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Is Vancouver’s Housing Illness Contagious?
Canada’s housing market has been on a wild ride this cycle, with many local markets
still adjusting to various policy changes and economic conditions. Vancouver is
closely watched right now given the widespread correction across that previouslysoaring market. This begs the question: Will the decline in Vancouver’s market spill
over, pulling down the broader Canadian housing market and economy? The short
answer is we don’t think so.
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Vancouver’s recent housing market history has been unique within Canada (echoed
less extremely in Toronto). Fundamental supply-demand conditions were driving
home prices through much of the cycle until around early-2015. At that point, two
major factors worked to detach prices (which took off at a 30% y/y clip) from those
fundamentals (Chart 1). First, nonresident demand was pouring onto an already
drum-tight market. While the data history is limited, BC Finance figures show that
nonresident demand accounted for as much as 15% of residential sales activity in the
GVA by mid-2016. Meantime, the Bank of Canada’s two rate cuts Chart 1
in the first half of 2015 changed the psychology in Canada with Housing Reacts to Policy
respect to rate expectations, opening the door to a flood of
Vancouver (y/y % chng)
speculative buying in hotter markets like Vancouver (and Toronto).
Indeed, the share of properties turned over within a 12-month period MLS Home Price Index
36
in the GVA showed a jump in flipping activity shortly after those
2 BoC rate cuts
rate cuts (Chart 2)—a classic case of expectations of higher prices
24
driving demand and lifting prices further.
Since mid-2016, however, a trio of policy measures removed the
froth, and contributed to the downturn that the market is still enduring
today. First, the Province of British Columbia’s 15% tax on
nonresident buyers—implemented in June 2016, then expanded and
increased to 20% in early-2018—chilled foreign investment demand.
The share of activity is now stable in the 3%-to-4% range at just over
100 transactions per month, down from more than 1,000 per month
(15% of activity) at the high (Chart 3). Also, five Bank of Canada
rate hikes not only dinged affordability, but also changed the
message on interest rates. This, along with the tax on nonresident
buyers, likely contributed to lower price growth expectations and a
decline in speculative psychology. Finally, the OSFI stress test on
uninsured mortgages, introduced in January 2018, further eroded
affordability through a higher qualification hurdle, effectively pulling
many would-be buyers down the price ladder.
All in, the unwinding of earlier froth has pulled prices down almost
10% overall, with all segments seeing a downdraft (anecdotal
declines have been as much as a third in some high-end pockets).
While the May sales figures encouragingly showed a solid monthover-month gain, the market balance is still historically loose and
FOMO psychology has been replaced by an environment where
buyers are holding back waiting for prices to stabilize. And,
investors who were banking on price gains to make their calculus
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work (since positive cash flow was nonexistent at recent cap rates
with 20% down) could be selling into any strength or as current
development projects reach completion. As such, the market will
likely remain soggy for some time still.
Despite Vancouver’s challenging conditions, there are a number of
reasons to believe that the weakness won’t spread more broadly
across Canada’s housing market and economy:
 There is really no such thing as a ‘Canadian housing market’, but
rather a collection of unique and independent markets that run on
much different fundamentals. The GVA only made up 7% of
Canadian sales volumes on average over the past five years,
compared to 19% in Toronto and 15% in Quebec. And, while
Vancouver prices are falling, and Calgary and Regina are drifting
down because of the oil sector, Montreal and Ottawa are seeing the
strongest conditions in more than a decade (Chart 4). Combined,
this leaves the ‘Canadian housing market’ still very well balanced.
 The GTA and Southwestern Ontario markets carry a much bigger
weight, and have also experienced many of the same swings as
Vancouver in recent years. But, because the excesses were smaller
and demographic and job fundamentals remain strong, the market
has already begun to find support. Toronto home sales were up a
solid 18.9% y/y in May, and the market balance has almost returned
to normal. Single-detached prices have steadied, up 0.8% y/y, and
condos (which never corrected anyway) are up 6.8% y/y. In fact, we
wouldn’t be surprised to see more positive momentum in the GTA
market through the summer and into the fall.
 Credit growth has stabilized. After decelerating sharply from
almost 6% y/y in 2017, growth has stabilized right around 3%
annualized (Chart 5). This is good news given that an outright
contraction in credit would be a major headwind for the economy
more broadly. The flip side is that the Bank of Canada is probably
quite happy seeing growth steady just below the rate of income
growth, thereby tugging down the debt-to-income ratio gradually
over time—call it an ideal soft landing at this point.
 Finally, five-year fixed mortgage rates have fallen 50 bps since
peaking in late-2018, partly because of a more dovish BoC, and
partly because of a broader downdraft in global bond yields. This
will only reinforce the floor in the Toronto market and, although
further down the road, help stabilize Vancouver as well.
The Bottom Line: Vancouver’s housing situation is unique to that
market, one that is very familiar with big swings. There’s little
reason to suspect broader contagion and a rate-cut response as a
result, even though the best years for credit growth, home prices and
consumer spending are now behind us.

Focus — June 7, 2019
Chart 3

Foreign Investment Fades
Vancouver

(% of total units)

Nonresident Purchases
16
12
8
4
0

Jun
16

Oct Jan Apr
17

Jul

Oct Jan Apr
18

Jul

Oct

Sources: BMO Economics, BC Finance

Chart 4

Location, Location, Location
Canada (y/y % chng : n.s.a. : as of April 2019)
Existing Home Prices¹
Ottawa
Montreal
Hamilton-Burlington
Toronto 2
Winnipeg
Canada
Edmonton
Regina
Calgary
Vancouver 2

7.8
6.4
4.6
3.1
0.9
-0.4
-4.0
-4.3
-4.6
-8.9

-12

-8

-4

0

4

8

12

HPI composite benchmark where available; 2 May 2019
Sources: BMO Economics, Haver Analytics
1

Chart 5

Credit Growth Stabilizing
Canada
Household Credit
16
3-mnth
% chng

12
8

y/y %
chng

4
0
-4
00

05

10

Shading marks periods of Canadian recession
Sources: BMO Economics, Haver Analytics

15

20

Feature
Page 9 of 15

Focus — June 7, 2019

General Disclosure
“BMO Capital Markets” is a trade name used by the BMO Financial Group for the wholesale banking businesses of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets
Limited in the U.K. and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited and BMO Capital Markets Corp are affiliates. This document is issued and
distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong) and a registered institution with the
Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). BMO does not represent that this document may be
lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or pursuant to an exemption available
thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Their contents
have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many
issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are
accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained
herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is
not reflected in this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be
construed as advice designed to meet the particular investment needs of any investor. This document is 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 be considered as investment advice or as a
recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial decisions. This document is provided for general information
only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of
issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities discussed herein,
related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should
not rely solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein.
Dissemination of Research
Our publications are disseminated via email and may also be available via our web site http://economics.bmocapitalmarkets.com. Please contact your BMO Financial Group Representative for more
information.
Conflict Statement
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing conflicts of interest in connection with investment
research which is available at http://researchglobal.bmocapitalmarkets.com/Public/Conflict_Statement_Public.aspx.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO
serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A., Member
FDIC. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets. BMO Capital Markets is a trade name used by BMO Financial Group for the
wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A, BMO Ireland Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses of BMO Capital
Markets Corp. (Member SIPC), BMO Nesbitt Burns Securities Limited (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe and Asia, BMO
Capital Markets Limited in Europe, Asia and Australia and BMO Advisors Private Limited in India.
“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under license. “BMO (M-Bar roundel
symbol)” is a registered trademark of Bank of Montreal, used under license.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
™ Trademark Bank of Montreal in the United States and Canada.
© COPYRIGHT 2019 BMO CAPITAL MARKETS CORP.
A member of BMO Financial Group

