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Credit crunch fallout raises mortgage rates

TD, BMO, Laurentian hikes linked to bailout's bond market impact

September 26, 2008
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BUSINESS REPORTER
Canadians received more proof yesterday of the global credit crunch hitting home after this country's biggest banks began hiking their residential mortgage rates in an effort to recoup higher funding costs from their customers. 

The interest rate increases follow days of forewarning by financial experts, who predicted Canadians would feel the pinch of the financial crisis through higher borrowing costs on consumer loans.

TD Canada Trust was the first of the big domestic lenders to increase mortgage rates, moving by 0.35 of a percentage point on fixed-rate loans with terms of three, four and five years. 

Effective today, TD's posted rate on its benchmark five-year closed mortgage is 7.2 per cent, while a three-year closed term rises by the same amount to 7.05 per cent. 

The bank, however, also has a "special offer" for a five-year fixed rate of 6.14 per cent. 

Meanwhile, its "closed variable interest rate mortgage" also increased by more than a third of a point, to 4.75 per cent.

"The reason it has gone up is because we've been holding on – all of the industry has been holding on – trying to not pass the cost to the customer, but we can't do it any more," said Joan Dal Bianco, vice-president of real estate secured lending for TD Canada Trust. 

Dal Bianco said all mortgages – but variable rate loans in particular – have become money losers "because of the cost of funds due to all the challenges that are going on in the world right now."

Banks are grappling with higher funding costs in the wake of last year's subprime mortgage market meltdown in the United States. With the ensuing global credit crunch now in its second year, banks remain wary of lending to each other. 

The bond market has also been in flux ever since the United States announced a $700 billion (U.S.) bailout plan for American banks. Experts say the plan, while necessary, would likely stoke inflation. That, in turn, has made it more expensive for banks to finance residential mortgages.

The interest rates on mortgages and other short-term borrowing are set based on the price of bonds. With lower demand for bonds and fears of inflation, rates have to rise to lure investors. 

Later in the day, Bank of Montreal and Laurentian Bank raised their own five-year, fixed rate mortgages by 0.35 of a point to 7.2 per cent. Those five-year terms are traditionally the most popular mortgage choice amongst Canadians. 

Also yesterday, Royal Bank of Canada set aside $35 million (Canadian) to protect clients who invested in a frozen U.S. money-market mutual fund. RBC's U.S. wealth-management unit last week began requesting redemptions for clients of its Ferris, Baker Watts Inc. unit who invested in the Reserve Primary Fund.

Reserve Primary on Sept. 16 became the first money-market mutual fund in 14 years to fall below $1 (U.S.) a share, an event known as "breaking the buck," because of losses on debt issued by bankrupt Lehman Brothers Holdings Inc. 

RBC will cover losses of as much as three cents a share if clients receive less than $1 a share when the fund is liquidated, the bank said in a statement.

With files from the Star's wire services
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