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Central Banks

World central banks start
thinking of rate hikes

For the first time in nearly three years, the Bank of
Korea increased its base interest rate by 25 basis
points (bps) to 0.75%, marking the first Asian and
the second free market central bank globally to
make such a move. The increase was made in a

bid to balance the country’s economic recovery
against the risks of surging debt and inflation. The
first central bank to increase rates was Iceland’s,
which also adjusted rates upward by 25 bps a few
days earlier. These rather timid rate hikes pale in
comparison to that of the Bank of Russia, which
instituted a 100-bps rate hike in March 2021,
followed by a further 225-bps increase in July 2021.

Nearly all economies are facing the same issue of
large-scale inflation that is threatening to come
unhinged. Central banks that are engaging in
guantitative easing (QE), including the U.S., the
ECB, the Bank of Japan, the Bank of England, and
the Bank of Canada, will not hike rates until after
they end their asset purchases. Asset purchases are
designed to push down long-term rates, and rate
hikes are designed to push up short-term rates.
When these two efforts coincide, a flattening of the
yield curve is likely to occur and there is even the

Fiscal snapshot
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potential for a negative yield curve.

There appears to be pressure in the U.S. to end QE,
and Federal Reserve governors are lining up behind
a 'sooner rather than later’ approach. Both the
Bank of Canada and Bank of Japan have trimmed
their respective QE to nearly nothing. The Bank of
England started bond purchase reductions in May
2021. The Riksbank of Sweden announced an end to
its bond-buying program as of late 2021. Australia
reduced bond-buying beginning in July 2021.

After the asset purchases have ended, the central
banks can contemplate rate hikes.

Indicative commercial mortgage spreads*
Over Government of Canada bond yields

Bank Rate  Bank Prime Lending Rate Conventional 5-Year 10-Year
August 2021 0.50 2.45 August 2021 1.40 - 1.90 1.50 - 2.00
July 2021 0.50 2.45 August 2020 1.60 - 2.00 1.70-2.10
August 2020 0.50 3.95
Insured 5-Year 10-Year
August 2021 0.85-1.00 0.95-1.10
Government of Canada benchmark bond yields August 2020 0.90 - 1.20 0.90 - 1.20

5-Year 10-Year Long
August 2021 0.84 1.22 1.79
July 2021 0.81 1.20 1.76
August 2020 0.40 0.63 1.17

*Spreads are indicative of high quality real estate in major Canadian markets.
Source(s): Bank of Canada
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Highlighted transaction

Asset type Suburban Office

Location Major Canadian City

Facility details
competitive rate of interest

Intelligent debt financing solutions

The Avison Young Debt Capital Markets Group dedicated team
is focused on providing innovative North American-wide debt
and equity solutions to accomplish goals. We originate debt
and equity for all types of real estate and all types of clients.
Debt origination includes fixed and floating rate structures,
permanent and construction financing, structured finance,
bridge and mezzanine debt and insured agency financing.

Our years of combined debt/equity capital markets experience
has created meaningful relationships that we can put to work
for you.

Avison Young creates real economic, social and environmental
value as a global real estate advisor, powered by people. As a
private company, our clients collaborate with an empowered
partner who is invested in their success. Our integrated

talent realizes the full potential of real estate by using global
intelligence platforms that provide clients with insights and
advantage. Together, we can create healthy, productive
workplaces for employees, cities that are centers for prosperity
for their citizens, and built spaces and places that create a net
benefit to the economy, the environment and the community.

Avison Young Canada Capital Markets Offices
Calgary | Edmonton | Mississauga | Montreal | Toronto | Vancouver

Avison Young Commercial Real Estate Services, LP, Brokerage
18 York Street, Suite 400, Mailbox # 4

Toronto, Ontario, Canada M5) 2T8

416.955.0000

avisonyoung.ca

Construction facility for $54M for a two-year term was arranged at a

Please contact our Debt Capital Markets team
for more details related to debt financings or
real estate transactions.

Norm Arychuk, Mortgage Broker*
416.673.4006
norman.arychuk@avisonyoung.com
*Licence #: M09002260

Brokerage Licence #10637

Michael Ho, Mortgage Broker**
416.673.4012
michael.ho@avisonyoung.com
**Licence: # M15000834

Brokerage Licence #10637
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