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May 2024 Insights & Strategies: Housing Crisis: Looking Back and Forward
 

Neil Linsdell, CFA - Head of Investment Strategy; Eve Zhou, CFA - Multi-Asset Analyst

The Canada Mortgage and Housing Corporation (CMHC) provides data and forecasts on housing availability and affordability both nationally

and in the six largest metropolitan areas in Canada. In our October 2023 Insights & Strategies report (Housing Crisis or Opportunity?), we cited

CMHC forecasts for new home builds required to achieve the same level of affordability that Canadians enjoyed in the 2003-04 period, when the

economy was stable, in neither boom nor recession. This established an affordability target of 30 per cent in most provinces, defined as “shelter

cost as a share of disposable income”, with the exceptions of Ontario at 37 per cent and British Columbia at 44 per cent.

The takeaway, cited in our October report, was that Canada would need to build 3.45 million more housing units by 2030, above and beyond

the 1.5 million that were already expected to be built, to bring housing prices to an “affordable” range (Chart 1). We estimated in October that

housing starts would need a substantial boost to roughly 650,000 per year, starting immediately, which was much higher than the average of

208,000 housing starts recorded annually from 2000 to 2022.

So, how are we doing six months later? Looking back at what we’ve learned since then, we actually see an even more challenging situation. First,

the population growth, largely driven by immigrants and temporary residents, reached around 1.3 million in 2023 (Chart 2), surpassing both the

average annual increase under the current trend assumption and the high-growth assumption from the CMHC forecast of 700,000 new residents

per year. While the federal government has acknowledged this additional strain and proposed corresponding policies to align immigration with

housing capacity in Budget 2024, the recent surge in population growth will only intensify the housing shortage issue and make catching up to

a reasonable affordability level all the more difficult.

Despite the government trying to exert better control over the number of new immigrants and temporary residents entering the country each

year, a structurally more concerning issue remains in housing starts, which determine the future supply. Housing starts in 2023 stood at around

240,000, only meeting approximately 36 per cent of the required housing starts to reach the CMHC affordability goal by 2030 (Chart 3). The recent

trend has also not been good as housing starts in 2023 were lower than those in both 2022 (262,000) and 2021 (271,000). When comparing to 2022

specifically, we observe a decline in housing starts across all housing types except for apartments, which were up to 151,000 from 148,000, but

still a far cry from where they need to be. The CMHC credited government support and unprecedented demand for half of that record number

of purpose-built rental starts in 2023.

Chart 1 - Household Growth vs. Availability and Affordability of
Housing (June 2023 Forecast)
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Chart 2 - Two Consecutive Years of Record High Population
Growth
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One of the main reasons for the sluggish housing starts is the current restrictive financial conditions, put in place by the Bank of Canada (BoC)

to rein in inflation. Elevated interest rates can affect housing starts by increasing financing costs and disincentivise developers. Since 2021, we

have seen a rapid decline in starts of single-detached homes (Chart 3), while the number of apartment starts has grown modestly. This can be

attributed in part to the fact that as much larger projects, apartment builds are planned further in advance, and with financing likely secured

before the recent rate hike cycle. This lagged impact would then imply that we should expect a slowdown of apartment builds in the coming years

as developers have been putting off commitments as they wait for a better financing environment. This effect is also cited in the CMHC's most

recent Housing Market Outlook report1, which highlighted “Expecting lower housing starts in 2024. There is a slight improvement forecasted over

the next two years. Supply challenges, notably the lagged effects of higher interest rates, mean that new construction in 2025 – 2026 won’t reach

2021 – 2023 levels.”

Another significant factor likely to continue exerting pressure on developers' capacity to build new homes and extend construction timelines is

the surge in construction costs. Residential building construction costs surged by an average of 43 percent during the 2-year period from the

pandemic outbreak, and although the upward trend has been normalizing since mid-2022, it continues to increase at a faster pace compared to

the pre-COVID period (Chart 4). House construction costs are more sensitive to supply chain and labour market dynamics compared to apartment

construction. This sensitivity arises because home builders operate on a smaller scale, have less substantial relationships with materials suppliers,

and rely on on-demand labour.

Therefore, unless developers see signs of improvement in any of these circumstances, they are likely to scale back or pause their projects due

to limited return premiums. The ongoing shortage of new supply, coupled with a steadily increasing population, is likely to drive house prices

even higher than previous peaks. This will further worsen the affordability of homeownership for many, leading to increased reliance on rental

options among families and consequently putting upward pressure on rental prices as well. This CMHC analysis was delivered before the housing

initiatives were revealed in the 2024 Federal Budget. A slew of government initiatives have been put forward in order to alleviate these pressures,

although the rollout of these programs could take significant time.

Chart 3 - Housing Starts Declined Due to Elevated Borrowing Cost
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Chart 4 - Construction Costs Surged Since COVID Outbreak, Trend
Has Been Moderating But Remains Strong
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Government Initiatives

The housing shortage in Canada has persisted for years, making government investment and policy in housing increasingly critical, particularly

given the current unfavourable macroeconomic conditions affecting developers, buyers, and renters. The federal government initiated a ten-

year, $82+ billion plan known as the National Housing Strategy (NHS) in 2017, with most ongoing programs falling under this ambitious strategy.

However, the key lies in the execution of this plan; mere numbers on paper will not solve the problem. Effective implementation requires

collaboration across all levels of government, from federal to municipal, which has been a significant challenge in expediting construction

timelines. Encouragingly, there appears to be a growing emphasis on this issue in Budget 2024, offering hope that real progress in construction

may begin to catch up and align more closely with the ambitious targets set forth.

Looking broadly at Budget 2024, it addresses the housing crisis through three main approaches: (i) building more homes, (ii) making it easier to

own or rent a home, and (iii) investing in more housing for vulnerable Canadians (Table 1). The first and third approaches mainly support the supply

side, involving most of the funding programs, while the second approach focuses on managing demand, primarily through tax benefits and policy
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actions. Budget 2024 also gravitates towards prioritizing apartment buildings over other types of construction, highlighting the importance of

density and affordability, with apartment buildings receiving the most significant funding support. Together, Budget 2024 and Canada’s Housing

Plan from fall 2023 aim to build 3.87 million new homes by 2031, including at least two million net new homes on top of the 1.87 million homes

expected to be built by 2031. Although this target falls short by 1.08 million units compared to the level defined as affordable by the CMHC and

over a slightly longer timeframe, it remains quite ambitious, especially considering the progress of previously announced programs.

Table 1 - Summary Table for Budget 2024 - Housing

Source: Department of Finance Canada; Raymond James Ltd.

In Budget 2024, there are a few programs worth highlighting. First, the Apartment Construction Loan Program (ACLP), previously known as the

Rental Construction Financing Initiative (RCFI) when it was first announced in 2016 as a cornerstone of the NHS, receives an additional $15 billion in

new loan funding, starting in 2025-26. This adds to previous commitments totaling $40 billion, aimed at facilitating the construction of more rental

apartments. A loan program it is not actually a budgetary expenditure, as the loans are expected to be repaid with interest and fees to cover CMHC

administrative costs. This program reflects the federal government's intent to collaborate with provinces and territories, as exemplified by the

recent project, BC Builds. The ACLP sets an ambitious target of constructing over 131,000 new homes by 2031-32, which is quite aggressive given

its track record. After almost seven years since its inception, by December 2023, according to National Housing Strategy2, CMHC had committed

$18.19 billion in loans to support the creation of 48,298 units. However, only 11,208 (23 per cent) of these units have been built, while 21,369 (44 per

cent) were under construction, and the remainder were still at conditional or financial commitment phases. With just over seven years remaining

until 2031-32, achieving the goal of completing the construction of over 100,000 new homes will remain extremely challenging unless significant

improvements are made in various aspects such as the approval process, productivity, and construction costs.

There is also a new Canada Housing Infrastructure Fund of $6 billion to be launched. The fund will invest in effective and reliable water, wastewater,

and stormwater infrastructure in order to keep pace with housing supply growth and encourage densification.

In addition to the initiatives outlined in Budget 2024, another government measure aimed at boosting housing supply with a focus on densification

was announced in September 2023 indicating that the government would eliminate the goods and services tax (GST) from new apartment

 

PAGE 3 OF 10



Investment Strategy (Canada)
 

development to help push developers.

When it comes to managing demand, tax benefits for down payments and extensions to amortization limits proposed in Budget 2024 are

expected to enhance affordability for first-time homebuyers. However, there is concern about the timing mismatch between the increase in

supply and demand. As we discussed earlier, housing starts in 2024 are likely to remain subdued due to the macroeconomic environment. Even

with government support programs, achieving a significant boost in housing supply in the short term seems unlikely. Initiatives such as RRSP

withdrawal limits and extended amortization periods may provide more opportunities for first time home buyers, but still insufficient supply,

coupled with greater purchasing power, may ultimately lead to buyers competing at higher prices.

Summary

In 2024, overall housing starts are expected to continue declining from the record high levels of 2021 due to the high-interest-rate environment

and surging construction costs. A more noticeable rebound in housing starts will likely occur when interest rates are lower, construction costs are

normalized, and buyers' confidence levels and financial health are restored, probably in 2025 or 2026. Looking further ahead, apartment buildings

are likely to experience a larger boost in supply, given the government support and greater control over construction costs. However, we still

anticipate that demand growth for apartment buildings will outpace supply growth, considering the progress of government programs. As for

single-detached houses and townhouses, they are expected to become increasingly valued due to the scarcity of land in desirable locations and

high construction costs. Finally, while funding from government programs can incentivize developers to build more homes, in less favourable

macroeconomic conditions, other factors such as costs and market confidence may have a greater impact on builders' plans.

1Canada Mortgage and Housing Corporation (2024), 2024 Housing Market Outlook, Canada Mortgage and Housing Corporation, https://

www.cmhc-schl.gc.ca/professionals/housing-markets-data-and-research/market-reports/housing-market/housing-market-outlook

2National Housing Strategy (2023), Quarterly Progress Reports December 2023, National Housing Strategy, https://www.placetocallhome.ca/

progress-on-the-national-housing-strategy
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Time for That Age-Old Adage

Larbi Moumni, CFA - VP, Head of Portfolio Advisory

The saying "sell in May and go away" is believed to have originated from an old English saying, "Sell in May and go away, and come back on St.

Leger's Day." This refers to the custom of aristocrats, merchants, and bankers who would leave London and escape to the countryside during the

hot months, returning after the St. Leger's Day horse race held in mid-September. The adage "sell in May and go away" has since become a well-

known financial proverb that suggests investors sell their stock holdings in May to avoid the seasonally weak period in equity markets, only to

return later in the fall. Our work shows that staying invested produces better performance than trying to time the market (Chart 5).

Historical Performance & Analysis

To understand whether this strategy has merit, it is essential to look at historical data. Studies have shown that, in many markets, the period from

May to October has typically delivered lower returns than the November to April period. Looking at the S&P/TSX Composite index’s returns since

the end of the Great Recession shows that May-October often has weaker performance compared to the other six-month period. Over the past 15

years, we found that the Canadian market has averaged 0.7 per cent over the summer periods, well below the 5.7 per cent over the winter months.

However, this is not a universal rule, and numerous exceptions exist where the markets have performed well during summer. While the primary

drivers behind the seasonality remain unclear, possible reasons may include the low trading volumes over the summer vacation months, or the

increased investment flows in the winter.

The “sell in May and go away” strategy implemented in a disciplined manner can bear fruit. Starting with a $10,000 investment in 2009, an investor

buying in November and selling in May would have made a gain of $11,925, compared to a gain of $621 had they only been invested in the summer

period. Had the investor implemented a buy-and-hold strategy, they would have ended up with a $13,287 gain. It’s clear that time in the market

is more lucrative than timing it.

Considerations

There are several considerations to keep in mind regarding the "sell in May and go away" strategy:

● Transaction Costs and Taxes: Selling securities in May and re-buying them later in the year can incur significant transaction fees, potentially

offsetting any gains from avoiding possible downturns. Investors following the strategy in a taxable account may also end up with a hefty

capital gains tax bill at the end of the year.

● Opportunity Cost: Investors may give up gains from any upward movements in the market during the summer months.

● Market Timing Difficulty: Timing the market consistently and successfully is extremely challenging, even for professional investors. While

selling ahead of a seasonally weak period to avoid losses may be tempting, such strategies do not always work and may lead to investors

missing out on potential upside.

Alternative Strategies

Instead of following old adages, investors might consider the following more nuanced strategies:

● Diversification: Instead of selling positions completely, investors may adjust their portfolio to include a combination of assets that perform

well in different economic environments.

● Stay Invested: For long-term investors, staying invested and focusing on a well-constructed portfolio aligned with one's risk tolerance and

investment horizon is often a better approach.

● Play Defense: Investors concerned about economic weakness in the summer periods may rotate into defensive sectors. This not only keeps

them fully invested, but also allows them to participate in upside should markets perform well in the summer. Defensive sectors such as

consumer staples and communication services have outperformed the general market during the seasonally weak period.

Conclusion

It pays to stay invested. While "sell in May and go away" is a catchy phrase, its investment application needs careful consideration. Investors are

better off focusing on comprehensive investment strategies that reflect their individual risk tolerances, investment goals, and time horizons.
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Chart 5 - Buy & Hold Winning Since ‘09
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Going for Gold ETFs!

Luke Kahnert, MBA, CIM - Mutual Fund & ETF Specialist

In a few months, thousands of athletes across the world will meet in Paris to compete for gold in the 2024 Summer Olympics. While gold has

certainly been on the minds of these dedicated athletes over the course of their training, it also appears to be on the minds of many investors

today as the shiny metal continues to hit market highs. One way to access gold is through the convenience of a physically backed gold exchange

traded fund (ETF) that offers exposure to the price movements of gold without the need to manage insurance, shipping and storage arrangements.

Some of the benefits of physical gold ETFs were previously discussed in the June 2023 Insights & Strategies publication titled “Mining for Physical

Gold ETFs”.

A Photo Finish for Gold ETFs

Within the Canadian ETF marketplace, there are now four physically backed gold ETFs. Given the fact that these ETFs are all investing in the same

underlying commodity, using an ETF that keeps costs down can be a key differentiator. It is also important to consider how efficiently the ETF is

trading on an ongoing basis as this will factor into the all-in cost of purchasing the ETF (the average bid-ask spread can be a useful measurement).

As shown in Table 2 below, these tiny differences can lead to what is quite literally a “photo finish” in relative performance!

Table 2 - Gold ETFs

Source: Raymond James Ltd., FactSet. Data as of April 19, 2024. *Average 12 month bid-ask spread sourced directly from ETF providers. April 23,
2024.

Precious Characteristics

There are additional characteristics that investors may wish to consider when comparing gold ETFs. These may include the ability to redeem units

of an ETF for the actual physical gold, details of the custodian safekeeping the assets, or the location of where the physical gold is vaulted. Some

providers may even allow a tour of the vault where the gold is located! These extra details may only be of interest to certain gold bugs but is

important to review (Table 3).

Table 3 - Additional Characteristics

Source: Directly from ETF providers. April 23, 2024.

The Allure of Gold ETFs

Physical gold ETFs can be subjective to significant price fluctuations and can be choppy based on sentiment swings. While the asset class can be

volatile, it is interesting to note how uncorrelated gold has been to the broader equity market. When equities sell off, gold ETFs tend to do well,

which may help insulate portfolios from certain event risks. In addition, gold ETFs (like gold) tend to have an inverse relationship with interest

rates. For the long term investor, having a small allocation to a physical gold ETF may act as a powerful diversifier in a portfolio — offering low

correlations to other asset classes (Table 4 and Table 5).
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Table 4 - 10 Year Correlation Matrix

Source: Raymond James; Capintel; Data as of March 31, 2024.

Table 5 - Performance

Source: Raymond James Ltd., Capintel. Data as of April 22, 2024.
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U.S. Dollar Still Dominates Despite the Growing De-dollarization Trend

Ajay Virk, CFA, CMT - Head Trader, Currencies

The push for de-dollarization, or reducing the reliance of the U.S. dollar as a reserve currency in global trade and financing activities, appears to be

picking up steam as of late, led by the BRICS group of major emerging and developing economies – Brazil, Russia, India, China, and South Africa.

The U.S. dollar’s status as a reserve currency in the global economy affords the United States significant influence over other nations, and the use

of financial sanctions as a form of foreign policy tool.

This “weaponization” of the U.S. dollar was on full display shortly after the Russia/Ukraine conflict began, which saw the collective West’s attempt

to inflict financial pain on Russia with sanctions and the freezing of its foreign assets (estimated to be around US$300bln). As a result, it comes as

no surprise to see this push for de-dollarization to escape the punitive power of the U.S. dollar.

The key question is whether this ongoing FX de-dollarization/regionalization trend has the potential to put an end to the U.S. dollar’s long-standing

dominance. While we expect this trend to firmly continue, ending the U.S. dollar’s hegemony will not be an easy feat by any means (Chart 6).

Chart 6 - Dollar’s Sway in the Global Economy is Unmatched
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Chart 7 - Declining Foreign Holdings of U.S. Treasuries (bln)
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U.S. Dollar Firmly Entrenched as the Top Reserve Currency in the Global Economy

When looking at the current geographical landscape of global trade, there is no question that the U.S. dollar still reigns king. A large portion of

global trade is done between developed/advanced economies and with emerging/developing economies, which are transacted in U.S. dollars.

The de-dollarization trend is particularly apparent among emerging/developing economies; however, this is a relatively small proportion of global

trade.

Similarly, the U.S. dollar still dominates in all major areas such as central bank FX reserves, daily FX turnover, international debt and loans, and

global payments (Chart 7).

Plenty of Love for the Dollar in a Growing Multipolar World

The slew of geopolitical tensions has exacerbated the current de-dollarization/regionalization trend. While the U.S. dollar continues to represent

a large portion of global central banks’ foreign exchange reserve allocations, nearly 60 per cent, its share has been gradually declining over the

past few decades (down from ~72 per cent back in 2001). The euro comes in second, representing roughly 20 per cent of reserves, with all the other

major currencies firmly behind in single-digit territory.

There are also structural risks to consider given the predicament of the U.S. government’s ballooning fiscal debt situation. U.S. Treasuries have

been an attractive option given the sheer size and depth of the U.S. debt market. According to the IMF, the “exceptional recent performance” of

the U.S. was in part driven by an unsustainable fiscal policy, which could reduce the appeal of U.S. Treasuries and weigh on the U.S. dollar in the

process.

Nonetheless, the U.S. dollar is not at risk of collapsing anytime soon. Instead, it is more likely that other currencies will continue to scrape and

claw in order to buck the U.S. dollar’s dominance in their particular region of the world, and we will eventually have a multi-polar system with the

U.S. dollar still being the lead singer but then sharing the stage with other competing currencies at its heels. For example, while the U.S. dollar

dominates amongst the G10 bloc, other currencies like the Chinese yuan will continue to grow in influence throughout Asia and Russia. Again, far

away from completely upending the U.S. dollar’s hegemony in the international monetary system.
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