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Canada’s Housing Correction:
Halfway Home

Sal Guatieri, Senior Economist

The Canadian housing downturn is more than a year old, a
relative youngster compared with the nearly three-year long
rout stateside. From lofty peaks in 2007, sales and starts have
plunged over 40% and average resale prices have tumbled
13%. Is the correction almost over or only beginning?

Housing demand has fallen sharply in the past year, though
the rate of decline appears to be slowing. Existing home
sales were down 37% y/y in January to 10-year lows.
Adjusted for the size of the adult population, home sales
during the recent boom exceeded the peaks of the late
1980s, and would need to fall moderately further to match
previous lows (Chart 1). Still, sales remain below long-run
norms, suggesting room to recover once the economy
improves.

For six years, sellers ruled the roost, but not any longer.
New listings of existing homes out-numbered sales 2.7 to 1
in January compared with a long-run norm of 2.0 and an
average 1.5 from 2002 to 2007 (Chart 2). The current ratio
of listings to sales is still below the 1990 peak of 3.6 and
has steadied recently amid a pullback in listings. The
moderate overhang of unsold existing homes means
buyers will retain the upper hand this year, keeping a
damper on prices and new construction.

The downturn in sales and a tightening in credit have
moved homebuilders into the basement. Starts were down
46% y/y in February to eight-year lows. That's not as bad as
the U.S. debacle where homebuilding has collapsed by
three-quarters from peak levels to record lows. The former
red-hot Western Provinces have led the downdraft,
though Central Canada isn't far behind. Though below
rates of household formation, starts are likely to drop
moderately further and remain depressed for a while to
absorb the overhang built-up at the tail end of the boom
(Chart 3). Consequently, residential construction could
reduce GDP growth by one percentage point this year,
aggravating the downturn. More than 100,000
construction workers (one-in-ten) could lose their jobs, on
top of the 86,000 already laid-off since November, given
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CHART 5
LOTS OF SKIN IN THE GAME
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the still-high construction share of total employment.
Unlike sales, where the correction appears well advanced,
starts are likely to remain in the cellar this year.

The housing boom started and ended later in Canada than in
most major countries, and the adjustment in prices so far
hasn’t been as severe. The average price of an existing home
is down 13% from its peak, a moderate payback from the
80% surge from 2002 to late 2007 (Chart 4). This compares
with a 27% slide in U.S. prices, after doubling from 2000 to
2006. The “typical” house price has fallen closer to 6%, as the
decline in average prices has been skewed by fewer sales in
high-priced regions of the country, notably Alberta and B.C.
Still, prices should remain under pressure due to the
moderate overhang of unsold homes and expected further
job losses. Another 10% slide in prices would restore their
normal relationship with income.

Even if prices fall moderately further, owners should retain
significant equity in their homes. A 10% price decline
would reduce homeowner equity to about 64% from an
estimated 67% in Q1; below average, but miles above the
43% figure for the U.S. (Chart 5).

Falling home prices, combined with a two-percentage-point
drop in mortgage rates (based on the average of 1-year and
5-year conventional fixed rates), have slashed monthly
payments by one-third since late 2007—a savings of about
$600 per month. With an assist from higher incomes,
affordability has returned to long-run norms and should
remain good so long as interest rates stay low, a reasonable
bet this year (Chart 6).

Bottom Line: A comparison of recent trends in housing
indicators with historical benchmarks suggests the year-
long correction in Canada’s housing market is around the
halfway mark. Growing job losses and an overhang of
unsold homes will continue to depress activity and prices
this year. However, barring a long recession, the
improvement in affordability will support demand, which in
turn should stabilize prices and anchor a modest recovery in
homebuilding next year.
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Theinformation, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice.
Some of the information, opinions, estimates, projections and other materials contained herein have been obtained from numerous sources and Bank of Montreal
(“BMO”) and its affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain
information and opinions which are accurate and complete. However, neither BMO nor its affiliates have independently verified or make any representation or
warranty, express or implied, in respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability
whatsoever for any loss arising from any use of or reliance on the information, opinions, estimates, projections and other materials contained herein whether relied
upon by the recipient or user or any other third party (including, without limitation, any customer of the recipient or user). Information may be available to BMO
and/orits affiliates that is not reflected herein. The information, opinions, estimates, projections and other materials contained herein are not to be construed as an
offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, securities or other
financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as investment advice or as a recommendation
to enter into any transaction. Additional information is available by contacting BMO or its relevant affiliate directly. BMO and/or s affiliates may make a market or
deal as principal in the products (including, without limitation, any commodities, securities or other financial instruments) referenced herein. BMO, its affiliates,
and/or their respective shareholders, directors, officers and/or employees may from time to time have lang or short positions in any such products (including,
withoutlimitation, commodities, securities or other financial instruments). BMO Nesbitt Burns Inc. and/or BMO Capital Markets Corp., subsidiaries of BMO, may act
as financial advisor and/or underwriter for certain of the corporations mentioned herein and may receive remuneration for same. “BMO Capital Markets” is a trade
name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal, BMO Neshitt Burns Inc,, BMO
Nesbitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited.

TOU.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents and accept
responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any
security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.

TO U.K. RESIDENTS: The contents hereof are not directed at investors located in the U.K., other than persons described in Part VI of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2001.
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