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Canadian household credit quality — in search of vulnerabilities

by Benjamin Tal benjamin.tal@cibc.com and Katherine Judge katherine.judge@cibc.com

A year ago, on the eve of the mortgage payment cliff, we took

a close look at the credit quality of the Canadian consumer in
search of red flags — we hardly found any. Today, deep into the
process, it's time to revisit that search — especially given the
recent upward pressure on interest rates. To be clear, we are not
out of the woods yet. We estimate that the refinancing cost to
mortgage borrowers will not ease significantly until February
2027, but any evidence of stress should be visible by now.

Household credit growth — weak

At around 4% growth, total household debt outstanding is now
rising at close to the slowest pace on record (excluding Covid
distortions). That weakness is mostly due to the ongoing
slowing growth in mortgages outstanding, which as of August
were rising by roughly 2% vy/y, the slowest pace seen in 25
years (Chart 1). Note that the pace of growth in lines of credit
has in fact accelerated over the past year — an early sign of
stress? Yet, looking at credit utilization reveals a picture of calm,
with the total credit utilization rate not significantly different
relative to pre-Covid or last year (Chart 2).

Chart 1: Credit growth has decelerated (1), reflecting cooling in
mortgages outstanding (r)
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Chart 2: Credit utilization steady (1), with LOCs and credit cards stable
(@)
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Insolvency rate — mean reversion

Credit growth might be a necessary condition to assess risk,
but is clearly not a sufficient condition. For that we have to dig
deeper and assess trends in actual debt payments. We start
with a quick glance at the insolvency rate (Chart 3). The picture
is clear: the insolvency rate is on the rise — but so far that

trend is nothing more than mean reversion, with the current
rate only now approaching 2019 levels. Zooming in on the past
year, the insolvency rate is up by 6% y/y, not an alarming rate
given where we are in the cycle. Also note that proposals, which
entail smaller loan losses than outright bankruptcies, continue
to account for the vast majority of insolvencies. As of the third
quarter of the year, proposals accounted for no less than 77% of
insolvencies vs. 60% in 20719.

Furthermore, the current relationship between the
unemployment rate and the delinquency rate is consistent

with past behavior, and in most cases, the direction is as one
would expect. We estimate that at this point, a one percentage-
point increase in the unemployment rate would lead to a
23%-point increase in the insolvency rate, in line with the 2008
experience. In line with that, the provinces that have seen the
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Chart 3: Insolvency rate back to pre-Covid levels, with proposals
continuing to dominate
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Chart 4: Delinquency rate highest in provinces with greater rise in the
unemployment rate
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Chart 5: Average credit score still strong (1), but subprime share back
to 2019 level (r)
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most significant increases in the unemployment rate have also
seen the 90 day+ delinquency rate climb the most (Chart 4).

But the unemployment rate does not explain all late payment or
default issues, and focusing on insolvencies is not sufficient, as
we need to explore risks at the earlier stages in the process. We
use TransUnion data to do that.

Digging deeper

We start by exploring the trend in the average credit score
(Chart 5, left). Here the situation looks very promising. The
average score jumped during Covid and has continued to
improve, currently sitting 1.3% higher than its 2019 level and
0.2% higher relative to a year ago. Most of that improvement
has been in the higher than average score segment, as the share
of subprime credit has risen back to 2019 levels (Chart 5, right).

So far, our focus has been on averages, but risk usually resides
at the margin. An important indicator to zoom in on is the
30-60 day delinquency rate of subprime borrowers - what we
refer to as the margin of the margin. If there are any early
indicators of debt servicing distress, they will probably show up
first in that bucket. At just over 6%, that indicator is slightly
lower than it was a year ago, and is approaching pre-Covid
norms (Chart 6). Delinquencies that are moving from the
30-60 day basket into the 60-90 day basket are also showing
signs of waning after peaking in 2024, when the unemployment
rate was rising alongside BoC rate hikes, owing to pre-emptive
action by lenders to prevent further bleeding (Chart 7). So there
are no immediate red flags there.

The mortgage factor

Looking at conditions based on the presence of a mortgage
and those without gives another indication of the health of the
portfolio. Both mortgage holders and non-mortgage holders
(which incudes renters and homeowners without a mortgage,
due to data limitations) have seen the average credit

Chart 6: No signs of deterioration in subprime delinquencies
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Chart 7: Delinquencies less likely to move into 60-90 day bucket now
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Chart 8: Delinquencies for non-mortgage holders are elevated but
stable
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Chart 9: Mortgage delinquencies elevated (), but leading indicators of
stress look better (r)
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score move slightly higher over the past year. The 90day+
delinquency rate for non-mortgage holders is elevated, in line
with the precarious economic backdrop, but has been stable
over the last year (Chart 8). That metric likely won't start
improving until there is a sustainable down trend in the
unemployment rate next year.

Within the mortgage portfolio, the 90 day+ mortgage
delinquency rate has continued to trend higher as mortgages
renew at higher interest rates and the labour market has
deteriorated, leaving that metric well above its pre-Covid
level (Chart 9, left). The increase is in line with estimates that
showed payment shocks of over 40% proliferating among
the mortgage portfolio in 2026, impacting 5-6% of the total
mortgage portfolio.

However, trends in lines of credit and credit cards for mortgage
holders are encouraging, as 90+ day delinquency rates in those
products have stabilized (Chart 9, right). Those are leading
indicators for future mortgage arrears, as most consumers will
stop payments on those products before defaulting on
mortgage payments. Our estimate for mortgage payment
increases at renewal to drop notably in early 2027 suggests that
the mortgage delinquency rate will likely start showing signs of
trending down in 2027.

A year ago, when we started to look for vulnerabilities in
household credit quality ahead of the mortgage cliff, we were
pleasantly surprised to hardly find any red flags, and predicted
that the refinancing wave of 2026 would not be as damaging
on delinquency rates as was feared back then. A year into the
cliff, we are still hard pressed to find any major vulnerabilities.
Simply put, the credit quality position of Canadian households
is surprising on the upside. To be sure, the upward trajectory in
delinquency rates is likely to continue in the coming quarters,
but the fact that we are very close to the end of the rate
repricing process, along with continued pre-emptive activity by
lenders in an environment of a stabilizing/falling unemployment
rate, suggests that household credit losses in the coming year
will be manageable.
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