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The Market Now

While Toronto's housing market is still in seller's market territory, there are signs
that the market is cooling down (see “The Numbers Behind Toronto's Cooling
Housing Market” later in this report).

The average price for a house in March was $1,596,091 down from $1,679,429
in February, but up 21% over last year; the median house price in March was
$1,415,000, down $70,000 over last month but up 23% over last year.

House sales were down 35% on a year-over-year basis, but well above levels for
March in 2019 and 2020.

New listings in March were down 16% over last year, but still very strong
compared to previous years while the number of active houses for sale at the
end of March was down 5% over last year.

The average price for a condominium (condo) in March reached $840,444, up
20% over last year; the median price for a condo in March was $777,000, up
20% over last year.

Condo sales were down 19% in March over last year, but well above the levels for
the same month in 2019 and 2020.

New condo listings were unchanged over last year, but well ahead of the new
listing volume in 2019 and 2020. The number of condos available for sale at the
end of the month, or active listings, was down 5% over last year.

(For all monthly statistics for the Toronto Area, including house, condo and
regional breakdowns, see the final section of this report.)
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Key Issue

How Higher Interest Rates Will
Impact Toronto Home Prices

The big news in the housing market last month was surging interest rates.

We've been hearing over the past few months that the Bank of Canada planned
to raise interest rates this year to fight Canada’s high inflation rate.

The Bank of Canada raised their policy rate in April from 0.5% to 1% with the
expectation that the Bank’s policy rate would eventually reach 2.5% to 3%
by next year.

While the Bank of Canada’s policy interest rate drives the interest rate for
variable rate mortgages, the interest rate for five-year fixed mortgages is driven
by the bond market.

In March, 5-year bond yields surged more than 100 basis points, or a full 1% in
a single month which pushed 5-year mortgage rates to just under 4% in early
April, a significant increase from the start of the year when buyers were paying
roughly 2.5% for a five-year mortgage.

After years of low interest rates, how will higher interest rates impact Toronto's
housing market?
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In response to a question on Twitter asking how much home prices will fall if the
Bank of Canada'’s policy rate reaches 3%, one economist’s response stood out
for being significantly more optimistic than my outlook, and the outlook of most
people in the real estate and mortgage industry who | speak with.

Brett House &
@BrettEHouse

Replying to @SteveSaretsky

Very little, if at all, and temporarily if so. Real rates
would be just around zero, labour mkts tight, wages
increasing, hh balance sheets strong, immigration &
TFW inflows high & rising, large pop-adjusted supply
deficit (both flow & stock) in major CMAs.

6:26 PM - Apr 13, 2022 - Twitter for iPhone

Many of the macroeconomic factors that Brett, who was up to recently, Deputy
Chief Economist at Scotiabank, highlighted are important if one's primary
short-term concern is that we may see distressed homeowners rushing to sell
their homes and/or defaulting on their mortgages.

| don't see that as a material risk.

The bigger risk to home prices, at least from my perspective, is that tomorrow's
home buyers are going to have a much harder time paying today’s prices if
they're paying 5% on their mortgage compared to the low 2% range just a few
months ago, and the high 1% range a year ago.

I've seen some people argue that this isn't a real concern because home buyers
have been qualifying for a mortgage at the stress test rate of 5.25% which
suggests that households can afford mortgage rates in the 5% range.

But | think this is an oversimplification of the problem tomorrow’s home buyers
will be facing.

Firstly, rising interest rates will impact how much debt buyers will qualify to
borrow. The stress test used to qualify a borrower is the greater of the buyer's
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actual mortgage rate plus 2% or the benchmark rate which is currently 5.25%.
As these are dynamic measures that will change as rates do, the stress test will
also increase which will reduce the amount of debt a buyer can take on.

And while the stress test impacts how much buyers qualify to borrow, it is the
actual contract rate which determines the monthly mortgage payment amount
that buyers are ultimately comfortable borrowing.

A buyer who qualifies for a $1M mortgage may be willing to take on that much
debt when interest rates are 1.75% but less so when rates are 4% because
under the higher rate their actual mortgage payment would be roughly $1,100
per month higher.

| believe the key issue here is two-fold: In addition to the size of the interest
rate changes the housing market will need to absorb is the issue of how quickly
these changes happen.

In general, real estate markets tend to prefer slow and steady changes vs.
sudden shocks. Mortgage interest rates doubling in just months is a shock and
time will tell how the market adjusts to this higher interest rate environment.

If interest rates continue to trend up, | would not be surprised if we see some
downward pressure on home prices over the next 9 to 18 months due to home
buyers being unwilling or unable to pay today’s prices at tomorrow’s higher
interest rates.

That being said, if we do see a decline in prices | do agree with Brett that it
would likely be a temporary one due to long-term fundamental factors that have
been contributing to rising home prices in the Toronto area.
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Key Issue

Why The Federal 'Housing' Budget
Won't Improve Affordability

Housing affordability was the focus of the April 2022 budget announced by the
federal Liberal government.

While most of the proposed measures are unlikely to have a big impact, one
policy that flew below the radar might have some effect.

Here is a brief discussion of each.

A Ban on Foreign Investment in Canadian Housing

The Liberal's proposed two-year foreign buyer ban was the most widely
discussed housing policy coming out of their budget, but it's a policy designed
to have virtually no impact on the housing market.

While foreign buyers are likely not the primary driver of high house prices in
Canada, this is still a reasonable policy to introduce in a country where home
prices have become so far out of reach for most households. The Liberals
argued that this ban was introduced to ensure homes would be for Canadians
rather than for wealthy foreign investors.

But the problem with this proposed policy are its many loopholes and exemp-
tions. For starters, the government decided to exempt foreign students from this
ban. Given the strength of Canada'’s foreign education market, it is no surprise
that many wealthy parents of foreign students provide the funds for the latter to
buy a house or condo to live in while completing their studies. Once studies are
completed and properties sold, foreign tuition payments are easily recovered
through the capital gains earned from buying into Canada’s housing market.

Another loophole allows a foreign investor to buy a home through a corporation.
Because Canada does not currently have a registry of the individual(s) who
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own/control private corporations, these foreign controlled corporations would
likely be exempt from the foreign buyer ban as well.

While the federal government plans to introduce a beneficial ownership registry
for private corporations by 2025, this measure will come far too late.

Making Property Flippers Pay Their Fair Share

The budget includes measures aimed at curbing ‘flippers’, those who buy and
sell quickly to capitalise solely on home price appreciation:

Budget 2022 proposes to introduce new rules to ensure profits from flipping
properties are taxed fully and fairly. Specifically, any person who sells a property
they have held for less than 12 months would be considered to be flipping
properties and would be subject to full taxation on their profits as business
income. Exemptions would apply for Canadians who sell their home due to certain
life circumstances, such as a death, disability, the birth of a child, a new job,

or a divorce.

However, these measures actually target a much smaller problem than
it may appear.

Currently, anyone selling a home today that is not their principal residence
would be taxed on their capital gains, which is the appreciation in value they
have gained since they purchased the property.

These new measures seem to be targeting people who flip a home within
twelve months, but also claim the home was their principal residence to try to
avoid paying any capital gains. As 12 months is a short time in which to realize
meaningful gains (though we've seen this at some particularly hot moments in
the market, such as during the pandemic period when home prices were rising
20-30% in a single year), | suspect we'll see far less of this in the years ahead.
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Taxing New Condo Assignment Sales
Finally, here is a measure that has been less discussed from the budget:

Budget 2022 proposes to make all assignment sales of newly constructed or
substantially renovated residential housing taxable for GST/HST purposes,
effective May 7, 2022.

Much of the demand for pre-construction condos in 2022 has come from
investors who have no intention of ever taking possession of the condominium

- in fact, many of them don't have the financial means to take possession even if
they had to.

These speculators are buying pre-construction condos for the sole purpose of
‘flipping’, or quickly selling the property for a profit before the building is com-
pleted. This practice is known as ‘an assignment’ rather than a sale, because the
owner is assigning their right to the unit they purchased but have yet to take
ownership of yet.

The federal budget proposes to begin taxing assignment sales for HST purposes
which will add to the speculator’s transaction costs making it harder for them to
‘assign’ a unit for a profit.

This proposed measure could have an impact on the new construction market
if this additional cost makes it harder for speculators to assign their units for
a profit, particularly if they don’t have the financial means to take posses-
sion instead.
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Data Dive

The Numbers Behind Toronto’s
Cooling Housing Market

In last month's report, | discussed some on-the-ground signs that Toronto’s
real estate market was starting to slow down ahead of what the numbers
were showing.

This month, I'm going to put some numbers to these trends.

While we typically analyze housing data monthly, when the market is changing
quickly a monthly analysis can mask some of the more real time trends in the
market. For this reason, it can be helpful to analyze housing statistics on a
weekly basis to better understand how the market is changing.

The charts below show weekly statistics for the Greater Toronto Area’s housing
market for each of the past four years. It's worth noting that year-over-year
comparisons might be a little misleading, in particular when comparing this
year against 2020 and 2021. In March 2020, the province of Ontario went into
its first Covid-19 pandemic lockdown which caused home sales and new listings
to fall dramatically. In March 2021, the housing market saw a sudden surge

in demand and listings that was well above any previous period. Given these
special circumstances, 2019 is a good comparison for a more typical pre-Covid
housing market.

When looking at the number of sales of low-rise homes, we found that sales this
year have actually been declining since the start of March. This is not a typical
trend. As we can see in 2019, sales typically increase as we move toward the
busy spring market.
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Weekly Sales in 2022 - Low-Rise Houses
Greater Toronto Area
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Even though sales in 2022 were well ahead of 2019 volumes, we can see

that sales volumes during the first couple of weeks of April have returned to
2019 levels.

We can also see that the number of new listings coming on the market for sale is
also very strong and well ahead of the typical volumes in 2019.

Weekly New Listings in 2022 - Low-Rise Houses
Greater Toronto Area
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The most interesting trend in the low-rise market is the decline in average prices
after peaking in mid February at just under $1.7M. Prices have plateaued the
past four weeks around the $1.55M range.

Weekly Average Sale Price in 2022 - Low-Rise Houses
Greater Toronto Area

$1,750,000

$1,700,000

41,650,000

$1,600,000

$1,550,000

$1,500,000

$1,450,000
07-Jan 14-Jan 21-Jan 28-Jan 04-Feb 11-Feb 18-Feb 25-Feb 04-Mar 11-Mar 18-Mar 25-Mar 01-Apr 08-Apr

It's difficult to explain this sudden decline in average prices. This decline is
not due to proportionately more homes selling in more affordable regions like
Durham Region and fewer homes selling in high priced Toronto.

On the ground, we are seeing some homes selling for less than what they would
have sold for in February and this is likely contributing to the decline in average
prices although cannot explain this entire decline.

Turning to the condo market, we see that condo sales have also been declining
since early March and are approaching 2019 levels.
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Weekly Sales in 2022 - Condos
Greater Toronto Area
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Much like the low-rise market, new listings are also strong and ahead of volumes
over the previous three years.

Weekly New Listings in 2022 - Condos
Greater Toronto Area

1,800
1,600
1,400
1,200
1,000
800
600
400

200

07-Jan 14-Jan 21-Jan 28-Jan 04-Feb 11-Feb 18-Feb 25-Feb 04-Mar 11-Mar 18-Mar 25-Mar 01-Apr 08-Apr

32019 =———2020 =————202]1 e=——D2022

But condo prices are not seeing the same downward trend that low-rise homes
are. We can't put too much emphasis on the peak price reached in late February
since it's just one week's worth of data and may have been influenced by an
outlying sale.
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Weekly Average Sale Price in 2022 - Condos
Greater Toronto Area
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When we look at the Months of Inventory (MOI) for each housing type, we can
see that inventory levels have been trending up for both low-rise houses and
condos since mid February.

For this weekly analysis, the MOl is calculated by taking the number of active
listings at the end of each reporting period and dividing that by the number of
sales over the previous thirty days.

Months of Inventory in 2022
Greater Toronto Area
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If this trend continues, we could see the spring market, usually the busiest
season of the year, being a much quieter one than the first quarter of 2022.
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Monthly Statistics

House Statistics

House sales (detached, semi-detached, townhouse, etc.) in the Toronto area in
March 2022 were down 35% over the same month last year, but above levels
for the same month in pre-Covid 2019 and 2020. This trend masks the fact
that sales began to decline during the second half of March, a trend that has
continued into the first two weeks of April (see ‘Data Dive’ section above).

Number of Sales - Toronto Area
Houses
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New listings in March were down 16% over last year, but well above the volume
seen in 2019 and 2020.
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Number of New Listings - Toronto Area
Houses
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The number of houses available for sale (“active listings™) was down 5% when
compared to the same month last year and 37% below the inventory levels
seen in 2019.

Number of Active Listings - Toronto Area
Houses
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The Months of Inventory ratio (MOI) looks at the number of homes available for
sale in a given month divided by the number of homes that sold in that month. It
answers the following question: If no more homes came on the market for sale,
how long would it take for all the existing homes on the market to sell given the
current level of demand?
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The higher the MOI, the cooler the market is. A balanced market (a market
where prices are neither rising nor falling) is one where MOl is between four to
six months. The lower the MOI, the more rapidly we would expect prices to rise.

While the current level of MOI gives us clues into how competitive the market is
on-the-ground today, the direction it is moving in also gives us some clues into
where the market may be heading.

The MOI has been below a very competitive 1 MOI since last year, but has been
on the rise since December and ended the month at 1 MOI.

Months of Inventory - Toronto Area
Houses
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The share of houses selling for more than the owner’s asking price climbed to an
unbelievable 84% in March.
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Percent of Sales Above the Asking Price - Toronto Area
Houses
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The average price for a house declined to $1,596,091 in March 2022, but is up
21% over last year.

Average Sale Price - Toronto Area
Houses
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The median house price in March was $1,415,000, up 23% over last year, but
down $70,000 over last month.

The median is calculated by ordering all the sale prices in a given month and
then selecting the price that is in the midpoint of that list such that half of all
home sales were above that price and half are below that price. Economists
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often prefer the median price over the average because it is less sensitive to big
increases in the sale of high-end or low-end homes in a given month which can
skew the average price.

Condo Statistics

Condo (condominiums, including condo apartments, condo townhouses, etc.)
sales in the Toronto area in March 2022 were down 19% over last yea,r but well
ahead of volumes in 2019 and 2020.

Number of Sales - Toronto Area
Condominiums
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New condo listings were unchanged in March over last year and well ahead of
the listing volume in 2019 and 2020.
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Number of New Listings - Toronto Area
Condominiums
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The number of condos available for sale at the end of the month, or active
listings, was down 5% over last year.

Number of Active Listings - Toronto Area
Condominiums
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The strong demand helped keep the MOI below 1 MOI for the month of March.
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Months of Inventory - Toronto Area
Condominiums
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The competition for condos picked remained strong with the share of condos
selling for over the asking price rising to 80% in March.

Percent of Sales Above the Asking Price - Toronto Area
Condominiums
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Average condo prices in March reached $840,444, up 20% over last year. The
median price for a condo in March was $777,000, up 20% over last year.
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Average Sale Price - Toronto Area
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Regional Trends

Houses

2019-Jan
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While average prices were up on a year-over-year (YOY) basis across all five
regions in the GTA, YOY sales were down and inventory levels were ahead of last
year's level, indicating some market slowing.
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Condos

While condo sales were down across the GTA, average prices were up double
digits in all five regions. Current MOI levels are below 1 across the GTA signalling
a continuing strong seller's market.

Sales Prices New Listings Months of Inventory

Mar % Change Mar % Change Mar % Change 2022 2021
Durham 148 -32%| S 754,000 30% 272 -10% 0.8 0.6
Halton 266 -22%| S 861,073 19% 429 -9% 0.8 0.7
Peel 701 -15%| S 818,922 28% 1,166 4% 0.7 0.7
Toronto 2,429 -19%| S 846,598 17% 3,898 -1% 0.9 0.8
York 491 -16%| S 855,606 27% 841 12% 0.9 0.7
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Browse All Real-Time Toronto Area Market Trends on
Movesmartly.com:

See Market Performance by Neighbourhood Map, All Toronto and the GTA

Greater Toronto Area Market Trends

City of Toronto Market Trends

York Region Market Trends

Halton Region Market Trends

Peel Region Market Trends

Durham Region Market Trends

Greater Toronto Area

Go to Profile >

GET MORE DATA

The Move Smartly monthly market report is powered by Realosophy
Realty. .Get the same up-to-date Toronto area market data on realosophy.
com or and additional home information on every home for sale,
including building permit history, environmental alerts and more when
you buy a home with Realosophy Realty. Learn more
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