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Canada Housing Market Outlook:
More Moderation, No Hard Landing
Introduction
There has been a lot of speculation about Canada’s housing markets overheating during the
past two years. However, the Moody’s Analytics forecast model for the Brookfield RPS house
price indexes indicates that overall house price growth in Canada will slow down as some
markets, especially Toronto and Vancouver, become overvalued and less affordable while
international capital inflows also slow down. In coming years, the Bank of Canada will raise
interest rates in reaction to monetary tightening in the U.S., which will pull up on Canadian
mortgage rates. The house price outlook calls for a deceleration of house price growth, not for
a serious decline, though there are exceptions for smaller regions. Of the six major Canadian
metro areas, only Edmonton will experience a slight house price decline in coming years,
while the other five metro areas will have slow to moderate house price growth.
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Canada Housing Market Outlook:
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T

he Canadian housing market has experienced a radical regional divergence over the past two years,
but some basic laws of gravitation, and at least one policy intervention, point to regional convergence
reasserting itself without any sort of hard landing. In particular, some of the largest house price imbalances
are the result of international wealth inflows rather than excessive risk-taking by mortgage lenders, so there is
little systemic financial risk.
More than most countries, Canada displays substantial regional concentration of
industries, and there is also a wide variety of
demographic profiles across the country. As
a result, there may still be individual regions
within Canada where housing markets perform poorly in coming years, but the baseline
forecast is for no overall national house
price correction.

Recent Performance
National metrics show signs of the Canadian housing market overheating, which will
add to price pressure in the very short term.
Sooner or later, however, this market tightness may already be leading to a slowdown
in price growth as housing in the largest
metro areas becomes less affordable, possibly also as residential construction starts
to ramp up. In the case of Vancouver, the
dizzying run-up in house prices over the past
year has also prompted the imposition of
a transfer tax on foreign purchases (effective as of August 2016) intended to reduce
total demand.
As of July, national home sales are slightly
more than 530,000 annualized units, down
from a peak of more than 550,000 units in
the second quarter, according to the Canadian Real Estate Association. By contrast, total
listings are at a cyclical bottom, so that the

inventory-to-sales ratio has fallen to a cyclipull is because of wealth inflows, often of
cal low of only 4.6 months of sales. Residenforeign origin, that cannot be fully measured
tial construction has been flat over the past
by macroeconomic data, and also because of
year at 200,000 annualized starts, and is still relatively strong demographics. By contrast,
below the average of 225,000 from before
the fall in the price of oil at the end of 2014
last decade’s recession.
short-circuited what was previously moderThese economic statistics point to a tight
ate residential price growth in Calgary and
housing market, but differences in regional
Edmonton. This loss of house price momeneconomic performance have led to greatly
tum is likely to persist even after the price of
different rates of demand growth between
oil starts to recover.
metro areas. The combination of different
Some degree of economic or demoregional rates of capital inflows, substangraphic weakness has dragged on demand in
tially different demographic patterns, and
other provinces in Canada and pulled down
the drastic fall in oil prices at the start of
house price growth below the national rate
last year has driven a wedge between house
over the past three years. For the Atlantic
prices in different provinces and metro areas. Provinces, a large part of this weakness is
Of the largest metro
Chart 1: Toronto and Vancouver Break Away
areas, Toronto and
Vancouver show the
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Chart 2: Inflation, New-Home Prices Are Subdued
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land value price
index are more
demographic: New Brunswick and Nova
volatile as seen in the past decade, but over
Scotia had slight population declines in
the last five years they have been relatively
2013-2014, as did Newfoundland in 2015. By stable and are likely to remain so in the mecontrast, an improvement in the economy,
dium term (see Chart 2).
led by increased trade and tourism, helped
Within a five-year horizon, per capita dishouse price appreciation in Quebec pick up
posable income growth will initially sputter
after 2013, though it still lagged the national because of low oil and agricultural commodgrowth rate. Last, Manitoba and Saskatchity prices, but once these start to recover,
ewan in the past three years have been hit by real per capita disposable income will reach
falling agricultural prices as well as declining
a non-business cycle trend growth rate of
oil prices; not surprisingly, their slower medi- about 1% per year.
an income growth has translated into slower
The forecast for the new-home and land
residential price gains as well.
value price index is less sanguine. Moody’s
The concentration of demand growth
Analytics assumes that as economic recoverin the largest metro areas of Toronto and
ies in Asia and Europe start to gather pace,
Vancouver has also led to space being at a
capital inflows to the U.S. and Canada will
premium, especially in areas where detached diminish at the same time that there is a
home construction is restricted by zoning
pullback from new-house and land purchases
regulations or elevated land prices. Consein Toronto and Vancouver as affordability
quently, house price growth has been stronstarts to deteriorate for all but the highestger than condo apartment price growth since income earners. As a result, new-home and
2010, and is likely to remain so as long as
land value price growth will likely lag conwealth inflows focus on these two large met- sumer price inflation.
ro areas. However, Vancouver’s new transfer
Combining the three forecasts leads to
tax already seems to be slowing single-famia five-year trend residential price growth
ly home sales and house price growth.
rate of slightly less than 3%, or slightly less
than 1% after adjusting for consumer price
The macroeconomic forecast
inflation. In the near term, this trend will be
In the Moody’s Analytics forecast model
disrupted by business cycle considerations
using Brookfield RPS house price indexes
as the national economy adapts to changin Canada, the long-term determinants of
ing global conditions. In particular, five-year
residential price trends are per capita dispos- mortgage rates will move from their current
able income, the supply price as proxied by
low of less than 4% to almost 6% as the
the new-home and land value price index,
Bank of Canada tightens interest rates in
and the deflator for consumer spending. Of
response to tighter macroeconomic capacity
these three, the third is the default trend
and to prevent destabilizing capital outflows
measure: If all other macroeconomic drivers
as the U.S. raises interest rates.
Canada macroeconomic indicators, % change yr ago

2

2

Though the national unemployment
rate pushed up past 7.2% in the wake of last
year’s oil price shock, it has already started
to decrease in the second quarter and continued to do so as the Brent oil price starts
to recover to a more normal trend, restarting oil production and restoring momentum
in Alberta’s economy. Finally, multifamily
construction will decline over the next few
years given that recent new construction has
pushed rental vacancy rates closer to normal
in Toronto and Vancouver, but single-family
homebuilding will hold steady in large part
thanks to already-high prices in both metro
areas and because of the start of recovery in
the country’s oil belt.
The forecast for housing-related macroeconomic fundamentals that are sensitive to the business cycle is summarized in
Table 1. While total housing starts fall in the
medium term, reduced apartment construction accounts for all of the decline. Income
growth will be sufficient so that affordability,
as measured by the ratio of median house
prices to median family income, will stabilize
by 2018. Last, there will be a slight increase
in the debt burden, as measured by the ratio
of mortgage credit to disposable income, but
there have been no indications at any point
of a mortgage lending bubble building up. In
addition to the absence of any sort of bank
deregulation, the percentage of mortgages
in arrears is at a business cycle low, while the
ratio of total consumer debt service to disposable income has fallen steadily over the
past decade.

The valuation question
For individual Canadian metro areas,
Moody’s Analytics calculates long-term
trend house prices in a manner similar to the
national house price, and in that case regional differences come to the fore.1 Long-term
regional factors such as population density
and historical house price sensitivity to financial wealth fluctuations result in metro
areas with large population densities, scarce
land, and strong population growth—mainly
1

Trend house prices are not calculated for the Canadian
provinces, as the province house price forecasts are mainly
weighted averages of the metro area house price forecasts,
so there is no need to have a trend-reversion effect.
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Table 1: Canada Housing Market, History and Baseline Forecast
Most recent
9.2
4.9
8.3
7.0
3.70
197.8
2.9
6.6
1.1

Detached single-family house price index, % change
Condo apt. price index, % change
Composite house price index, % change
Unemployment rate, %
Avg mortgage rate, 5-yr, %
Housing starts, ths
% change
Ratio, median dwelling price/median family income
Ratio, outstanding mortgage debt/disp income

2014
4.5
2.4
4.3
6.9
4.10
189.0
0.6
6.0
1.1

2015
5.6
3.7
5.1
6.9
3.80
194.1
2.7
6.2
1.1

2016
8.7
4.7
7.9
7.0
3.70
192.6
-0.8
6.6
1.1

2017
5.4
3.2
5.0
6.7
4.40
192.1
-0.3
6.8
1.2

2018
3.2
2.4
2.9
6.6
5.40
184.9
-3.7
6.8
1.2

2019
2.2
1.7
2.0
6.6
5.80
177.4
-4.1
6.8
1.3

2020
2.2
1.7
1.9
6.7
5.90
174.5
-1.6
6.8
1.3

2021
2.5
1.9
2.2
6.6
5.90
174.7
0.1
6.9
1.3

Sources: Brookfield RPS, Statistics Canada, CMHC, Moody’s Analytics

Toronto and Vancouver, to a lesser extent
Montreal and Ottawa—having relatively
large house price trend values relative to
the rest of the country. Consequently, these
metro areas would have a higher bar to clear
for being classified as having overvalued
housing markets.
Even so, recent house price trends for
Toronto, Vancouver, and neighboring metro
areas still look unreasonable. While other
large metro areas are within 10% of the current trend value for detached single-family
homes, such homes in Toronto are overvalued by as much as 30%, with overvaluation
in Vancouver reaching 60% (see Chart 3).
Such a high degree of overvaluation does not
necessarily imply a rapid reversion to trend
involving house price declines, especially if
net wealth inflows are high, but it does indicate that house prices will face significant
downward drag in coming years, especially
now that foreign purchases in Vancouver are
subject to a 15% transfer tax.

For condo apartments, the overvaluation
bar is harder to clear. The main reason is a
not-so-subtle difference in the determination of the house price trend for the two
types of housing. For detached homes, the
main demand-side determinant of the longterm trend price is median family income.
By contrast, the long-term determinant
of the trend price for condo apartments
is per capita disposable income, based on
the assumption that a significant share of
demand for condo apartments will be by
non-family households. With per capita
disposable income having greater variability by region than median family income,
there is less room for dramatic degrees of
over- or undervaluation. Of the large metro
areas, only Toronto has moderately overvalued condo apartment prices (see Chart
4). Because of a much larger per capita
disposable income and high population
density, condo apartments in Vancouver are
not significantly overvalued. By contrast,

faster income growth in Calgary before 2015
has led to condo apartments now being
moderately undervalued.

The regional forecast
Obtaining a short-term house price outlook for the Canadian metro areas requires
quantifying the following forecast drivers:
»» Persistence effects from recent house
price growth, usually from one or two
previous quarters.
»» The tendency of house prices to revert to the trend level. In the case of
undervaluation, this tendency usually
takes the form of a rush to make opportunistic purchases of undervalued
homes, especially for resale or rental
use rather than occupation. For overvalued homes, this tendency usually
takes the form of a house price deceleration after overconstruction or falling demand, possibly exacerbated by a
decline in mortgage debt performance.

Chart 3: Is Vancouver Dangerously Overvalued?

Chart 4: Apartment Valuation Is More Moderate

Brookfield RPS house price, s-f detached, % deviation from trend

Brookfield RPS median condo apt. price, % deviation from trend
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»»

Contemporaneous effects of longterm drivers that determine the trend
house price level: income, population
growth, new-home and land values,
and national wealth.
»» Contemporaneous local or macroeconomic shocks, including significant changes to the unemployment rate, to the average five-year
mortgage rate, and to the pace of
residential construction relative to
household formation.
Table 2 presents the outlook for detached
single-family house prices in the Canadian
metro areas with an eye to the first two of
these broad drivers. The first column presents the degree of over- or undervaluation
in the second quarter of 2016, the last for
which there is historical data. A high degree
of overvaluation may create significant
downward drag on house prices in most regions, while a high degree of undervaluation
can create upward pull, though of the top
five Canadian metro areas only Calgary is
currently undervalued. The second column
shows the annualized rate of house price
growth in the second quarter, again the last
with history. The higher the rate of house
price growth in this quarter, the stronger the
house price growth forecast will be in the
next few quarters.
The results of the forecast are shown in
the third and fourth columns. The third column is the average annualized rate of house
price growth in the four-quarter period from
the second half of this year to mid-2017,
which is significantly influenced by recent
house price gains. The fourth column shows
the average growth rate for the six quarter
period running from the second half of 2017
to the end of 2018, where the persistence
effects of the most recent house price appreciation have faded and reversion effects have
become stronger, in addition to the effects of
climbing mortgage interest rates.
In general, house price growth tends to
decelerate nationwide by 2017-2018. The
extreme case is Vancouver, where house
prices peak in the third quarter of this year
and then decline slightly through mid-2017:
Low affordability and the likely reduction
of international capital inflows in the wake
4

of the transfer tax finally end the steep appreciation that started in 2013. Toronto is
much less sensitive to mean reversion effects
and has only a gradual deceleration, caused
mainly by higher mortgage rates. Improving
fundamentals will help to lift Calgary house
prices again, but house prices will trend
slightly downward in Edmonton despite a
gradual increase in the price of Brent crude
oil. None of the six largest Canadian metro
areas undergoes a major house price decline
in the near term, but the forecast indicates
that the Saskatchewan and Newfoundland
housing markets are in for a rough two years,
because of a combination of overvaluation
and slow projected economic growth.
Last, Table 3 summarizes the mediumterm house price outlook for the census
metropolitan areas, sorting them in order
of strongest to weakest average annualized
house price growth for the five-year period
from the third quarter of 2016 to the third
quarter of 2021. Four of the five strongest
performers are in Ontario. Toronto and possibly Oshawa benefit from strong foreign
capital inflows, and most of the metro areas
in Ontario also benefit from good projected
income growth and from the lack of any
extended house price correction in the historical data, pointing to weak mean reversion
effects thanks to nonmeasurable factors
such as wealth and good mortgage credit
quality. Saint John, New Brunswick is also in
the top five and is the only Atlantic metro
area with good house price growth, largely
because of the extended weakness in the
housing market from 2011 to 2015, which
has left a substantial portion of the area’s
housing stock undervalued and subject to
opportunistic purchases.
The weak performers are the same ones
previously noted. The Quebec metro area
suffers from relatively weak income growth
and from the demographic gravity effects of
closeness to the much larger Montreal metro
area. Edmonton, Regina, Saskatoon and St.
John’s, Newfoundland and Labrador all suffer
from slow income growth due to a combination of low oil and other commodity price
forecasts, though Calgary does significantly
better thanks to a more diversified economy
and stronger projected household formation.

Vancouver house price growth is significantly
weak because of the projected effects of the
new transfer tax on foreign purchases and
the stronger projected residential construction relative to household formation. Low
housing affordability will at least temporarily slow down purchase demand in the
medium term and will thus drag on house
price growth.

Risks
In addition to a baseline forecast,
Moody’s Analytics encapsulates risks to the
outlook in a set of alternative global macroeconomic scenarios. While presenting the
scenario results for all Canadian metro areas
is beyond the scope of this short article,
the brief discussion of alternative scenarios
that follows should give a taste of the range
of possibilities.
Four of the alternative scenarios are pure
business cycle scenarios in the sense that
the projected house prices always return to
a trend growth rate, though for the stronger
downside scenarios this results in a house
price trend that is at a lower level than the
baseline forecast. The first scenario is the
only upside risk scenario and envisions a
slightly faster economic recovery, with little
effect on house prices. The second, third and
fourth scenarios are downside scenarios with
varying degrees of severity. The worst is the
fourth scenario, which assumes simultaneous financial crises in Europe and China plus
mishandling of monetary policy in the U.S.
For each alternative scenario, the starting
point, including the relative degree of overor undervaluation, is the same. A metro area
such as Vancouver might have house price
growth being a hair faster in the first upside
scenario, while house prices decline by up to
22% from peak in the fourth and worst scenario (see Chart 5). Note, though, that even
in the fourth scenario, Vancouver’s relatively
strong economic fundamentals help house
prices recover at a slightly faster rate than
the national house price growth rate.
Three other scenarios are not business
cycle scenarios, in the sense that they assume a permanent alteration to trend house
price appreciation rates, among other key
variables. The fifth scenario assumes perma-
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Table 2: Canada Subnational Forecast, Median Detached House Price
% deviation
from trend price,
2016Q2*
Canada
Alberta
Calgary, Census metropolitan area
Edmonton, Census metropolitan area
British Columbia
Abbotsford, Census metropolitan area
Kelowna, Census metropolitan area
Vancouver, Census metropolitan area
Victoria, Census metropolitan area
Manitoba
Winnipeg, Census metropolitan area
New Brunswick
Moncton, Census metropolitan area
Saint John, Census metropolitan area
Newfoundland and Labrador
St. John’s, Census metropolitan area
Nova Scotia
Halifax, Census metropolitan area
Ontario
Barrie, Census metropolitan area
Brantford, Census metropolitan area
Greater Sudbury, Census metropolitan area
Guelph, Census metropolitan area
Hamilton, Census metropolitan area
Kitchener, Census metropolitan area
Kingston, Census metropolitan area
London, Census metropolitan area
Ottawa-Gatineau, Census metropolitan area
Oshawa, Census metropolitan area
Peterborough, Census metropolitan area
St. Catharines-Niagara, Census metropolitan area
Thunder Bay, Census metropolitan area
Toronto, Census metropolitan area
Windsor, Census metropolitan area
Prince Edward Island
Quebec
Montreal, Census metropolitan area
Quebec, Census metropolitan area
Saguenay, Census metropolitan area
Sherbrooke, Census metropolitan area
Trois-Rivieres, Census metropolitan area
Saskatchewan
Regina, Census metropolitan area
Saskatoon, Census metropolitan area

-8.3
5.0
2.7
-2.4
61.8
4.0
-8.0
-0.6
-13.6
20.6
-4.8
16.4
12.4
13.8
15.3
28.1
11.5
-4.1
9.2
1.8
36.0
2.1
3.8
22.7
29.7
-10.3

1.3
21.2
11.2
-5.8
8.3
8.6
-2.1

% change
annualized,
2016Q2
10.9
-2.9
-3.9
-0.8
30.7
20.3
9.3
40.8
7.4
-1.1
-0.8
5.7
0.6
4.2
-0.3
1.5
-2.9
-3.2
10.4
14.2
8.5
-1.7
6.8
12.3
2.4
7.1
7.8
8.0
17.2
-3.6
10.6
0.5
12.2
8.8
-1.5
3.7
2.6
6.1
7.7
-7.7
17.6
-4.2
-4.9
-1.9

Italicized metro areas are part of the Brookfield RPS 13-metro area composite index.
*Census metropolitan areas only
Sources: Brookfield RPS, Moody’s Analytics
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Avg annualized
house price growth,
%, 2016Q3-2017Q2
5.5
4.3
7.4
0.1
0.8
7.6
8.0
-1.6
5.3
0.9
0.5
5.6
3.5
8.0
0.5
-0.5
5.8
5.8
8.4
10.9
5.1
1.6
7.2
7.6
6.6
4.8
5.9
6.3
10.3
3.3
5.7
2.2
9.7
6.0
4.8
4.7
4.9
3.1
4.3
2.9
7.8
-4.5
-8.0
-3.7

Avg annualized
house price growth,
%, 2017Q3-2018Q4
3.1
1.1
2.8
-1.8
2.4
2.6
0.2
2.7
1.6
0.5
0.3
5.2
3.7
6.4
-2.9
-4.3
5.9
4.8
5.2
7.4
2.4
1.2
5.2
3.7
4.7
4.3
2.9
3.3
6.2
5.1
1.3
0.5
6.9
4.3
3.7
2.6
3.0
-0.3
0.6
4.4
1.0
-3.6
-5.1
-4.2
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Chart 5: Vancouver Feels Effects of Transfer Tax

Table 3: Medium-Term House Price Outlook,
Census Metropolitan Areas

Brookfield RPS house price, s-f detached, Jan 2005=100, SA

Avg annualized projected single-family house price growth, %,
2016Q3-2021Q3

440

Barrie
Toronto
Oshawa
Guelph
Saint John
Kitchener
Hamilton
Kingston
Windsor
Peterborough
Halifax
Abbotsford
Sherbrooke
Ottawa-Gatineau
London
Brantford
Kelowna
Montreal
Calgary
Moncton
Victoria
St. Catharines-Niagara
Vancouver
Trois-Rivieres
Greater Sudbury
Saguenay
Thunder Bay
Winnipeg
Quebec
St. John’s
Saskatoon
Edmonton
Regina

360

7.9
6.7
6.7
5.0
4.9
4.8
4.1
4.0
3.9
3.8
3.4
3.2
3.2
3.1
3.0
2.7
2.6
2.5
2.4
2.3
2.2
1.9
1.8
1.7
1.1
0.8
0.5
0.3
0.2
-0.1
-0.9
-1.0
-1.8

320
280
240

History

200
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Sources: Brookfield RPS, Moody’s Analytics
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Chart 6: Low Oil Prices Are Bad for Calgary
Brookfield RPS house price, s-f detached, Jan 2005=100, SA
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Sources: Brookfield RPS, Moody’s Analytics

similar to the fourth
(“protracted slump”)
scenario. But the slower
long-term growth scenario would lead to slower
Italicized metro areas are part of the Brookfield RPS 13-metro area
near-term house price
composite index.
growth, while the low oil
Sources: Brookfield RPS, Moody’s Analytics
price scenario would seriously reduce long-term
nently slower trend growth because of lower income growth and lead house prices to fall
than predicted investment. The sixth sceby nearly 9% over the coming decade (see
nario assumes a house price crash caused by
Chart 6). For the oil-production belt of Canaa stagflation episode: Higher than expected
da’s economy, the global demand for oil has
oil prices lead to a bout of inflation and to
significant local effects, including for housing
sudden monetary tightening by the U.S. and
markets. As a last note, it should be menCanada. The last scenario assumes that oil
tioned that the forecast model using Brookprices stay at a business cycle trough level
field RPS house price measures is not an open
of less than $40 per barrel for the next four
economy model in the sense that there are
years, with deleterious effects on the oilno exchange rate, capital flow, or foreign inproducing provinces of Canada.
terest rate drivers in the model. The effects of
For a metro area such as Calgary, the efthe global economy on the Canadian housing
fects of the stagflation scenario would be
market in this model are entirely indirect, and
6

Vancouver

Baseline
Stronger recovery scenario
Slower recovery scenario
Moderate recession scenario
Protracted slump scenario

400

6

they are determined by how global shocks
would affect key macroeconomic drivers
such as mortgage rates, the stock market
index, the unemployment rate, and personal
income growth at the national and regional
levels. If Canada were a smaller economy,
direct external drivers such as the ratio of
capital account to GDP could be introduced.
Indeed, the new transfer tax in Vancouver is
intended to reduce upward price pressure by
reducing foreign house purchases, but there is
no exact correlation between capital inflows
to Vancouver and the overall Canada capital
account. Such capital inflows are still small
relative to the size of the national economy,
and there is no guarantee that their effects on
housing markets will be concentrated in only
a few cities in coming years.

Conclusion
Overall, the house price model combined
with the baseline macroeconomic outlook
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predicts a general slowing in the rate of house
price growth. This slowing is relatively moderate in the case of Toronto, but it is stronger in
other regions. In addition to a slight price decline for Edmonton, only the smaller provinces
of Newfoundland and Labrador and Saskatchewan will go through a general house price
decline in the next two years.

7

Important macroeconomic assumptions
underlie this outlook. First, mortgage rates
start to tighten over the next two years as U.S.
and Canadian monetary policy reverts to preGreat Recession normality. Second, oil prices
start to recover but only at a moderate pace,
so that Alberta’s economy does not go through
a rapid recovery. Third, there is no downturn in

the European or Asian economies over the next
two years. These assumptions will be tested
in coming months, particularly as the U.K.
vote to leave the European Union has at least
momentarily shaken global confidence. But as
of yet, neither doubts as to the EU’s long-term
viability nor the low point in energy prices has
changed the global baseline outlook.
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