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DEFLATING THE HOUSING 
BUBBLE MYTH

Carl Gomez, Economist
TD Financial Group

Wednesday, June 8, 2005 

KEY ISSUES

• Global & US demand decelerating, but still 
expanding at a healthy pace

• Canadian economy’s adjustment to a 
stronger dollar keeps housing supported….

• ….but growth is leveling off

• No bubble trouble

SYMPTOM OF A HOUSING BUBBLE? U.S. ECONOMY GROWING SOLIDLY,
BUT WILL SLOW MODESTLY

Still above 
potential

U.S. REAL GROSS DOMESTIC PRODUCT (GDP)
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Average annual growth
2004   4.4%
2005   3.4%
2006   3.1%

Forecast by TD Economics as at April 2005
Source: U.S. Bureau of Economic Analysis
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REAL AND NOMINAL OIL PRICING
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Inflation-adjusted oil price
WTI Crude oil prices divided by core CPI

Nominal WTI oil price

*Last Plotted: May 4, 2005 price of West Texas Intermediate (WTI) crude oil
Core CPI: Consumer Price Index excl. food and energy
Source: International Monetary Fund, The Globe and Mail, U.S. Dep't of Labor

*50.14

2005 U.S. dollars 2005 U.S. dollars

OIL PRICES REMAIN HIGH..still a risk U.S. STRUCTURAL PROBLEM: TWIN DEFICITS

U.S. TWIN DEFICITS*
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*Current account data are for calendar years; budget data are for fiscal years; budget forecasts 
are from U.S. Congressional Budget Office (CBO) Jan. 2005 Budget and Economic Outlook; 
current account forecasts are by TD Economics as at March 2005;
Source: U.S. Bureau of Economic Analysis, CBO

Current Account Balance

Federal Budget Balance
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Actual data to May 4, 2005; Forecast by TD Economics as at April 2005
Source: U.S. Federal Reserve Board

U.S. FEDERAL FUNDS RATE

Forecast

Per cent

FED TO STICK WITH MEASURED RATE 
HIKES IN NEAR TERM

CANADA: EMPLOYMENT RATE
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Last plotted: April 2005; Source: Statistics Canada

CANADIAN JOBS ARE PLENTIFUL
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ECONOMY’S FUNDAMENTALS REMAIN SOUND
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CANADIAN CONSUMER SPENDING AND BUSINESS INVESTMENT

Annualized quarter/quarter per cent change (%)

Source: Statistics Canada

CANADIAN DOLLAR IS KEY RISK TO OUTLOOK
CANADIAN DOLLAR
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Data are for end of period; Forecast by TD Economics as at February 2005
Source: Bank of Canada

1.316

1.250

1.190

1.136

1.087

1.389

1.471

1.563

1.667

EXPORTS STILL STRUGGLING
WITH STONGER LOONIE
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* Real exports minus real imports; Last plotted: Q4-2004; Source: Statistics Canada

CANADIAN DOLLAR AND REAL NET EXPORTS*

CANADIAN ECONOMY TO GROW 
MODESTLY IN NEAR TERM

Below potential
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Forecast by TD Economics as at April 2005; Source: Statistics Canada

Average annual growth
2004   2.8%
2005   2.6%
2006   3.2%

Forecast
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CANADA'S OUTPUT GAP
Actual Real GDP Less Potential Real GDP

Per cent

Forecast by TD Economics as at March 2005
Source: Statistics Canada, Bank of Canada

Actual data to Q4-2004

Forecast

OUTPUT GAP VIRTUALLY CLOSED, 
BUT ESTIMATE IS IMPRECISE

Excess slack to 
be worked off

BANK OF CANADA TO KEEP RATES LOW
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Actual data to May 4, 2005; Forecast by TD Economics as at April 2005
Source: Bank of Canada

BANK OF CANADA OVERNIGHT TARGET RATE
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NO SIGN OF A BUBBLE

HOME PRICES & MARKET CONDITIONS
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Housing bubble
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Source: CREA, TD Economics
* deflated using CPI 

BALANCE OF PRINCIPAL ON A $175K MORTGAGE
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Fixed rate mortgage with 
constant monthly 
payment of $993* 

Variable rate 
mortgage with 
constant payment of 
$993* after 475 bps 
of rate tightening1

Variable rate mortgage 
with constant payment of 
$993* after 250 bps rate 
tightening (typical cycle)

*Monthly payments based on a 3 year fixed rate of 4.70% 
amortized over 25 years beginning in September 2004.

$ $

VARIABLE RATE MORTGAGES NOT AT RISK 
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CONDOS KEEP MARKET AFFORDABLE

TORONTO AFFORDABILITY* BY HOME TYPE
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Source: Statistics Canada, CREA, TD Economics
*Percentage of household income taken up by housing costs

CONDO INVENTORIES IN CHECK

INVENTORY OF COMPLETE AND UNOCCUPIED 
CONDOMINIUMS
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RETIRING BOOMERS WILL NOT HURT MARKET

HOUSEHOLD OWNERSHIP RATES BY AGE
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TASTES CHANGE TO REFLECT BOOMERS

POPULATION COHORTS & PROJECTIONS*

15

20

25

30

35

40

71 76 81 86 91 96 01 06 11 16 21
15

20

25

30

35

40

Potential first time 
buyers (age 25 - 39)

Potential Adult Lifestyle 
buyers (age 55 - 69)

*Stats Can Projection 2 - medium growth and medium migration
Source: Statistics Canada, TD Economics

Potential move-up 
buyers (age 40 - 54)

Per cent of adult population Per cent of adult population



6

HOUSING & STOCK PRICE PERFORMANCE
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HOUSING A GOOD INVESTMENT…..

Average annualized return (reward)
Housing 5.4%
Stocks 7.6%

Standard deviation (risk)2

Housing 7.2%
Stocks 18.6%

Reward to risk ratio
Housing 0.8              
Stocks 0.4              

HOUSING AND STOCK PERFORMANCE

1980 - 2004

…SINCE RETURNS ARE MORE STABLE

TD Economics

www.td.com/economics


