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- FORGET ABOUT A I.OOMIN G HOUSING CRASH—
IT'S NOT GOING TO HAPPEN.

BUBBLE,

BUT CANADA’S REAL ESTATE MARKET IS CIIANGI
2 AND BOTH BUYERS AND SELLERS

WILL NEED TO ADAPT IF THEY WANT TO THRIVE.
WE SHOW YOU HOW...
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IKEMANY TORONTONIANS,
Dave Pearce and his wife Jen-
nine Profeta are struggling to
find an affordable home. They
currently live in a one-bed-
room apartment with their
infant son and it's getting
cramped. “We need more room, and soon,"”
Pearce says. In the city’s highly competitive
real estate market, where bidding wars are
still common, home ownership has so far
been unfeasible for the couple. But after a
decade of staggering growth, the housing
market in many Canadian cities is starting
to cool—a trend economists and real estate
experts suggest will continue through 2014.
Prospective buyers like Pearce and Profeta
are smelling opportunity, but they're not
sure how to take advantage. “If there’s a
downturn coming, what's our best strategy?”
Pearce wonders.

Let’s be clear: despite what some in the
media would have you believe, Canada’s
housing market is not at the edge of a cliff,
ready to plunge into free fall. “There are
articles saying we're going to have the same
kind of crash we had in the United States,
but that’s not going to happen,” says Jane
Londerville, a real estate and housing adviser
at the University of Guelph.

* James McKellar, academic director of
the Real Property Program at York Univer-
sity’s Schulich School of Business, is even
more blunt. “First of all, there never was a
housing bubble. So it hasn’t burst, because
it never existed.”

But even if we're not headed for an im-
plosion, pundits generally agree we're re-
turning to a balanced market in which the
interests of buyers and sellers are aligning—
especially in Toronto and Vancouver where
homes cost 4.3 to 7.1 times the average
family income, respectively. By comparison,
averages for other major real estate markets
like Calgary and Ottawa-Gatineau are 2.9
and 3.4, respectively.

Prior to the 2008 global financial crisis,
a strong economy, low interest rates and
looser lending criteria sparked a rapid ap-
preciation in the value of homes. But recent
government interventions have returned
some of the rules to normal, says Toronto
real estate lawyer Alan Silverstein. Buyers
can’t borrow 100% any more, and the max-
imum amortization is back at 25 years, down
from 35. “It's taken out the people who
shouldn’t have been in the market. It's
brought a degree of sanity back but it hasn't
killed the golden goose.”

Like many Canadians, you're probably
wondering what all this means if you're
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looking to enter the housing market, sell
your home, trade up to a bigger residence,
or downsize to a condo. MoneySense will
help you navigate all of these scenarios and
show you how to profit from the changing
nature of Canada’s housing market.

FEELS LIKE THE
FIRST TIME

The most obvious consequence of a
decline in house prices is greater oppor-
tunity for first-time buyers like Pearce and
Profeta. “Young people are having a tough
enough time with getting jobs and earn-

ing money, but to see home prices going
up at such a rapid clip has been really
disconcerting,” says Toronto fee-for-service
adviser Jason Heath. “Now, young people
will feel like they’re getting less and less
behind, and that it’s not an impossible
dream to own a home.”

Sonya Gulati, a senior economist with
Toronto-Dominion Bank, says we could see
a slow 10% decline in house prices in To-
ronto, Vancouver and Montreal by the end
of 2014, “We think those cities are the ones
most overvalued.” As of September, year-
over-year housing prices were already down
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3.8% in the Greater Vancouver Area, ac-
cording to Gulati. Toronto is now starting
the same downward trajectory, she says,
despite roughly an 8% increase in sales over
the same period. Montreal is following the
same pattern, too.

But first-time buyers shouldn't be overly
optimistic, especially outside Canada’s three
largest cities, Sylvia Lewis-Havard and her
husband are still renting, hoping the chang-
ing market might enable them to purchase
a home in Ottawa. “I don't expect a com-
plete crash we can take advantage of,"” says
Lewis-Havard, but she hopes to find some-
thing for 15% less than the current average
of $354,000. Gulati says that’s not likely to
happen—in fact, she doesn’t expect real
estate prices outside Toronto, Vancouver
and Montreal to decline much at all. Her
opinion is in line with a recent report by
RBC Economics predicting “both resale ac-
tivity and home prices in Canada to be flat
or slightly negative in 2013.”

Toronto’s condos are being bought by non-
occupants who immediately rent them out.
“Rental vacancy in Toronto is just 1.2%, so
all of this stock is not glutting that market.”
The long-term growth of Toronto’s condo
market is also secured by immigration, adds
Silverstein. “A lot of new immigrants come
to the GTA,"” hesays, “and a lot of investors
are banking on renting these condos out
to young couples or new immigrants.”

The biggest advantage Canada’s chang-
ing housing market will offer first-time buy-
ers is the luxury of time. “In places like
Toronto you might have a bit more breath-
ing room to look at a place and think about
it for 24 hours without having to shove an
offer in with six other people and hope you
win,” says Jane Londerville. “So it gives you
a little time to do some careful thinking.”
Even in her town of Guelph, Ont., bids can
be aggressive for downtown properties, so
buyers in smaller centres can expect to ben-
efit from less competition, too.

Despite what some in the media would have
you believe, we're not due for a housing crash

like the one that crippled the U.S. “The bubble
hasn’t burst, because it never existed.”

A housing slowdown in Toronto and
Vancouver could affect consumer confidence
in regions with strong economic funda-
mentals like Calgary, Edmonton and Hali-
fax, adds Don Campbell, best-selling author
of Real Investing in Canada. But rather than
a sharp decline, you're more likely to see
slower rates of price appreciation and home
sales, says McKellar, "Overall the economy
of Canada compared to other countries is
still doing very well,” he says. “Housing
markets are a function of the economy. Not
the other way around.”

In Toronto, it’s the condo market that
may be most vulnerable to a fall in prices,
says Gulati. “The most recent statistics show
there are more than 100 condos being built
in the Greater Toronto Area. By comparison,
there are 59 being built in New York City
and 22 in Chicago.” Campbell agrees this
large supply coming into Toronto in 2013
will outstrip demand, and feels first-time
buyers in Toronto may soon find big op-
portunities in the condo market.

Not everyone agrees with this assess-
ment, however. Many of Vancouver’s con-
dos were bought by Asian investors and
remain unoccupied, says McKellar, whereas

Buying newbies should also bear in mind
that sellers may be more open to negotia-
tion now, says Marc Lamontagne, a fee-for-
service adviser with Ryan Lamontagne in
Ottawa. Lamontagne believes there will be
opportunities for savings in any region of
Canada, provided you're a patient, aggres-
sive bidder. “A lot of homes that will be
staying on the market Jonger were purchased
by developers or flippers. These people are
going to be desperate and motivated to sell.”

Just don't stall too long if you're inter-
ested in buying a home, “Money will remain
inexpensive for a few years to come, but it
won't last forever,” says Campbell. Prepare
for a rise of at least 1% in interest rates and
factor that into your budget. Londerville
concurs: “It’s another reason not to delay
buying if you're borrowing. You can geta
five-year mortgage at such low rates now
that it’s a good time to enter the market if
you're not in it already.”

If buying is still out of your reach in a
cooling market, focus on building up a siz-
able down payment, suggests Heather Frank-
lin, a fee-only planner in Toronto. A 20%
down payment will save you thousands in
reduced mortgage payments, lower interest

JACQUELINE DAHM
1921 - 2011

Currently studying Medicine
in Kelowna

I always wanted to go into medicine
and this bursary has helped me reach
my goals. I’d really like to practise
medicine in a smaller community
after graduation, so the new Southern
Medical Program is ideal for me. I
have the opportunity to learn from
doctors who know first-hand the
unique challenges of delivering
health care in smaller communities.
This makes me feel qualified to meet
the needs of local patients when I'm
a practising physician and will make
it easier to stay long-term in a small
community.

I’m so grateful that there are people
out there like Jacqueline Dahm
who, through their generous gifts,
are contributing to making students’
dreams achievable.

— Lyndsay Sprigg, Southern Medical
Program MD student

lacqueline Dahm expressed her passion
for community with a bequest to UBC,
which continues to ensure vital funding for
students in the Southern Medical Program.

For more information on how UBC can
help you plan your lasting legacy in an area
important to you, call 604.822.5373 or
visit www.startanevolution.ca/Dahm12
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rates and mortgage insurance premiums,
“For those first-time buyers, just wait it out
and build up your payments,” she says.
Another option for those struggling to
enter the market is to buy a property and

rent out part of it to help you pay the mort- 4

gage, says Londerville. “You have to find
creative ways to get into the bigger markets.”

THE HARD SELL

Even if the evolving housing market is likely
to move the pendulum in buyers’ favour,
real estate experts don't believe sellers are
at a disadvantage right now. But they do
need to be realistic, says Alan Silverstein.
“The house that went for quite a high price
a year ago might not get that price nowa-
days. But you shouldn’t be giving it away
either. It just may take longer to sell.”

It helps to understand what type of seller
you are: willing, anxious or desperate. “The
willing are the ones who are testing the
market,” says Silverstein. He advises against
anyone doing that now, especially as we
head into winter, the slowest season for
real estate, “Only the real sellers are in the
marketplace right now: the anxious who
have a greater need to sell and may have
to put the house on the market; and the
desperate who have to sell, whether it’s due
to divorce, job loss or whatever.” Desperate
sellers may be forced to accept a low price,
but Londerville notes that if they’re mov-
ing to a market that is also down, things
could balance out.

“If you really wanted to protect yourself
you would sell your property and rent,”
adds Lamontagne. Although house prices
have risen substantially in the last decade,

rents have not. “If home prices do come
down quite a bit, that’s an opportunity for
you to go back. The issue is the transaction
costs. Every time you buy and sell there’s
quite a bit of cost involved.”

Don Campbell’s advice for those selling
is simple: “Marketing, marketing, market-
ing.” In this environment it will no longer
be enough to just hand your listing to a
realtor and expect a bidding war, he says.
Sellers must get involved at all levels of mar-
keting as competition increases thanks to
more property choices and fewer desperate
buyers. “Learn about staging a property,
and visit other properties in your price cat-
egory to see what the competition is offer-
ing,” he advises. “Make sure your realtor

has a marketing plan to generate a lot of
interest before you list.”

MOVIN’' ON UP

If house prices do end up declining in your
area, it's not just first-time buyers who will
benefit. “Buying up in a down market” is
a strategy in which homeowners sell their
smaller property and buy a larger one—the
idea being they will come out ahead because
the price reduction on the new purchase
will be greater than the loss on the sale of
the former home.

For example, if prices decline 10% across
the board, a house that was formerly valued
at $300,000 will fall to $270,000, while one
valued at $500,000 will fall to $450,000.
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Buyers on the sidelines may regret it if mortgage
rates rise. “Money will remain inexpensive for
a few years to come, but it won't last forever.”

That shrinks the price difference from

- $200,000 to $180,000.

Just be sure to determine how different
segments of your market are affected by a
price decline, Londerville cautions. “It could
be that larger homes are still selling, whereas
starter homes are not because new people
coming into the market can buy a bigger
house than they could before. But as long
as both markets are slowing down you can
take advantage.”

Of course, homeowners looking to move
into larger properties have the same advan-
tage as new homebuyers in a cooling mar-

Kket: less competition, “I've got clients who
have been looking to move into bigger homes
in certain neighbourhoods, but the frenzy
of competition has made it almost impos-
sible despite low interest rates,” says Jason
Heath. “These buyers are no longer going
to be in a position where they're dealing
with multiple bids.”

McKellar warns, however, that those
looking to sell their homes and move to a
larger property should think carefully.
Often, when you consider the costs of mov-
ing, your agent's commission, lawyers and
so on, it might be more cost-effective to
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WERNER & HILDEGARD HESSE
1926-2008 & 1918-2008

Currently spotting yellow-rumped
warblers in old-growth BC forests

The Hesses were passionate
bird watchers and enthusiastic
conservationists. Inspired by their
commitment, I am studying birds
to understand which habitats are
most important to conserve. Thanks
to Werner and Hildegard Hesses’
legacy I have been able to fully focus
on my research for 3 years and, in
so doing, help provide solutions to
environmental problems. Thank
you Werner and Hildegard —your
passion has allowed me to do the
research I love and continue an
important tradition of outreach
between academia, policy makers
and the public. ‘

— Richard Schuster, PhD candidate

Werner and Hildegard Hesse expressed
their passion for birding with a bequest
to UBC, ensuring vital funding for
conservation research.

For more information on how UBC can
help you plan a lasting legacy in a field
important to you, call 604.822.5373 or
visit www.startanevolution.ca/Hesse12
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TRYING TO

MOVE FORWARD

IN A LOW-YIELD WORLD?

BISSETT DIVIDEND FUNDS CAN HELP

At today's interest rates, it would take over 50 years* to double the value of a
portfolio. It's time to consider dividend-paying funds that can provide significantly
higher yields while still keeping risk in check. Today's corporations are lean and
profitable, and dividend payouts are growing. Capture this valuable income
opportunity with a full suite of solutions from Franklin Templeton Investments.

To download The Case for Dividends brochure,
visit www.franklintempleton.ca/yieldscarcity

Bissett Strategic 1 Bissett Divided Bissett Canadian Bissett Canadian
Income Fund Income Fund Dividend Fund High Dividend Fund

FRANKLIN TEMPLETON
INVESTMENTS

Franklin - Templeton - Mutual Series - Bissett

* Time to double determined using a logarithmic formula which first calculates
the factor of exponential growth that would be required to double a single unit of
measure, then determines the compound growth rate that the given interest
rate will have on that investments, and finally divides the exponential growth
by the compound growth rate to determine the number of years a given invest-
ment will double. Commissions, trailing commissions, management fees
and expenses all may be associated with mutual fund investments. Please
read the prospectus before investing. Mutual funds are not guaranteed, their
values change frequently and past performance may not be repeated. Bissett
Investment Management is part of Franklin Templeton Investments Corp.

© 2012 Franklin Templeton Investments Corp. All rights reserved.

W HOME

build an addition or renovate.

Polly Chow and Wilson Luk are con-
templating an upward move from their
two-bedroom condo in Vancouver, which
they purchased in June 2011. “We would
like the opportunity to upgrade within the
next few years if the housing market cools,
and we have saved up a down payment,”
says Chow. They're considering looking
at a townhouse or a duplex that could pro-
vide a steady rental income to help pay a
bigger mortgage. Heath recommends any-
one thinking about renting out part of
their home or purchasing should keep in
mind that any financial rewards will be
tempered by the time and energy you de-
vote to your tenants.

DOUBLING DOWN

It’s been 10 years since Dearl and Sharon
Alexander’s two adult children finished
university and moved out their mortgage-
free home in the Ottawa suburb of Orleans.
Now the couple wants to downsize and
they’re wondering what to do in the current
environment. Should they buy or rent a
smaller home or condo? They also wonder
whether they should keep their current
property and rent it out, which would re-
quire repairing the back patio, redoing the
kitchen and getting rid of the carpet and
linoleum floors. “Is it worth the money and
the trouble?” asks Dearl.

If you're in a situation like the Alexan-
ders’, your first priority should be doing
what’s right for your lifestyle, not trying to
pick the perfect time to move. “It's very
hard to time the market,” says Jane Lond-
erville. If couples are committed to selling
their homes, they shouldn’t hold off for
long, she says. If house prices do start to
fall, it may be years before they rebound.

Something else homeowners like the
Alexanders need to consider is the demo-
graphics of their neighbourhood. Is it a
bedroom community filled with retirees

and empty nesters on the verge of selling? -

“If there was a potential downsize in my
future,” says Heath, “I'd rather be one of
the first ones out rather than being in a
neighbourhood with a lot of downward
pressure because lots of boomers are selling.
Likewise, homes in certain neighbourhoods
that are close to amenities or public trans-
portation can have upward pressure because
they’re very palatable to baby boomers
downsizing. So be cognizant of the neigh-
bourhood you're living in as well as the
neighbourhood you want to move to.”
Should the Alexanders rent out their
current home instead of selling it? Heath
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The right time to buy or sell your home is when it
suits your lifestyle, not when you think you can make
a buck. “It’s very hard to time the market.”

says turning larger family homes into an
investment property often means mainte-
nance headaches: the lawn; the roof, a pool
in the backyard. “Maybe that's not a good
rental property because there’s so much
that can go wrong with it,” he says. “Strictly
from a rental point of view, the best kind
of property is the simplest and easiest. More
often than not that’s a condo.”

When it comes to choosing whether to
buy or rent after downsizing, the Alexanders
have a lot to think about, too. “There really
is no carte blanche answer to that,” says
Heather Franklin. For instance, if the cou-
ple downsizes in a neighbourhood where
rents have stayed consistent, they may want
to get out of the housing market altogether,
she says. At the same time, they may find
renting more costly because they are no
longer making mortgage payments on their
home. As well, downsizers need to be aware
they’ll likely end up buying a smaller prop-
erty equal in value to the home they're
selling. “For the most part, the people I
know who are downsizing are moving into
condos that are equally expensive and just
have less space. They want the convenience
of just walking out the door. 5o it’s not
purely financial.”

Downsizing and renting is also a smart
idea if you’re considering moving to a
different neighbourhood, says Heath.

“Rent for a year or a couple of years and
figure out whether that's really where you
want to be.”

As to whether the Alexanders should
drop a bundle on upgrading their current
home prior to downsizing, that’s something
real estate agents typically advise because
it makes a house easier to sell, says Heath.
Don't, however, expect to get back every
dollar you spend. In particular, upgrades to
kitchens or bathroom can backfire because
new buyers may have different tastes. Gen-
erally speaking, if something is falling apart
you fix it, says Heath, but think hard about
doing anything else.

However you're navigating Canada’s
housing market—be it as a buyer or seller—
take a deep breath if dips or slowdowns
are causing you anxiety. “There’s a tremen-
dous misunderstanding of the housing
market,” says McKellar. “It’s a long-term
market that will always go through short-
term adjustments.”

It helps to remember your house should
primarily be a place to live, not an invest-
ment. That doesn’t change when a hot
market starts to cool. “If people can afford
the fundamentals, they'll be fine,” says Sil-
verstein. “A balanced market is the best
situation: when you have a balance, buyers
and sellers should both be happy at the end
of theday.” ™

DR. MICHAEL QUINN
1917-2005

Currently conducting cognitive
research in Barcelona

Dr. Quinn’s wonderful gift gave me
an opportunity to travel to Europe
for the first time and experience the
benefits of a new culture and research
environment. With the UBC Vision
Lab I have been studying how the
brain processes visual information,
and with the Multisensory Research
Group in Barcelona, Spain [ was able
to expand this research to include
touch. This has uncovered new
knowledge about how we process
information in our everyday lives.
Understanding how the brain works
under normal circumstances is a
critical step in ultimately helping
those with conditions such as
Attention Deficit Disorder or Autism.
Thank you Dr. Quinn.

— Allison Brennan, PhD student

Dr. Michael Quinn expressed his passion
for clinical psychology with a bequest to
UBC, ensuring vital funding for psychology
faculty and students.

For more information on how UBC can
help you plan a lasting legacy in a field
important to you, call 604.822.5373 or
visit www.startanevolution.ca/Quinn12
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