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Highlights

e Housing markets in Canada and the US are on a tear. Home price and sales metrics show that while the US market is
hot, Canada’s is hotter.

e At a high level, there are a number of commonalities driving housing activity in both countries. But there are factors
unique to Canada that are fueling the country’s outperformance such as stronger population growth, less scarring from
the ‘08 housing crash, and greater fears of missing out.

e Looking ahead, Canadian housing dynamics could follow the US given that America is further ahead in the vaccine roll-
out and reopening of the economy. Still, Canada may see continued outperformance given that its market may be more
fertile ground for FOMO (or “fear of missing out”) and increased speculation. A larger deterioration in affordability
before and during the pandemic poses a greater downside risk over the medium term.

Housing markets in Canada and the US are sizzling. Recent headlines have used superlatives to describe housing market
conditions in both countries and the data do back this up. Still, a closer look reveals some interesting distinctions as well.

Home price and sales metrics show that while the US market is hot, Canada’ is hotter. For example, existing home sales,
which make up the majority of overall sales in both countries, is well above historical averages, but Canadian home sales
have outperformed (Chart 1). As of March 2021, home sales in Canada were 75% higher than the average over 2018 and
2019, while it was 13% above in the US'. Likewise, home prices also spiked. In Canada, the average home sold was 32% more
expensive than what it was a year ago, and it was 17% higher stateside (Chart 2).

Similar Housing Demand Conditions in Canada and US Chart 1: Canada and US Home Sales Well Above
Historical Average over the Past Year
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Chart 2: Home Prices Have Also Taken off in Both Countries
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Chart 3: Mortgage Rates Fell To Historic Lows
Over the Past Year
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Source: WSJ, Bank of Canada, TD Economics.

Lower borrowing costs meant more affordable homes, es-
pecially for individuals higher up the income spectrum
whose employment was relatively less impacted by the pan-
demic. Indeed, with work from home policies in place, and
city life coming to a stand-still, many households moved
from smaller homes in urban cores to larger ones in the
suburbs. This “race for space” phenomenon boosted hous-
ing markets in Canada and the US in 2020.

Another demand-side commonality relates to demograph-
ics. Cheap borrowing conditions also appear to have un-
leashed pent-up homeownership demand among the re-
spective large cohort of millennials on both sides of the
49th parallel. In the US, the homeownership rate among 25
to 34 year-olds was around 40% in early 2020, 7 percentage
points lower than the average in the early 2000s. Similarly,
in Canada, according to a recent Royal LePage survey?, the

homeownership rate for a comparable age cohort was just
under 40% prior to March 2020, which was about 9 per-
centage points lower than the historical average. The sud-
den drop in mortgage rates helped more individuals in this
cohort become homeowners for the first time. Indeed, the
same Royal LePage survey reported that of the millennials
who had said they were homeowners, 25% purchased their
homes since March 15, 2020.

Excess savings was another factor that fueled housing ac-
tivity in both countries. Households accumulated an ex-
traordinary amount of savings through the pandemic pe-
riod either for precautionary reasons or because they were
limited in spending options. In Canada, this totaled around
$200 billion last year, while in the US it was about $1.6 tril-
lion. These funds helped some households dip into the real
estate market this past year.

Canadian Housing Activity Sprinting Ahead of
The US

But the pickup in housing activity in Canada has been far
stronger than that in the US. As shown in Charts 1 and 2,
sales and prices have sprinted ahead, and the gap is widen-
ing. One reason for Canada’s advantage on the sales front is
that there has been a greater supply response as Canadians
have been more enthusiastic in listing their homes relative
to Americans (Chart 4)*. This has not satiated homeown-
ership demand, however. Housing inventories are at his-
torical lows (Chart 5) and prices are rising faster. This sug-
gests that factors other than low inventories are also at play
in driving up Canadian home valuations.

A compelling explanation for the outperformance in Ca-
nadian housing activity - both pre- and post-pandemic
- surrounds stronger population gains. Over the past de-
cade, Canada’s population has grown faster than the US’
with an acceleration occurring from 2016 to 2019 (Chart
6). While an important driver of the recent increase was
non-permanent residents, specifically international students
(see report), it supports future homeownership demand as
many of these people choose to make Canada their perma-
nent home. Indeed, since the pandemic struck, the govern-
ment turned its attention to granting permanent residency
to those already in Canada. The Canada Experience Class
program, which provides a pathway for temporary workers
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Chart 4: New Listings Have Increased in Canada,
Less So in the US
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Source: CREA, Redfin, TD Economics.

Chart 5: Housing Supply Conditions Very Tight in
Canada and the US
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Source: CREA, NAR, TD Economics. Last observation March 2021.

or international students to permanently settle in Canada,
barely skipped a beat, admitting 25,000 people last year,
broadly in line with the 2016 to 2019 average.

Another differentiating aspect of the Canadian housing
market is that there is less scarring from the 2008 housing
crash in Canada compared to the US. Average home prices
declined by an extraordinary 12% during the downturn in
the US, but for Canada, the peak decline was only 0.5%.
There’s no denying that housing has been a great bet for the
last 20 years in Canada (see report). This is probably why
Canadians have been hit with the fear of missing out, or
FOMO, bug a lot harder than Americans.

FOMO has resulted in prospective homebuyers, who may
have preferred to buy in later years, pulling forward their
housing purchase decisions either because of low mortgage
rates, or to get ahead of future price increases, adding to

the housing frenzy. This appears to have been more of a
driver in Canada.

The fear of missing out not only lends itself to prospective
home buyers pulling forward homeownership plans, but
it can also stoke increased speculative activity. Sharp sus-
tained increases in home prices can draw in potential real
estate investors aiming to reap the benefits of these gains.
While much of the activity in 2020 appears to be from
home buyers looking to live in the home, recently, there
are signs that speculators are contributing to price growth.
The Bank of Canada has chimed in stating that there are
indications of excess exuberance in the Canadian housing
market. This could perhaps partly explain why home prices
in Canada have grown at roughly double the US rate over
the past few months®.

Lastly, looser mortgage financing conditions may have
contributed to stronger housing activity in Canada (Chart
7)°. According to senior loan officer survey data, mortgage
lending conditions in the US were tightened to a greater
degree relative to Canada last year. In recent quarters, fi-
nancing conditions have been loosened significantly state-
side so that there has been convergence. Still, easier access
to mortgage financing through much of 2020 could have
played a part in Canada’s housing market outperformance.

Monitoring US Housing Will Be Helpful for As-
sessing Canadian Prospects

Looking ahead, Canadian housing dynamics could follow
the US given that America is further ahead in the vac-
cine rollout and reopening of the economy. Almost 60%

Chart 6: Canada's Past Population Gains Likely
Contributing to Stronger Housing Activity
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Chart 7: Mortgage Lending Conditions in Canada
Loosened Earlier than in the US
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of adults have received at least one dose in the US — it’s
around 50% in Canada — prompting an easing of restric-
tions across many states. As a result, pandemic-induced
trends such as the race for space could phase out as people
return to urban cores.

According to mobility data, this may already be occurring
in US cities. Unacast, a cellphone tracking company, said
in a recent report that large cities in New York were gain-
ing residents through the first two months of 2021. This
would have important implications for housing activity as
more people may opt to rent instead of purchasing a home.
As noted in our recent report, rental demand is gradually
normalizing in urban cores. At the same time, however,
continued low borrowing costs and a strong economic re-
covery could support home sales and prices.

It's not immediately clear how US housing activity will
evolve over the remainder of 2021 but a shift in trends
stateside could foreshadow developments north of the
border. That said, there are factors unique to Canada. If
FOMO persists or if speculators become more important
players, Canadian housing activity could continue outpace
the US in the near term. But this would further worsen af-
fordability issues in Canada, implying a greater downside
risk over the medium term, especially if policymakers seek
to implement measures to cool housing demand. A strong
recovery in immigration in 2022 and beyond, could soften
the blow. Much is uncertain. But for now, housing markets
are continuing to sizzle in Canada and the US.

http://economics.td.com

¥ @TD_Economics


http://economics.td.com
https://economics.td.com/us-cre-multifamily

Endnotes

1.

The 2018-19 period was chosen as the historical comparison as existing home sales were relatively stable during this period across both countries and also

provides a recent comparison.

2. It's worthwhile noting that in recent months, the gap between US and Canadian mortgage rates has closed owing in part to stronger growth expectations
pushing up longer-term yields.

3. See https://marketing.ripnetwork.com/Communications/Royal LePage 2021 Demographic Survey table.pdf

4. US data run up to February, and the recent drop could be due to weather impacts. Going forward, we could see an increase in listings, but this would likely do
little to bridge the gap with Canadian home sales.

5. We cannot pin down the extent of speculative activity in Canada and the U.S. due to data limitations.

6. The US lending conditions series used in Chart 7 is whether credit standards on Government-Sponsored Enterprise eligible residential mortgages has tightened
in the last three months.
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