broker channel and for the livelihoods of individual brokers operating 
small businesses. 
 
While supporting consumer choice is the top of our priority, we can’t help but 
be concerned for the thousands of individual mortgage brokers, underwriters 
and Monoline employees that will be negatively impacted by this suite of 
regulations. 
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In conclusion 
 
Each regulation that has been enacted to halt this current housing market has 
not only done a disservice to consumers but also puts the big bank at a 
competitive advantage over smaller non-bank lenders.   
 
From the immediate challenges that will face current home owners to long term 
erosion in their equity and general negative pressure on the housing market, 
the impact of this suite of regulations are significant. 
 
Secondarily, the changes put the big 5 banks at a marked advantage because 
they are in a prime position to increase in their market share of the Mortgage 
market and increase their profits at the expense of Canadians. 
 
Finally, the inability for non-bank lenders to operate their businesses 
competitively exacerbates the lack of choice for consumers. 
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Recommendations 
 
VERICO recommends the following: 
 

- Further consultation with key stakeholders in the industry. 

- Revision to the rules surrounding portfolio insurance to include 

refinances. 

- Further study on the economic impact to the Canadian economy. 
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Company Information 
 
VERICO is Canada’s premiere network of mortgage brokers.  VERICO was 
founded in 2005 and the company exploded in growth; quickly earning a 
reputation for integrity and business excellence. 
 
By 2010, VERICO reached $10 billion in collective mortgage loan volume, a 
number that rivaled the mortgage business of the big 5 banks in Canada. 
 
Today, VERICO originates over $16 billion by helping 45,000+ families 
annually with their mortgage needs. 
 
VERICO was named Best Broker Network of the Year in 2009, 2013, 2014 and 
2016.  
 
www.verico.ca 
 

http://www.verico.ca/
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