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Canada Housing Market Outlook:  
A Needed Pause in Demand
Introduction

The gradual disinflation in Canada’s housing market continues at a steady pace. It has now 
been more than three years since the first of several policy interventions intended to halt 
the deterioration in affordability in Toronto and Vancouver. Despite more recent moves to 
improve affordability for first-time homebuyers, the overall policy stance is still to reduce 
demand: The short-term monetary policy rate hikes, stress tests for insured and uninsured 
potential borrowers, and British Columbia and Ontario housing plans have all aimed to push 
down purchasing power.

With the direct and indirect effects of monetary tightening, house price appreciation will slow 
down in 2020, turn briefly negative in 2021, and only recover in the following years. Over the 
coming year, only Montréal will have moderate house price appreciation compared with the 
other large metro areas, but in subsequent years there will be a partial recovery, with Toronto 
doing somewhat better. Vancouver house prices will dip over the next year, and the metro 
area will be lucky to maintain level prices through 2024 given how overvalued house and 
apartment prices are currently.
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Canada Housing Market Outlook:  
A Needed Pause in Demand
By aNDRES CaRBaCHO-BURGOS 

The gradual disinflation in Canada’s housing market continues at a steady pace. It has now been more than 
three years since the first of several policy interventions intended to halt the deterioration in affordability 
in Toronto and Vancouver.1 At the national level, overall affordability has yet to improve, but given the 

substantial increases in the average mortgage rate over the past two years, it would be difficult for any set 
of reforms, no matter how vigorous, to lead to an immediate improvement in affordability. Right now, the 
immediate policy focus is on bolstering mortgage credit quality and reducing housing cost burdens, even though 
this comes at the cost of reducing home sales and homeowner equity.

In addition, the macroeconomic pullback 
inherent in the Bank of Canada’s current 
policy stance is taking its toll on the hous-
ing market: Housing starts peaked in late 
2017 and have trended downward in the 
subsequent year and a half. Housing-related 
industries such as residential construction, 
financial intermediation, and real estate 
brokerages have not yet started to pull back 
on payrolls, but such pullback is a substantial 
risk if home sales do not begin to rebound 
following their previous two-year decline.

The good news is that policy interven-
tions are now also attempting to directly 
affect affordability by decreasing demand, 
as opposed to slowing price growth. The 
proposed fiscal 2019-2020 budget contains 
two demand-side interventions intended 
to help first-time homebuyers: an increased 
ceiling (from C$25,000 to C$35,000) on 
withdrawal from retirement savings in order 
to make a down payment, and new access 
to a shared equity mortgage with Canada 
Mortgage and Housing Corp. These two new 
measures are unlikely to have a significant 

1 The first such measure being a new 3% bracket on property 
transfers valued above C$2 million in British Columbia, an-
nounced in February 2016.

effect in Vancouver and Toronto, where 
median house prices are too large to make 
down payments affordable for a large share 
of first-time homebuyers even with the help 
of these measures; the policy measures 
also cap eligible incomes and cap the total 
purchase price of the home well below the 
median home values in Toronto and Vancou-
ver. But the new measures could help first-
time buyers over the hump in the Prairie and 
Atlantic provinces, where house prices are 
much lower. Despite these moves to improve 
affordability for first-time homebuyers, the 
overall policy stance 
is still to reduce 
demand: The short-
term monetary 
policy rate hikes, 
stress tests for in-
sured and uninsured 
potential borrowers, 
and British Columbia 
and Ontario hous-
ing plans have all 
aimed to push down 
demand, though 
there are some mea-
sures such as taxes 

on vacant apartments that are intended to 
increase supply but have little relevance out-
side of the largest metro areas.

Recent Performance
After more than two years of decline, 

sales in the resale market appear to have 
reached bottom, coming in slightly below 
450,000 annualized in the first months of 
2019, after peaking at 550,000 in early 2016 
(see Chart 1). The inventory-to-sales ratio 
has also increased since early 2017, though it 
is still relatively tight. The drop in sales took 
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place against a background of interest rate 
tightening. The average five-year mortgage 
rate tracked by CMHC increased from 3.6% 
in mid-2017 to 4.6% in January, though it 
has started to come down in the past two 
months, as the BoC has paused short-term 
rate hikes so far this year. The bank’s pause 
will likely continue for the next few months, 
since fourth-quarter GDP growth underper-
formed relative to expectations.

House price appreciation remains region-
ally asymmetric and will likely stay that way. 
Chart 2 shows RPS transactions-weighted 
composite indexes for the six largest metro 
areas and the RPS 13-metro area composite 
index. Whereas Montréal and Ottawa still 
show steady appreciation, house prices in 
Toronto and Vancouver are in slow retreat. It 
is these two metro areas and, to a lesser ex-
tent, Calgary and Edmonton that have pulled 
down on the 13-metro area composite index, 
which leveled out after early 2017.

More recent 
dynamics of metro 
area house prices 
are shown in Charts 
3 and 4, which 
compare price index 
motion between 
September and 
March. Prices in Van-
couver were slipping 
in September and 
are now in steady 
retreat thanks to 
demand-constrain-
ing policies and also 

in part to the increase in the nonresident 
gross-value-added transfer tax from 15% to 
20% early last year. Toronto prices have lev-
eled out after falling through mid-2018, but 
the Toronto housing market is still far from 
regaining its pre-2017 momentum. House 
prices in the Prairie metro areas are moving 
sideways at best and slowly falling at worst. 
Only Montréal, Québec City and Ottawa 
now have steady house price growth, though 
the Montréal housing market may overheat 
in the coming year if it sustains appreciation 
at the current pace.

Reacting to falling absorption in the 
new-home market, residential construction 
is now also well past its peak. Annualized 
housing starts fell from 220,000 in late 2017 
to slightly below 200,000 earlier this year. 
Falling absorption of new homes has also 
squeezed new-home appreciation: New-
home prices have been flat since early 2018. 
Overall, it may be an exaggeration to say 

that Canada’s housing market is in a deep 
freeze, but it is definitely the case that policy 
interventions have seriously reduced activity 
in sales and construction.

Is mortgage debt sustainable?
Of the various policy interventions, the 

most controversial has been the stress test 
on uninsured mortgage borrowers required 
by the Office of the Superintendent of Finan-
cial Institutions’ revised B-20 guideline. The 
revised guideline affects a much larger share 
of would-be borrowers than does the earlier 
version of the guideline, which imposed the 
stress test for insured borrowers. 

However, it is important not to over-
state the importance of the revised OSFI 
guidelines. For starters, the mortgage in-
tervention is taking place after close to 10 
years of steady economic expansion and 
a tightening labor market. Thanks to high 
employment, consumer debt performance 
is better than at any point since 2008, and 
in particular the percentage of mortgages 
in arrears is at an 11-year low (see Chart 5). 
Second, if a potential borrower has insuf-
ficient income to qualify for a mortgage 
under the tighter guidelines, that does not 
necessarily lead to the loss of a home sale. 
Potential borrowers still have the option to 
buy lower-priced homes, and sometimes 
to make a larger down payment in order 
to reduce their monthly payment and in-
crease their qualifying income; only the 
decision to delay a home purchase to wait 
for a lower mortgage rate or build up sav-
ings for a down payment leads to current 
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nonsale. A recent research paper by the BoC 
has estimated that the OSFI B-20 guideline 
stress test has directly reduced resales only 
by about 10,000 per quarter, with a much 
larger share of reductions due to worsening 
affordability as mortgage rates and house 
prices increase.2 

But the need to make potential home-
buyers buy a lower-priced home or defer 
their purchase is quite plausible, even when 
not considering metro area housing markets 
and if looking at the national market as 
a whole. Mortgage debt service as a per-
centage of disposable income has trended 
upward over the past two decades and has 
increased substantially since 2014 (see 
Chart 6). Average homeownership costs as 
a percentage of average disposable income 
tends to be more variable, but it too has 
increased since 2013. More worrying, this 
cost ratio increased even in 2016-2018 af-
ter policy interventions started to slow the 
housing market. However, it is true that the 
increase in relative ownership costs leveled 
out after 2016. The BoC has also estimated 
that the ownership cost to disposable in-
come ratio, which is now at 0.36, would 
easily have increased to 0.41 or higher if 
house price appreciation had continued at 
its pre-2017 pace.3

A further area of concern is that due to 
differences in income growth and unem-

2 See Mikael Khan and Taylor Webley, “Disentangling the 
Factors Driving Housing Resales,” BoC Staff Analytical Note 
2019-12. 

3 See Carolyn A. Wilkins, “Balancing Act: The Link Between 
Monetary Policy and Financial Stability,” CMHC National 
Housing Conference presentation, November 22, 2018.

ployment rates as well as home values, the 
ability to service mortgage debt is not evenly 
spread out across Canada. Although still low 
in a business cycle sense, the shares of first 
mortgages in arrears are much higher for the 
Prairie and Atlantic provinces than for Can-
ada on average (see Chart 7), and indicate 
that continued increases in ownership cost to 
disposable income ratios could worsen these 
provinces’ housing markets and further drag 
on their already-weaker GDP and income 
growth. While it is possible to make the case 
that the tighter mortgage lending conditions 
embodied in the new B-20 guideline are an 
overreaction, it is difficult to make a case 
that tighter mortgage lending was not need-
ed, given both the worsening mortgage debt 
service trend and the worse relative position 
of the Atlantic and Prairie provinces.

A quick note: The new-home market
Despite the tightness of the new-home 

market in a few met-
ro areas like Toronto, 
the environment of 
rising interest rates 
and falling affordabil-
ity has also seriously 
impacted purchase 
demand. Conse-
quently, inventory 
totals of new homes 
have shot up. CMHC 
indicates that for 
the 33 census metro 
areas, total unsold 
inventory of newly 

built detached and semidetached single-
family homes surged from about 5,500 in 
mid-2017 to almost 7,500 currently. This 
increase is not due to any surge in construc-
tion but due to a drastic decline in absorp-
tion, from almost 5,000 per month in late 
2017 to little more than 3,000 per month 
as of March 2019.

Chart 8 shows the ratio of new single-
family inventory to total absorptions for all 
33 metro areas and breaks down the share 
of this ratio by the largest six metro areas 
and the rest. The increase in the overall 
ratio from late 2017 is apparent. While 
a rise in inventory in Calgary, Edmonton 
and Vancouver accounted for part of the 
increase, the largest combined increase 
was for the 27 smaller metro areas. By con-
trast, the new-home markets in Toronto, 
Montréal and Ottawa remain relatively 
tight and have not seen any increase in 
unabsorbed inventory. 
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Despite the tight market for new homes 
in Toronto, the willingness of potential buy-
ers to pay has fallen off, and thus house 
price appreciation has slowed and even 
started to fall. The same is true in Van-
couver, though the decline is more recent. 
Overall, the price of new homes has leveled 
off for Canada as a whole, with Montréal 
being the main exception (see Chart 9). 
Although the ratio of new-home absorp-
tions to resales is currently less than 10%, 
the loosening of the new-home market has 
eliminated and possibly even reversed the 
upward price pressure on the resale market 
over the past year and a half.

Valuation
The Moody’s Analytics forecast model 

for the RPS house price indexes compares 
current house prices to long-term trend 
prices. These trend prices are less sensitive 
to business cycles and are determined by 
local household income, population size, 
the national new house and land price index 
(which is used as a proxy for overall land and 
construction costs), and for a few metro ar-
eas, the deflated stock market price index—a 
proxy for national wealth—interacting with 
metro area population dynamics. The diver-
gence between the current price and this 
long-term trend price determines the degree 
of over- or undervaluation, which is an im-
portant driver of the house price forecast.4 

4 For full details on the Moody’s Analytics forecast model for 
RPS house price indexes, see “Moody’s Analytics Canada 
RPS House Price Index Forecast Methodology,” available 
from Moody’s Analytics or RPS.

In addition to 
standard mechanisms 
by which an overval-
ued housing market 
tends to move into 
correction territory—
reduced demand due 
to low affordability 
and increased sup-
ply due possibly to 
resurgent construc-
tion—direct policy 
interventions such as 
the OSFI mortgage 
stress tests and pro-
vincial ownership transfer taxes are also part 
of the mean-reversion mechanism by which 
house prices in a region return to their long-
term trend values.

Chart 10 shows the degree of over- or 
undervaluation as of the first quarter of 
2019 for the metro areas that make up the 
RPS 13-metro area transactions-weighted 
composite index. As might be expected from 
their very strong price growth through 2016, 
prices for single-family homes and condo 
apartments in Toronto and Vancouver remain 
seriously above their long-term trend despite 
more recent price declines, followed closely 
by Hamilton. The Saskatchewan metro areas 
present a puzzle. A relatively low level of re-
sale listings and little residential construction 
have  helped to keep single-family homes 
priced above trend. By contrast, the rental 
vacancy rate is much higher than the Canada 
average and the resulting downward pull on 
rents has also pulled down condo apartment 

prices, keeping them close to their long-term 
trend in Regina and undervalued in Saska-
toon.5 A long period of subdued housing 
demand relative to income growth now has 
single-family home prices in Ottawa and Ed-
monton below trend.

A large deviation from trend does not 
necessarily result in a short-term correction 
for house prices. In markets such as Toronto 
that have a combination of a highly restrict-
ed supply of available homes relative to de-
mand or where wealth inflows add to the de-
mand for upper-tier housing, displacing local 
demand to lower-priced homes, house prices 
can persist for a long time above the trend 

5 Also, the main driver for trend prices differs between single-
family homes and condo apartments. The income driver 
for the single-family home trend price is median family 
income, whereas the income driver for condo apartment 
prices is average household income. If these two income 
measures diverge, which can often happen in metro areas 
with slow or falling demographics, then the trend prices for 
the two markets will diverge.
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price suggested by economic fundamentals. 
Indeed, the data from 2005 onward for the 
Ontario metro areas show little if any sign 
of mean-reversion, and this history has been 
factored into their house price forecasts.

Macroeconomic outlook
Although the BoC seems to have paused 

in hiking rates, the medium-term outlook is 
still for a period of increasing financing costs. 
To bring the overnight target rate closer to 
its historical average, the BoC is likely to 
increase this rate through 2021 at least, with 
the goal being a steady overnight rate of 
around 3%. In turn, the more or less steady 
increases in the short-term policy rate will 
pull up mortgage rates with a lag; the average 
five-year mortgage rate is currently at 4.3%, 
will climb to 5% by the end of 2020, and will 
climb more slowly to 6% by 2024. With no 
significant decrease in mortgage rates likely 
for the coming five-year period, Canada will 
depend more on steady income growth to 
build up stronger purchase demand. 

In addition to the upward trend in the 
mortgage rate, Table 1 provides a summary 
of the macroeconomic outlook for the next 
five years. Though the current unemploy-
ment rate is a little less than 5.8%, it will 
climb to 6.5% by 2021 as the BoC raises 
short-term rates, putting a brake on total 
spending. Given rate hikes and the current 
increase in unsold inventory, residential con-
struction will also pull back, with annualized 
housing starts dipping below 160,000 by the 

end of 2022. With employment and output 
growth slowing with BoC tightening, real per 
capita income growth also slows after 2020. 

With the direct and indirect effects of 
monetary tightening, house price apprecia-
tion slows down in 2020, goes briefly nega-
tive in 2021, and only recovers in the fol-
lowing years. Housing market effects of the 
2019-2020 federal budget are not factored 
into the forecast as of yet, but the effects 
of increased ability to draw from retirement 
savings plans and access to shared equity 
mortgages from CMHC are likely to be mar-
ginal in an environment of rising mortgage 
rates, slowing income growth, and restricted 
residential construction in the largest metro 
areas. In coming forecasts, these new initia-
tives might provide some upward push for 
lower-priced housing markets in the Atlantic 
and Prairie provinces.

Lastly, the demand-reducing effects of 
BoC rate hikes and OSFI stress tests start 
to have an effect on debt sustainability. The 
ratio of the median dwelling price to median 
family income falls slightly after 2020, while 
the ratio of mortgage debt to disposable 
income falls from 1.15 currently to 1.10 by 
2024, a tangible break given the upward 
trend for this ratio before the current year.

Regional outlook
The current regional outlook for house 

price appreciation is slightly better than the 
December forecast used for the Moody’s 
Analytics February housing market outlook 

report. In particular, house price appreciation 
over the coming five-year period increases 
slightly to 2.2%, whereas it was previously 
1.9%. Over the coming year, only Montréal 
will have moderate house price appreciation 
compared with the other large metro areas, 
but in subsequent years there will be a par-
tial recovery, with Toronto doing somewhat 
better. Vancouver house prices will dip over 
the next year, and the metro area will be 
lucky to maintain level prices through 2024 
given how overvalued house and apartment 
prices are currently.

Table 2 shows the short-term dynam-
ics of the regional forecasts for detached 
single-family house prices. The first column 
contains the metro area over- or undervalua-
tion percentages seen in Chart 8. In addition 
to Toronto, most of the Ontario metro areas 
have house prices that are substantially 
above their long-term trends. The British 
Columbia metro areas, other than Kelowna, 
also have house prices that are much larger 
than warranted by their economic and de-
mographic fundamentals. Only Edmonton 
and Ottawa have house prices that are seri-
ously undervalued. In the case of Edmon-
ton, undervaluation is the effect of a weak 
housing market in the wake of a recession 
caused by the fall in energy prices in 2015, 
from which the metro area is still recover-
ing. Similarly, Ottawa went through a minor 
slowdown in 2013-2015, when the unem-
ployment rate exceeded 6.5% and house 
prices started falling; the housing market 

Table 1: Canada Housing Market, History and Baseline Forecast

Most 
recent 2017 2018 2019 2020 2021 2022 2023 2024

Detached single-family house price index, % change*  -0.2 7.5 -0.1 1.2 -0.6 0.9 3.8 4.6 4.4
Condo apartment price index, % change* 4.3 13.5 6.5 1.3 -1.0 0.4 3.0 3.7 3.6
Composite house price index, % change* 0.2 7.2 0.6 1.0 -1.1 0.5 3.4 4.2 4.0
Real per capita disposable income, % change -0.8 2.0 0.4 1.2 2.0 1.4 0.8 0.8 0.9
Unemployment rate, % 5.8 6.3 5.8 5.8 6.1 6.5 6.5 6.5 6.6
Avg mortgage rate, 5-yr, % 4.52 3.79 4.36 4.41 4.87 5.24 5.72 5.86 5.96
Housing starts, ths 193.5 220.2 213.2 195.6 184.1 168.9 163.6 158.3 155.0
     % change -13.0 11.2 -3.2 -8.3 -5.9 -8.3 -3.1 -3.2 -2.1
Ratio, median dwelling price/median family income  8.2 8.3 8.3 8.1 7.9 7.7 7.8 7.9 8.0
Ratio, outstanding mortgage debt/disp. income 1.20 1.16 1.17 1.15 1.12 1.11 1.10 1.10 1.10

*Q4, y/y
Sources: RPS, Statistics Canada, CMHC, Moody’s Analytics
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recovery begun in 2016 has not been 
strong enough to bring prices back to 
their long-term trend.

The second column has annual-
ized house price growth as of the first 
quarter of 2019, the last with history. 
The persistence of house price appre-
ciation in this quarter is an important 
determinant of appreciation in the 
coming year. Of the large metro areas, 
only Montréal currently has strong ap-
preciation. Among the smaller metro 
areas, Trois-Rivières and Moncton have 
strong appreciation. For Moncton, 
this strong growth is likely caused by 
opportunistic purchases, as house 
prices were below trend in 2018 and 
earlier years. For Canada overall, per-
sistence effects will be slightly negative 
given the slight depreciation in the 
first quarter.

The third and fourth columns show 
appreciation in the first and second 
years of the forecast, respectively. In 
the first year, persistence of previous 
house price growth plays a significant 
role for a region’s forecast, whereas 
in the second year, income growth, 
mortgage rates, and possibly mean-re-
version take over as the main forecast 
determinants. For Canada as a whole, 
the somewhat back-loaded forecast 
for rate hikes results in house prices 
falling in 2020 after increasing slightly 
in 2019. Something noteworthy in 
the columns is that despite serious 
overvaluations, the Ontario metro 
areas have only mild price declines in 
2020; Toronto does not experience 
a price decline at all, consistent with 
its tight housing market even in the 
face of higher mortgage rates, the On-
tario Fair Housing Plan, and the B-20 
guideline stress test. Serious house 
price corrections are in store only 
for Saskatchewan, where Regina and 
Saskatoon have seriously overvalued 
home prices and do have a history of 
mean-reversion, in contrast with On-
tario metro areas.

Lastly, Table 3 compares the cur-
rent April forecast with the December 

Table 2: Canada Subnational Forecast, Median Detached-House Price

%  
deviation from  

trend price,  
2019Q1*

% change  
annualized, 

2019Q1

Avg annual-
ized house 

price growth, 
%, 2019Q1-

2020Q1

Avg annual-
ized house 

price growth, 
%, 2020Q2-

2021Q1
Canada -0.7 1.5 -1.0
Alberta -0.5 2.6 -0.2

Calgary, census metropolitan area -5.3 0.3 2.6 -2.4
Edmonton, census metropolitan area -27.8 -2.1 2.4 1.9

British Columbia -6.1 0.2 -2.0
Abbotsford, census metropolitan area 31.8 -1.1 1.9 -2.7
Kelowna, census metropolitan area 8.5 -4.0 3.3 -1.2
Vancouver, census metropolitan area 37.2 -7.3 -0.8 -2.3
Victoria, census metropolitan area 18.0 -5.4 0.1 -2.4

Manitoba -0.7 -1.3 -2.8
Winnipeg, census metropolitan area 8.1 -1.6 -1.8 -3.2

New Brunswick 5.6 1.0 -1.6
Moncton, census metropolitan area 0.7 11.3 1.1 -2.2
Saint John, census metropolitan area -2.9 1.6 1.1 -2.1

Newfoundland and Labrador -7.0 -1.4 6.5
St. John’s, census metropolitan area -5.4 -10.1 -2.2 7.5

Nova Scotia 3.2 1.9 -1.5
Halifax, census metropolitan area -5.6 2.6 2.4 -1.3

Ontario 0.8 1.4 -0.6
Barrie, census metropolitan area 29.8 -1.5 1.7 2.3
Brantford, census metropolitan area 31.4 -2.2 -2.0 -3.0
Greater Sudbury, census metropolitan area -0.2 -9.3 -2.8 -2.4
Guelph, census metropolitan area 28.9 6.8 5.0 3.1
Hamilton, census metropolitan area 34.6 -1.3 -0.9 -2.4
Kingston, census metropolitan area -1.3 5.9 1.4 -2.4
Kitchener, census metropolitan area 34.3 1.0 -0.3 -2.3
London, census metropolitan area 22.2 5.0 1.8 -1.3
Oshawa, census metropolitan area 42.5 -1.9 0.6 -0.1
Ottawa-Gatineau, census metropolitan area -16.4 2.1 2.0 0.2
Peterborough, census metropolitan area 32.2 5.5 1.7 -1.9
St. Catharines-Niagara, census metropolitan area 28.2 1.1 1.0 -2.8
Thunder Bay, census metropolitan area 16.2 -4.9 -1.2 -2.4
Toronto, census metropolitan area 47.3 0.4 1.9 0.3
Windsor, census metropolitan area 11.9 1.4 0.2 -3.2

Prince Edward Island -1.9 -3.0 -2.7
Québec 6.3 4.0 -0.3

Montréal, census metropolitan area 5.8 7.7 5.0 -0.3
Québec, census metropolitan area 7.9 2.9 1.9 -1.0
Saguenay, census metropolitan area -1.6 0.1 1.5 -1.0
Sherbrooke, census metropolitan area -9.4 1.2 2.2 -0.1
Trois-Rivières, census metropolitan area 11.0 9.6 5.5 -0.7

Saskatchewan -1.2 -3.8 -9.6
Regina, census metropolitan area 31.0 -0.8 -4.8 -11.3
Saskatoon, census metropolitan area 17.8 -1.4 -3.9 -9.1

Note: Italicized metro areas are part of the RPS 13-metro area composite index.
*Census metropolitan areas only
Sources: RPS, Moody’s Analytics
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forecast used for the early-February outlook 
report while also looking at a longer five-
year forecast horizon. House price apprecia-
tion picks up slightly for Canada in the cur-
rent forecast compared with the December 
forecast, but there is relatively little change 
in the metro area rankings. The strongest 
five-year outlook is for Edmonton, Ottawa 
and St. John’s—all of which have some 
degree of current undervaluation—and for 
Toronto and some of its adjacent metro 
areas, where insufficient supply relative to 
purchase demand (also called overheating 

by some analysts) still edges out over-
valuation as a determinant of the house 
price outlook.  

Of course, even for the metro areas at 
the top of Table 3, house price apprecia-
tion is quite meek compared with what was 
seen in the early 2015 to early 2017 period, 
when year-over-year growth for detached 
single-family home prices reached 13% 
on average.  The subsequent slowdown 
is a testament to the ability of restrictive 
monetary policy combined with tighter 
mortgage lending regulations to cool down 

an overheated housing market, if not freeze 
it altogether.

Risks
For the smaller provinces and metro ar-

eas, the 2019-2020 federal budget has intro-
duced some upside risk. The proposed shared 
equity mortgages funded by CMHC are lim-
ited to borrowers with incomes at or under 
C$120,000, which limits their applicability in 
Toronto and Vancouver given the low afford-
ability of housing for both metro areas. Also, 
the budget projects that CMHC will provide 
C$1.25 billion of funding for these mort-
gages for a period of three years, with CMHC 
equity limited to 10% for new homes and 
5% for existing homes.6 This is not a huge 
injection for Canada as a whole. However, for 
lower-priced, lower-income regions, includ-
ing the Atlantic provinces, Manitoba and 
Saskatchewan, the shared equity mortgages 
combined with an increased ability to draw 
on retirement savings plans for down pay-
ments would add a much-needed injection 
in demand and would help some provinces 
(particularly Nova Scotia) increase their rela-
tively low shares of homeownership. 

The main downside risk is still derived 
from monetary policy tightening. With the 
average five-year mortgage rate projected 
to rise by a full percentage point over the 
next two years, it is inevitable that there will 
be some increase in the percentage of first 
mortgages in arrears. If this increase were 
spread out nationally, its effect on the hous-
ing market and the financial system would 
not be perceptible. However, if the increase 
in arrears were to be regionally concentrated, 
especially in the higher-priced metro areas 
and provinces, there would be repercussions 
for individual mortgage lenders and pos-
sible financial tremors. As always, deciding 
when to ease off on monetary policy rate 
hikes, especially for the sake of the hous-
ing market, remains a fine art subject to 
potential miscalculation.

Lastly, there remains the downside risk of 
Canada’s larger than average vulnerability to 

6 See Matt Lundy and Tom Cardoso, “Federal budget 2019 
highlights: 10 things you need to know,” The Globe and 
Mail, March 20, 2019 for a broad summary of the 2019-
2020 federal budget, including housing measures.

Table 3: Medium-Term House Price Outlook, Census Metropolitan Areas
Avg annualized projected single-family house price growth, %, 2019Q1-2024Q1

Dec 2018 forecast Apr 2019 forecast
Canada 1.9 2.2
St. John’s 4.0 6.1
Guelph 4.6 5.5
Barrie 5.1 5.2
Edmonton 4.4 4.2
Toronto 3.2 3.3
Oshawa 3.6 3.2
Ottawa-Gatineau 2.8 3.2
Sherbrooke 2.1 3.1
Halifax 1.7 2.6
Montréal 1.4 2.6
Québec 1.4 2.5
Kelowna 1.7 2.1
London 1.4 1.8
Trois-Rivières 0.6 1.8
Kingston 1.3 1.6
Peterborough 0.9 1.4
Saguenay 0.2 1.4
Kitchener 1.1 1.3
Calgary 0.7 1.2
Brantford 1.1 1.2
Saint John 0.4 1.1
St. Catharines-Niagara 0.6 1.1
Abbotsford 0.8 1.0
Moncton 0.8 1.0
Vancouver 1.4 0.9
Victoria 1.0 0.9
Winnipeg 0.0 0.8
Greater Sudbury 1.0 0.7
Hamilton 0.6 0.7
Thunder Bay -0.2 0.7
Windsor 0.5 0.5
Saskatoon 0.1 -0.7
Regina -1.8 -3.1

Note: Italicized metro areas are part of the RPS 13-metro area composite index.
Sources: RPS, Moody’s Analytics
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global oil price shocks. The Moody’s Analytics 
Low Oil Price forecast scenario, for example, 
has the Brent oil price falling just below 
US$40 per barrel and West Texas Intermedi-
ate oil prices falling to US$35 per barrel.  The 
resulting income forecast hits the Prairie prov-
inces harder in particular, and by extension 
house prices would suffer. In this scenario, the 
RPS national composite house price would fall 
by 4% over two years before recovering. The 
impact on Alberta and specifically Calgary and 
Edmonton would be more limited given that 
house prices were already hit substantially in 

2015-2016, but the effect would be larger in 
smaller energy-dependent cities. 

Overall, it is safe to say that in terms 
of housing market policy interventions, 
the worst is over and the last remaining 
speedbumps will be BoC rate hikes over the 
next two years. The slowdown in sales and 
residential construction is starting to drag 
on the economy. The real question, and one 
that cannot be fully resolved, is the hypo-
thetical dynamics of the regional housing 
market in the absence of rate hikes, transfer 
taxes, tighter mortgage guidelines, and 

other interventions. Despite the practical 
difficulties, the correct comparison of the 
present is not with the 2014-2016 period, 
when the Toronto and Vancouver housing 
markets were at full throttle, but with the 
likely demand, price and construction cor-
rection that would have taken place if af-
fordability had become unsustainable and 
mortgage debt service-to-income ratios 
had climbed even higher. The current cool-
ing of the housing market is therefore not 
really bad news, but should be seen more as 
a necessary consequence.
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