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Buying a home gets a tad more affordable as interest rates drop

¢ Interest rate cuts reduced ownership 99§ts in the second quart.er. RBC Housing Affordability Measures - Canada
Mortgage payments, property taxes and utilities fell as a share of median  Ownership costs as % of median household income
household income in Canada to 59.5% from 61% in Q1 and 63.7% in Q4
2023. 70

e The slight improvement was broad based. RBC’s affordability
measures inched lower in all markets we track except Saint John. (A
decline in the measure represents a gain in affordability.) Victoria, Van-
couver and Toronto recorded the largest drops.

¢ Intense affordability strains persist despite modest relief this year. 2 :A@Z:t: e
Buyers continue to struggle to find a home they can afford in the after- ——Condo apartment
math of massive price escalation and spike in interest rates during the
pandemic. Recent declines barely moved RBC’s affordability measures

off worst-ever levels nationally and in many major markets.
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e Improving trend likely to persist. The Bank of Canada is firmly engaged in normalizing monetary policy, and we expect further rate
cuts will bring more relief to homebuyers in the coming months. Steady gains in household income will also help, along with upcoming
regulatory changes allowing first-time homebuyers to choose 30-year amortization on insured mortgages.

The share of income a household would need to cover ownership costs (%)

Canada Vancouver Calgary Edmonton Toronto Ottawa Montreal
Q2 2024
Worst is behind us
Buyers need slightly less income to qualify for a mortgage The start of 2024 marked a turning point for
Pre-tax income needed to qualify* for a mortgage on the purchase of a home at the benchmark price, in $ hOUSing affordablllty in Canada. Home prices
300,000 . .
flattened (or fell marginally in some markets),

m Second quarter 2024
250,000 while fixed mortgage rates eased in anticipa-

tion of central bank rate cuts and workers sus-
tained solid wage increases. These develop-
ments finally halted the historic runup in home-
ownership costs that took place during the

100,000 pandemic.
50,000 The launch of BoC’s rate cutting mission in
June solidified the inflection in Q2. For buyers,
0 it meant that qualifying for a mortgage on the
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Gty purchase of a home at the market price got a

~ Based on a 20% down payment, 25-year amortization and 39% gross debt service ratio. Source: RPs, Statistics Canada, Bank of Canada, REC Economics l1ttl€@ @@sier. Nationwide, it took an income of
$155,000 to carry a mortgage on the $810,200

price tag of an average (benchmark) home in

200,000
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i 0 - . . . .
Canada (assuming a 20% downpayment, 25 Longer amortization will lighten the load of monthly payments
year amortization and 39% grOSS debt ser- Ownership costs as % of household income, Canada, composite of all housing categories

vice ratio). That's down from $161,000 at the 7
ILess affordable to own a home

end Of 2023 Historical (25-year amortization)

-=---Forecast 25-year amortization

While encouraging, it's still a giant hurdle to 60
clear. The income needed in 2019 just before
than pandemic hit was $96,000—or 38%
lower (in nominal terms). That $155,000 in
Q2 is almost double what the median house- P
hold in Canada earned (which we estimate at
$87,000). No wonder home resales have
generally stayed dormant this year.

lMore affordable to owna home
30

The qua“fymg income varies enormously 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025
across the country, reflecting the wide range Source: RPS, Statistics Canada, Bank of Canada, RBC Economics
of local home prices. Unsurprisingly, the

toughest hurdles are in Vancouver ($273,000), Toronto ($226,000) and Victoria ($210,000) where property values are dearest.

The bar is significantly lower in Atlantic Canada and parts of the Prairies. To purchase an average home in Saint John (requiring an
income of $75,000), Regina ($77,000), St. John’s ($79,000) and Winnipeg ($81,000), for example, buyers need an income that’s rela-
tively close to what the median local household earn.

More progress on the way

The good news is ownership costs are poised to fall further in the period ahead. We expect the BoC to cut its policy rate by another
125 basis points to 3% by spring, which will pressure mortgage rates lower. In our base case scenario, home prices will see small
increases, longer-term interest rates will moderately drop and household income will grow steadily but see diminishing gains until the
end of 2025. This will lead to the reversal of more than a third of the massive deterioration in RBC's aggregate affordability measure
that happened during the pandemic.

Mortgage rule changes will offer new options to first-time homebuyers

The federal government’s recent announcement that all first-time homebuyers will soon (starting Dec. 15) be eligible to amortize an
insured mortgage over 30 years (up from a maximum 25 years) could further ease monthly payment strains for some. Extending the
amortization from 25 to 30 years would reduce monthly mortgage payments by approximately 8% on the purchase of a home at the
national benchmark price. This means first-time homebuyers who opt for the longer repayment period could see more than half of the
loss of affordability being restored by the end of 2025 under our base case scenario.

The downside, of course, is borrowers would carry their mortgage debt for longer, and pay more in interest (and insurance premiums)
over the life of the mortgage. Not reducing the principal as quickly would also raise the sensitivity to interest rate changes in the future.

Any large scale take up of this new option could potentially heat up prices in some market segments—and ultimately, defeat some of
the hoped-for benefits of the measure. First-time homebuyers represented 44% of mortgaged home purchases in Q1.
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British Columbia

Victoria: Big drop in ownership costs comes well short

Ownership costs came down the most ever in the first half of 2024. But at
71.3% of the median household income, they remain sky high. RBC’s aggre-
gate affordability measure is still the third-worst among the markets we track.
This extremely tough situation for buyers continues to heavily constrain the
volume of transactions taking place. Home resales are undershooting pre-
pandemic levels by some 13% and recovering from cyclical lows only gradual-
ly. Meanwhile, inventories are rebuilding fast (from a low starting point). We
expect balance between supply and demand will keep price trends relatively
flat in the near term.

Vancouver area: Still in crisis territory

Vancouver is another market where sizable improvements in its affordability
measure in the first two quarters failed to ease the plight of priced-out buyers.
Back-to-back drops totaling 6.8 percentage points in the aggregate measure
reversed just a fraction of the massive 41 percentage-point run-up during the
pandemic, maintaining its level (an astounding 98.6% in Q2) in crisis territory.
I's no surprise that market activity hasn’t carried any momentum to speak of
this year, trending sideways just above cyclical lows. We think prices could
come under pressure in the latter stages of 2024 with inventories having large-
ly renormalized to 2019 levels and supply-demand conditions tilting in buyers’
favour.

Alberta

Calgary: Cooling signs creeping up

Calgary is one of the stronger housing markets in the country this year. Explo-
sive population growth keeps the volume of sales transactions hovering near
pre-pandemic peaks and property values appreciating solidly. Still, there have
been cooling signs creeping up. The sharp loss of affordability since 2020 no
doubt is weighing on a growing number of buyers. RBC’s aggregate measure
reached a 15-year high in 2023, and small declines since then haven't altered
the picture much. The latest reading for the aggregate measure (42.5%) indi-
cates ownership costs pose greater-than-usual stress—albeit it still compares
favourably to most other major markets.

Edmonton: The vitality of the market stands out

Edmonton stands out even more among the larger Canadian markets. Home
resales are pushing closer to all-time highs, while ownership costs pose limited
issues. RBC’s aggregate affordability measure (33.7%) is just over half the
national average (59.5%) and only slightly above the area’s long-run average
(32.3%). Rapid turnover keeps inventories on a downward trajectory, and the
balance between supply and demand is tight and favourable to sellers. We see
these conditions persisting in the near term as in-migration stays strong, which
is likely to drive home prices upwards.

RBC Housing Affordability Measures
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RBC Housing Affordability Measures

Single-detached — Aggregate
------- Aggregate long-term average Condo apartment
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Saskatchewan

Saskatoon: Carrying impressive momentum

This Prairie market is sustaining impressive momentum thanks in large part to
a booming population. Resale activity this year is up 5% from a year ago and,
more importantly, up about 25% from the levels just before the pandemic.
Manageable ownership costs are also likely a factor fueling demand. After
edging lower in the first two quarters, RBC’s aggregate affordability measure
(32.2%) has returned closer to the area’s historical norms—suggesting moder-
ate barriers to entry. We expect relatively tight supply will keep the stage set
for further solid price gains in the period ahead.

Regina: Driven by solid fundamentals

Strong population growth and relatively affordable housing costs are also driv-
ing up demand significantly in Regina. The volume of resale transactions this
year rose within an earshot of (frenzied) early-pandemic levels. RBC’s aggre-
gate affordability measure for Regina (27.1%) is the best among the markets
we track and in line with the long-run average (27.3%). But exceptionally tight
supply-demand conditions could heat up prices and take some of the shine off
affordability in the coming months.

Manitoba

Winnipeg: Fully recovered but stretched affordability an issue

The market has largely recovered from the interest rate shock. Home resales
have returned to pre-pandemic levels since spring and prices have risen solid-
ly all year. A massive inflow of newcomers is fueling demand, though stretched
affordability may be sending many potential buyers to the sidelines. RBC’s
aggregate measure—while improving slightly in Q2—stands close to its worst
level in more than 30 years at 32.2%. Buyers could stay there for a while long-
er if low supply persists and further heats up prices.

Ontario

Toronto area: Sky-high costs keep market lethargic

Owning a home got more affordable this year but that failed to energize the
market. The reason is simple: ownership costs are still prohibitive for most
potential homebuyers. It would take an ordinary (median) household 77% of its
income to cover the costs for a home at the aggregate benchmark price. Such
strains are holding back the market’s recovery. Home resales have stood still
since spring. Yet, more options are becoming available for buyers. A growing
number of properties are being listed for sale (especially condos) and invento-
ries are rising. With the supply-demand balance tipping in buyers’ favour, pric-
es have largely stalled. Condo values are even eroding somewhat. We expect
downward price pressure to persist in the near term.
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Ottawa: Speed of affordability improvement may disappoint

It's a slow grind this year in the Ottawa market. Home resales are recovering
only gradually from their 2023 cyclical low—and still running about 10% below
pre-pandemic levels—while price action has been largely muted. Demand is soft
as homebuyers contend with some of the toughest affordability conditions on
record, despite welcome relief in the past two quarters. RBC’s aggregate meas-
ure eased to 48% in Q2 from an all-time high of 52.1% at the end of 2023. Lower
interest rates, and the balance between demand and supply are poised to fur-
ther improve affordability in the year ahead. The extent and speed at which it will
occur, however, may disappoint many potential homebuyers.

Quebec

Montreal area: Some progress but long road ahead

The market recovery is back on track. After stalling this spring, the volume of
transactions picked up in recent months, thanks in part to lower interest rates.
But, there’s still a long road ahead. Home resales have so far reversed less
than half their slide triggered by the BoC’s earlier rate hikes. Further progress
is likely to be measured as elevated ownership costs pose a significant obsta-
cle to many homebuyers for some time to come. While inching lower this year,
RBC’s aggregate affordability measure (50.1%) has been firmly stuck near a
decades high since early-2023. At least, buyers have increasing options to
choose from as sellers enter the market in healthy numbers and inventories
rebuild.

Quebec City: Buyers not fretting about high housing costs

Homebuyers aren'’t fretting much about the past three years’ increases in
housing costs in the Quebec City area. The number of transactions made in
Q2 was up 8% from a year earlier—extending an ascending trend that started
in 2023. Tight supply demand conditions continue to propel prices modestly
higher, which limits the improvement in affordability to date. RBC’s aggregate
measure (33.6%) is still close to a three-decade high.

Atlantic Canada

Saint John: Stuck in a rut

The market has been stuck in a rut since the start of 2023 with the volume of
transactions consistently running between 20% and 30% below pre-pandemic
levels. This isn’t for a lack of potential demand. The flow of newcomers in the
past two years has been exceptionally strong. Rather, we think the significant
loss of affordability since the pandemic is weighing heavily on the mind of
would-be buyers. Ownership costs aren’t exorbitant per say—they’re still at the
lower end of the markets we track. But, they just came off their highest point in
decades at the end of 2023 as a percentage of median household income,
down only slightly since then. RBC’s aggregate measure stood at 33.6% in
Q2, little changed from Q1.

RBC

®

RBC Housing Affordability Measures
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RBC Housing Affordability Measures

Single-detached — Aggregate
------- Aggregate long-term average Condo apartment

Halifax

Ownership costs as % of median household income

60

50

40

30

20

1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

St. John's
Ownership costs as % of median household income
60

50

1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

Source: RPS, Statistics Canada, Bank of Canada, Royal LePage, RBC
Economics

Halifax: Market recovery on a slow track

It's a similar situation in Halifax where challenging affordability conditions
trump strong demographic drivers, which is keeping the market recovery on a
slow track. Local homebuyers face near record-high ownership costs—and
some of the steepest in Canada (though far behind Vancouver, Victoria and
Toronto). They also struggle to find homes for sale as new listings and inven-
tories are running historically low. The resulting scarcity of supply during the
unprecedented population boom Halifax is experiencing is keeping home pric-
es largely afloat. This trend is bound to persist until either inventories rise ma-
terially or migration inflows abate. RBC’s aggregate affordability measure
eased modestly by 1.4 percentage points to 45.5% in Q2.

St. John's: Riding a giant in-migration wave

St. John’s housing market continues to ride a giant in-migration wave that has
boosted population growth to its fastest pace in memory. The number of sales
transactions this year exceeded pre-pandemic levels by more than 35%. Activ-
ity could be even stronger if it weren’t for low supply. New listings have sagged
this year and inventories hover near decades lows, leaving many buyers
starved for more options. Higher ownership costs are pinching, but much less
than in other markets. RBC’s aggregate affordability measure was 28.9% in
Q2—the second lowest among the markets we track. We expect prices to con-
tinue to appreciate modestly in the period ahead.
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How the RBC Housing Affordability
Measures work

The RBC Housing Affordability Measures show the
proportion of median pre-tax household income that
would be required to cover mortgage payments
(principal and interest), property taxes, and utilities
based on the benchmark market price for single-
family detached homes and condo apartments, as
well as for an overall aggregate of all housing types
in a given market.

The aggregate of all categories includes information
on semi-detached, row houses, townhouses and
plexes—categories not covered in this report—in
addition to single-family detached homes and condo-
minium apartments. In general, single-family de-
tached homes and condo apartments represent the
bulk of the housing stock (excluding purpose-built
rental buildings).

Mortgage payments are based on a 20% down pay-
ment, a 25-year mortgage loan and a five-year fixed
mortgage rate. The latter is a weighted average of 5-
year fixed rates charged by chartered banks on new
insured and uninsured mortgages.

Benchmark prices are sourced from RPS Real Prop-
erty Solutions.

RBC'’s affordability measures use household income
rather than family income to account for unattached
individuals. Pre-tax income doesn’t show the effect of
various provincial property-tax credits, which could
alter relative levels of affordability. Quarterly income
is obtained by interpolating annual data. We apply
the growth in average weekly earnings to extend the
income series to the latest period. The median in-
come represents the value below and above which
lays an equal number of observations.

The higher the measure, the less affordable owning a
home is. For example, an affordability measure of
50% means that home ownership costs, including
mortgage payments, utilities, and property taxes
would take up 50% of a typical household’s pre-tax
income at current price and interest rate levels.

Summary tables

Aggregate of all categories

RBC Housing Affordability Measure

Market

Canada
Victoria
Vancouver area
Calgary
Edmonton
Saskatoon
Regina
Winnipeg
Toronto area
Ottawa
Montreal area
Quebec City
Saint John
Halifax

St. John's

| Price

| Q22024 Q/Q Y/Y | Q22024

L (® %ch. %ch.| (%)
810,200 1.9 3.0 59.5
1,135,900 -0.9 1.8 71.3
1,495,000 1.6 6.6  98.6
678,300 4.5 12.6 42.5
459,500 3.0 6.4 33.7
430,000 1.1 3.1 32.2
347,400 4.0 1.5 @ 27.1
391,500 4.0 5.7 32.2
1,205,600 2.1 0.7 | 77.0
687,200 1.2 1.2 48.0
659,400 2.4 4.7 50.1
413,000 1.9 6.0 33.6
350,600 1.9 9.0 33.6
599,500 2.3 6.0 45.5
367,900 1.5 5.5 | 28.9

Q/Q Y/IY
Ppt. ch. Ppt. ch.
-1.5 -0.1
-3.5 -1.5
-2.4 2.1
-0.9 2.9
-1.1 0.8
-1.1 -0.6
-0.4 -0.8
-0.2 0.3
2.1 -1.8
-1.6 -0.7
-0.9 0.8
-0.7 0.8
0.1 1.8
-1.4 0.8
-0.7 0.7

Avg. since '85
(%)
41.5
45.5
60.7
38.8
32.3
311
27.3
29.3
50.3
36.2
38.0
29.0
25.7
32.4
26.2

Canada
Victoria
Vancouver area
Calgary
Edmonton
Saskatoon
Regina
Winnipeg
Toronto area
Ottawa
Montreal area
Quebec City
Saint John
Halifax

St. John's

Single-family detached

| Price

| Q22024 Q/Q Y/Y Q22024

O] %ch. %ch.| (%)
889,800 1.9 3.0 | 65.5
1,279,600 -1.5 0.0 = 80.2
2,068,600 1.6 7.2 | 134.4
765,600 3.9 11.9 @ 47.7
503,000 3.2 6.7 @ 36.9
462,900 1.5 2.7  35.0
358,800 4.6 2.6 @ 28.7
406,100 3.8 5.5  34.0
1,479,600 1.9 0.8 & 93.8
759,700 1.1 1.0  53.4
703,400 1.7 3.7 = 53.7
442300 1.9 6.0 @ 36.4
371,500 2.1 9.9 | 36.1
626,300 2.4 6.1  48.1
379,100 1.7 6.1 | 30.4

(0]]0] Y/IY
Ppt. ch. Ppt. ch.
-1.8 -0.2
-4.3 -3.0
-3.3 3.6
-1.3 3.0
-1.1 0.9
-1.1 -0.8
-0.2 -0.6
-0.2 0.2
-2.8 -2.1
-1.8 -0.9
-1.3 0.4
-0.8 0.9
0.2 2.1
-1.4 0.9
-0.7 0.8

RBC Housing Affordability Measure

Avg. since '85
(%)
441
49.4
73.3
41.8
34.0
32.9
28.6
30.4
58.4
39.3
38.9
29.9
28.0
33.0
27.5

Market

Canada
Victoria
Vancouver area
Calgary
Edmonton
Saskatoon
Regina
Winnipeg
Toronto area
Ottawa
Montreal area
Quebec City
Saint John
Halifax

St. John's

Condominium apartment

| Price
| Q22024 Q/Q Y/Y Q22024
) %ch. %ch.| (%)
582,300 1.1 3.6 = 42.9
765,200 6.3  20.1 48.8
808,300 0.8 6.1  55.3
323,200 4.5 13.2 22.6
217,800 1.4 0.2 @ 18.5
215,800 -3.3 2.7 17.8
219,300 -3.0 2.5 17.9
235,700 3.4 2.2 | 20.3
683,100 0.7 1.2 = 44.8
400,200 1.2 0.4  28.7
482,500 1.7 4.6  36.7
280,800 2.3 6.4 @ 22.8
n/a n/a n/a @ nla
466,500 -4.1 2.1  35.2
322,200 1.3 12.4 24.4

(00} YIY
Ppt. ch. Ppt. ch.
-1.5 0.1
0.8 5.8
-1.7 0.9
-0.5 1.4
-0.8 -0.4
-1.2 -0.5
-1.2 -0.5
-0.2 -0.4
-1.8 -0.8
-0.9 -0.6
-0.9 0.5
-0.4 0.6
n/a n/a
-3.2 -0.5
-0.6 1.7

RBC Housing Affordability Measure

Avg. since '85
(%)
33.1
32.1
39.0
25.1
20.9
19.3
20.7
22.4

32.0
23.9
31.5
22.1
n/a
26.5
22.0
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Mortgage carrying costs by city

Our standard RBC Housing Affordability Measure captures the proportion of median pre-tax household income required to service the
cost of a mortgage on an existing housing unit at market prices, including principal and interest, property taxes and utilities; the modi-
fied measure used here includes the cost of servicing a mortgage, but excludes property taxes and utilities due to data constraint in
the smaller CMAs. This measure is based on a 20% down payment, a 25-year mortgage loan at a five-year fixed rate, and is estimat-

ed on a quarterly basis. The higher the measure, the more difficult it is to afford a home.

St. John's Charlottetown Halifax Saint John Moncton
% % % % %
30 40 0 30 40

40 30
20 A = 20 “gan /f

'W 20 SRR e T 30 w 0
10 o 1 10
10 10
0

0
0809101112131415161718192021222324

0
0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

Fredericton Trois-Riviéres Sherbrooke Quebec City Montreal
% % % % %
40 30 40 50
40
30 30 /'f \ f
he . 30 NA "
20 ¥ 20 Y
10 10 20
10 10 10
o

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

Kingston Ottawa Toronto Hamilton St. Catharines
% % % % %
50 80 60 60
50
. € /\—-/.’\ 40 A/\,\ °
0 . 40
20 RRRRLI 40 S pme~" 30 eee~—" 30
» 20 20 e’

10 10 10 10

0 0 0

0
0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0 S—
0809101112131415161718192021222324

Kitchener London Windsor Winnipeg Regina
% % % % %
60 50 50 30 40
50 40 40 30
30 . .
% M 20 w 20 10 7
10
10 10 10
0 0 0 0 0

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324

Saskatoon Calgary Edmonton Vancouver Victoria
% A % % %
40 50 40 50
40
30 30 60
30
20 20 40
20
1 10 10 20 20
0 0 0 0

0809101112131415161718192021222324

0809101112131415161718192021222324

The dashed line represents the long-term average for the market.

Source: RPS, Statistics Canada, Bank of Canada, RBC Economics

0809101112131415161718192021222324

0809101112131415161718192021222324

0809101112131415161718192021222324




HOUSING TRENDS AND AFFORDABILITY | OCTOBER 2024

Aggregate home price
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Home sales-to-new listings ratio
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