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Inflation still near a four-decade high

Headline down slightly since cyclical peaks of 8.1% in Canada and 9.1% in the US
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Central bank credibility is at stake

Inflation expectations have drifted higher
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‘Forceful’ action is required

Bank of Canada, federal reserve to hike policy rates to 4% and 4.75%, respectively
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This will cause a slight contraction…

Interest-sensitive sectors to take a hit next year
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…and rise in unemployment

Unemployment rate expected to climb 1.7 percentage points in Canada
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March was the housing market’s turning point

Coincided with the Bank of Canada’s first hike
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Downturn is widespread…

Canada’s priciest markets among those that cooled the most this year
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…though deeper in BC and Ontario

Activity is down considerably in both major and smaller markets
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Higher rates for both fixed…

Fixed rates likely close to peaking
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…and variable-rate mortgages

Variable rates aren’t done rising yet
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Worsening affordability holding back buyers

Earlier price gains and spiking interest rates seriously inflate ownership costs
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Rising rates shrinking buyers’ budget…

Many buyers are also entirely shut out of the market by loftier qualifying rates
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…and sellers losing their grip on the market…

Exceptionally tight demand-supply conditions have eased significantly
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…are now reversing earlier price gains

National index fell m/m in past seven months led by declines in Ontario and BC



Markets have rebalanced across the country

A few pockets of tightness left in the Prairies, Quebec and Atlantic Canada
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Material housing market correction unfolding

14% peak-to-trough price decline projected nationwide; more so in Ontario and BC
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Vancouver, Toronto most rate-sensitive

Buyers in expensive markets face bigger mortgage payment shock
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BC, Ontario leading the price decline

Expecting the bottom for prices to be around spring 2023 in most cases
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Rolling back the clock to mid-2021

Expecting the correction to only partially reverse gains during the pandemic

400,000

450,000

500,000

550,000

600,000

650,000

700,000

750,000

800,000

850,000

900,000

2017 2018 2019 2020 2021 2022 2023

RPS aggregate home price benchmark, $

Home price forecast: Canada

Source: RPS, RBC Economics

Forecast



Correction expected to extend into 2023

Nationwide, activity projected to drop 24% in 2022 and 15% in 2023
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Still, housing market is unlikely to collapse

Main contributor to a projected rise of 730,000 households by 2024 (240k per year)
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New supply is lagging

Completions averaged 200k in the last five years; must increase to meet demand
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Lower prices will help affordability

But will unlikely restore affordability to pre-pandemic levels
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No quick fix

Fully reversing pandemic deterioration would likely to take years in most cases
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Tall order

But pre-pandemic affordability was favourable in the Prairies and parts of ATL
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Diverging paths to “affordable” levels

Ownership costs in BC and Ontario least likely to ever become affordable
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