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BRIEFING  

 

 òWe had an impressive housing recovery in the late spring 

and summer of 2009. As expected this rate of recovery will 

moderate in the latter half of 2010 in the face of rising 

mortgage rates and slowing demandñkeeping Calgaryõs 

housing market in balance,ó  

Diane Scott, President of CREB® 

 

The òmoderation of the rate of recoveryó describes a year over 

year 40 percent plunge in Calgary home sales, culminating in 

June 2010. Just like Vanguard TV3õs ascent into space moderated 

2 seconds after its launch, or S&P 500 growth moderated in 

November of 2007 and then again in January 2008, Calgary 

home sales volumes felt a òslight sting of moderationó in otherwise 

absolutely splendid June of 2010.  The plunge in sales, which 

resulted in multi-year low in home sales volumes for the month 

of June, coincided with a much less dramatic decline in mean 

home prices, which were below their May 2010 levels. Quite 

expectedly, the sales collapse marked a noticeable rise in home 

inventories in Calgary.    

The summer 2010 of Calgaryõs real-estate market could be 

looked at as either a fine statistical oddity, or a fully warranted 

effect of some macroeconomic events unrelated to the overall 

Canadian housing market health. After all, oil, which is the back-

bone of Albertaõs economic miracle story, is no longer testing 

triple-digit highs. Despite slightly softer prices per barrel, world 

demand for Albertaõs oil has increased and shows no sign of 

cessation.  There has been no significant reduction in net 

economic activity or general employment in the Alberta 

economy within the past year.  In this context, Calgaryõs real-

estate sales slump is so severe in comparison to the overall 

economy that it should be likened to a sudden canary death in a 

coal mine.  For those with work to do and tools in hand, it is 

business as usual.  But a few dim metres awayñit has become 

critically dangerous.  

Before continuing with the report, some housekeeping work: 

This report is an update of the original òThe Elusive Canadian 

Housing Bubbleó, which described the current housing bubble in 

Canada. The first instalment of this series touched on key points 

highlighting the existence of a housing bubble in Canada, while 

explaining why it didnõt burst alongside the USõs in 2007-2008. 

Some references made in this edition of the report assume the 

prior knowledge of the original report material and it is strongly 

suggested one reads it thoroughly before undertaking this paper. 

The original document can be found under the following URL: 

http://www.scribd.com/doc/28454918/Canadian-Housing-Bubble.  
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This second edition of the report is the first of the semi-annual 

sequels for the original paper to provide timely updates on the 

state of the housing market in Canada. This document 

introduces a structure of the semi-annual releases, and your 

comments and suggestions regarding it are always welcome. 

Unlike Toronto and Vancouver, Calgary did not have the short-

term sales-boosting influences of the pending HST introduction. 

Nor were there any macroeconomic disturbances in the form of 

volatile energy prices. Thus, Calgary is indicative of the bumps 

and potholes awaiting the broader housing market in Canada. 

http://www.scribd.com/doc/28454918/Canadian-Housing-Bubble
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While the true state of affairs in Toronto and Vancouver might 

be concealed by the HST rollout, Calgary gives us a clear 

indication of what the future likely holds for the rest of the 

Canadian real estate market.  

Between the early 2008 and mid-2010, a potent combination of 

lax and now-defunct CMHC rules, misunderstanding of the HST 

and positive feeling of the economic recovery (mid-2009 

onwards) created an environment in which home sales 

flourished, excessive demand pushed the prices higher, and the 

market shifted in favour of sellers. Conversely, housing 

affordability worsened, and the hosing bubble, which existed 

before 2007, was inflated further. The temporary nosedive of 

home prices in 2008 was quickly reversed by the extraordinary 

measures implemented to combat any deflationary pressure 

within the market. As a result, prices shot up by as much as 17 

percent year-over-year in some markets across Canada.  

Is the bubble ready to burst?  

It is always difficult to call the top or breaking point in any 

market.  Thatõs been said, the bubble is ready to stop inflating 

further. Sticking with the coal-mine analogy, it seems all songbirds 

have suddenly and silently fallen from their perches and lie 

motionless on the bottoms of their cages. For some reason, the 

initial warning signs are being ignored or downplayed by a 

number of pundits. A broad group of analysts and 

commentators, ranging from industry participants to academics, 

have been willing to publicly entertain a number of explanations 

ranging from the somewhat plausible to the laughably arcane. 

However, the more pragmatic lot is rushing for the exit, trying 

not to send accidental sparks flying. 

The combination of factors that led to a violent housing bubble 

burst in the US is partially present in Canada now. However, it 

lacks a certain key ingredient to undergo an immediate and 

catastrophic explosion. On the flipside, this is not the reason to 

be complacent. Several material developments, including a 

looming double-dip recession in the US, the recent events in 

China (as covered later in this edition of the report) and the 

propensity of Canadians of all ages to have an òinvestment 

propertyó (which may lead to a sudden rush to sell by financially 

strained investors), introduce a great risk that may tip the scale 

and lead to an outright price collapse. 

Will it burst?  

The answer is disappointingly inconclusive: It may or it may not. 

To qualify this response, letõs refer to the òcoal mineó theme of 

todayõs report. Methane accumulated in high concentrations in 

coal mines possesses grave danger to miners. A single spark can 

send a powerful explosion through the mine shaft, killing or 

trapping those inside. However, if there is no spark, the mineõs 

ventilation systems will eventually bring methane levels under 

control. During the clean-up operation, the mine will remain 

highly susceptible to accidental combustion and any careless 

movement in the mine can trigger an explosion. This is precisely 

the situation we see today in the Canadian housing market.  This 

is akin to an excessive methane build-up in a mine ð at this point, 

a single spark can set off a major explosion. However, as of mid-

July 2010, a possible source of this flare is not yet visible. As 

such, the market can stay stagnant for an extended period of 

time, moving sideways or much likely sluggishly sliding to more 

acceptable valuation levels, unless a trigger for a collapse 

appears. In the next while, it will be important to closely 

monitor a number of factors, including changes in inventory 

levels, a rush to sell (i.e. rapid price depreciation on rising 

volumes), ability to service personal debt, unemployment and 

strong macroeconomic shocks. Referring to CIBC World 

Marketsõ economist Benjamin Tal (May 2010): 

é prices could decline by as much as 10 per cent in the 

next two years, but that a òviolentó correction similar to the 

one seen in the United States remains unlikely because 

Canadians will keep paying their mortgages by cutting back 

on other discretionary expenses. 

I concur with this view. With no trigger in sight, the violent 

burst of the bubble is unlikely at this point in time. Presently, 

Canadians appear to have some buffer capacity for coping with 

impending interest rates increases. The unemployment rate has 

levelled, which is helpful for keeping up with mortgage payments. 

This, however, does not mean that all is safe and sound.  

According to Benjaminõs analysis, the recovery has overshot 

what is justified by the economy. His analysis suggests that nearly 

17 percent of Canadian homes trade above their fair value. 

Calgary, Montreal, Toronto, and Vancouver comprise nearly 2/3 

of the active housing market and seriously or severely 

overvalued. With few exceptions, Toronto is overpriced across 

the board. Home prices in Vancouver are uniformly exorbitant 

in all districts. Calgary and Montreal, while moderate in 

comparison to Toronto and Vancouver, has large pockets of 

properties trading above their fair value, as defined by the 

commonly used evaluation metrics such as price-to-income and 

price-to-rent ratios (covered later in this document). These cells 

of economic distortion are not limited to Canadaõs most 

prominent urban areas. During my recent trip to Muskoka, I was 

stranded near the Deerhurst resort due to the roadblocks 

related to the G8 (turning later into G20) meetings. While 

waiting for the seemingly endless convoys of officials to pass, I 

wandered into a development-specific real estate sales office on 

the outskirts of beautiful Huntsville. Tacked in the middle of a 
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freshly deforested land away from the town center, the 

subdivision for sale was far from any scenic lakes or rivers. In 

fact, the only scenic place was a cemetery on the opposite side 

of a busy country road. Small, no-frills two-bedroom bungalows 

were slotted for building on lots barely larger than the dwellings 

themselves. I recall looking outside the window, staring into the 

wall of trees 5 feet away from the back wall and two 

neighbouring homes that resided within the arm reach on both 

sides and thinking òthe price of raw materials to build this place 

is probably higher than the price I am willing to pay for it.ó Then 

came the real shocker: It was $420,000. For a two-bedroom 

bungalow located in the middle of nowhere away from any 

scenery on a lot smaller than home backyards in North York. 

Severe overvaluation is not limited to the four largest cities. 

Together, Toronto, Vancouver, areas in Montreal and Calgary, 

and other places across the country suggest that estimates of 

Benjamin Tal remain in a very conservative range. Using 

common valuation techniques that are covered later in this 

document the percentage of homes in Canada trading much 

above their fair value can be safely put above 30 percent mark. 

I maintain my view that the housing market in Canada is risky, 

overvalued, and has been artificially propped up by an injection 

of Canadian-style subprime borrowers between 2008 and 2009, 

which should amplify an impeding price correction. The 

overheating of the late 2009 and early 2010 has only reinforced 

my sentiment. Fundamental valuations suggest that properties in 

Vancouver are 35-50 percent above their fair value. Many 

districts of Toronto are 25-30 percent overvalued.  Calgary and 

Montreal, while not as overpriced as Toronto and Vancouver, 

decoupled by as much as 20 to 25 percent from their 

fundamentals. There is evidently a lot of downslide risk. TD Bank 

anticipates 2.7 percent decline at the national level in 2011, while 

Benjamin Tal of CIBC sees a 10 percent fall. To my estimation, 

these numbers are conservative, and real decline in real-estate 

prices should exceed the bank analystsõ expectations. In any 

case, the current market offers a unique opportunity to buy a 

home at the peak of what will be likely known as òThe Fist 

Canadaõs 21st Century Housing Bubbleó.  

The current housing market has the potential to explode, with a 

single spark causing a violent collapse in prices. While there is no 

such trigger present at the moment, the economic realities 

suggest that home prices will slide 5-15 percent from their 

present levels in 2010-2011. All in all, rising interest rates, high 

levels of debt, negative macroeconomic developments in the US, 

Europe and China, and oversupply of homes in Canada suggest 

that turbulent times are ahead and outlook remains negative.  

 

 

Thank you for reading. 

 

Market Risk Rank Outlook 

7.2 (High) Negative 

 

 

 

 

 

 

 

 

 

 

Please direct all inquiries regarding this report to alec.pestov@yahoo.com  
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1 THE NUMBERS  

1.1 Prices ς Past the Tipping Point? 
Exhibit 1.1: Teranet Housing Price Index 

 

Source: Teranet ð National Bank House Price Index; 

Canadian home prices in May 2010 (Exhibit 1.1) were up 13.6 percent from a year earlier, according to the Teranet - National Bank 

National Composite House Price IndexÊ. The 12-month gain was strongly influenced by Vancouver, up 17.1 percent, and Toronto, 

up 16.0 percent. In the other four markets surveyed, the 12-month rise ranged from 5.6 percent in Halifax to 11.4 percent in 

Ottawa. In Calgary it was 7.8 percent and in Montreal 8.5 percent1. 

During the 10-year span between May 2000 and May 2010, housing prices increased 96 percent nationwide, 118 percent in Calgary, 

116 percent in Montreal, 69 percent in Toronto and 126 percent in Vancouver. Doubling of housing prices over the 10-year period 

coincided with the all-time highs in nominal terms in the three major cities except Calgary where prices remain 8.6 percent below 

their stratospheric highs set in August 2007. Year-over-year and from May to June 2010, nominal home prices edged higher in all key 

markets without any surprises (Exhibit 1.2). 

Exhibit 1.2: Nominal Prices 

 Canada Calgary Montreal Toronto Vancouver 

June 2009 326,689 392,601 276,291 403,918 575,949 
June 2010 342,662 415,431 307,403 435,064 657,934 
% Change 4.89% 5.82% 11.26% 7.71% 14.23% 

 Source: CREA; 

                                                      

1 http://www.housepriceindex.ca 
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Despite the ongoing economic uncertainty, housing prices in Canada surged to surpass their pre-recession peak by as much as 9 

percent. This trend does not appear to continue in the future, and May 2010 is likely to mark their local price peak. The preliminary 

readings of the average and mean prices for June and July suggest an impending decline in price indexes due to a widespread decline 

in sales and signs of weakening home prices. 

The new housing price index (Exhibit 1.2) rose uniformly nationwide and in all four largest cities, both year-over-year and from the 

previous month. 

Exhibit 1.3: New Housing Price Index 

 May 09 Apr 10 May 10 April to  
May 2010 

May 2009 to  
May 2010 

Canada 153.5 157.5 158 0.3% 2.9% 
House only 160.8 167.5 168.2 0.4% 4.6% 
Land only 138.1 137.4 137.7 0.2% -0.3% 
Montréal 165.2 169.3 169.8 0.3% 2.8% 
Toronto  144.6 148.1 149.2 0.7% 3.2% 
Calgary 229.1 235.7 236.3 0.3% 3.1% 
Vancouver 114 120.3 120.6 0.2% 5.8% 

Source: Statistics Canada; 

1.2 Sales Volumes ς A Glimpse of Things to Come 

The significant decline in sales year-over-year was observed uniformly across Canada (Exhibit 1.4). The new mortgage regulations 

and exhaustion of an adrenaline boost from the HST scare in British Columbia and Ontario inflated sales volumes in the months 

preceding June 2010, and led to very disappointing, albeit predictable, results in June. According to Diane Scott of CREB: 

We are seeing continued moderation in Calgaryõs home sales in the face of higher mortgage rates, increased inventory levels and a 

decreasing number of first-time homebuyers entering the market. Our sales trends in June reflect much of what we saw in May. 

Changes to mortgage rules meant a good portion of homebuyers wanted to get in before the new regulations took effect in April. This, 

along with rising interest rates on the horizon, pulled forward sales we might have expected in May and June. 

Dianeõs statement might suggest that the slowdown is attributable solely to May and June as a result of new regulations, hinting a 

one-time event. Undesirably, this weakening in volumes is expected to accelerate in coming months, as market is turning from a 

sellerõs boon into a sellerõs bane. 

Exhibit 1.4: Sales Volumes 

 Calgary Montreal Toronto Vancouver 

June 2009 3,170 4,163 10,955 4,259 
June 2010 1,902 3,371 8,442 2,972 
% Change (YoY) -40% -19% -23% -30% 

Source: CREB; GMREB; TREB; REBGV; 

1.3 Sales Break-Down ς Noticed the New Trend? 

Calgary  

The distribution of sales (Exhibit 1.5) signals a shift of buying preferences to cheaper dwellings. Surprisingly, sales of million-dollar-

plus properties increased by nearly 42 percent year-to-date, compared with the same period a year ago. The emerging trend of sales 



Alexandre Pestov          July 2010 

The Elusive Canadian Housing Bubble       Summer 2010 Edition Page 6 of 35 

clustering in the lower price categories as compared to the same period last year in combination with the rapidly dwindling sales 

volumes suggests that the Calgary market is set for a price correction. 

Exhibit 1.5: Calgary Sales Distribution 

 

Source: CREB; 

Toronto  

Exhibit 1.6: Toronto  Sales Distribution 

 

Source: TREB; 

While sales volumes dropped in Toronto similarly to those in Calgary, the price distribution of the purchased dwellings June 2010 

remained roughly the same as in June of 2009 (Exhibit 1.6). Positive short-term effects of the HST introduction certainly acted as a 

key catalyst that helped maintaining the price balance in check. The overvaluation of housing prices uniformly across GTA signals 

that the sales distribution curve will shift towards the lower end homes in coming months. 
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