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Sales and prices up in most
regional real estate markets

ales volumes and average prices
Sare up substantially in most

regional housing markets in
British Columbia over the 12 months end-
ing May 2002. Monthly sales of residential
property have risen from 45% to 65% in
the Powell River, South Okanagan,
Chilliwack, Vancouver Island and Greater
Vancouver real estate board areas.
Monthly residential sales have risen from
35% to 40% in the Okanagan Mainline
and Fraser Valley real estate board areas.
The Northern Lights, Victoria, Kamloops
and Kootenay board areas have seen resi-
dential sales volume grow from 18% to 20%, while volume fell by 5% in the Northern
B.C. real estate board area.

Average prices for residential property have also been rising somewhat robustly in
most regions of the Province over the past 12 months. Average home prices are up by
more than 15% in the Northern Lights real estate board area. Average residential prices
have risen from 7% to 10% over the past 12 months in the Kootenay, Okanagan
Mainline, Powell River, Victoria, Fraser Valley, Vancouver Island and Greater Vancouver
real estate board areas. The Chilliwack, Kamloops, South Okanagan and Northern B.C.
real estate board areas have seen more modest increases of from 2% to 4% in average
prices.

Residential real estate markets have clearly continued to grow in B.C. over the past
year. Province-wide, Multiple Listing Service (MLS) sales of housing have increased
36%, while average prices are up 8%. In fact, housing is one of the few really strong
economic sectors in B.C. at this time. A number of factors have and will continue to
support growth in this sector.
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Mortgage rates fell substantially in 2001 and
are forecast to remain at historically low levels
over the next year or more. Low mortgage
rates allow more renters to buy a home, and
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A substantial amount of pent up demand for e Cuannaen
residential property accumulated in the three
years ending in 2000. This was a time when
prices, sales volume and liquidity in residential
property markets were low. Net inter-provincial out migration, sagging growth in the provin-
cial economy, and rising interest rates led to these local market conditions. Pent up demand
for housing assets began to be released in improving market activity around the end of
2000. It is forecast to take a further year or two for pent up demand to be fully released.
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Another significant factor that has driven the market for residential property over the past
year is investment demand. Stock market returns have been generally negative over the
past two years and the outlook for stock investment returns has yet to improve. Low bond
yields, that are more likely to rise than fall, at least in the money market, have made the
outlook for fixed income investment returns unfavourable. Expected returns in property
asset markets look good compared to expected returns in stocks, bonds and money.

A healthy outlook for investment returns and increasing market activity in the housing
sector is reinforced by moderate improvements in B.C.'s economy. Our latest forecast sees
province-wide MLS housing sales increasing by 19% to 83,000 units in 2002 and by 11% to
92,000 units in 2003. Province-wide construction of new residential dwellings is forecast to
increase by 18% to 22,500 housing starts in 2002 and by 17% to 26,400 starts in 2003.
The province-wide, average price for resale residential property is forecast to rise by 8% to
9% per year over the next two years.

U.S. rates on hold

For the fourth time this year, the Federal Open Market Committee (FOMC) voted to keep
its key federal funds rate target at 1.75%, the interest that banks charge each other on
overnight loans, the lowest in four decades. The prime lending rate — a benchmark for most
consumer and business loans — remained at 4.75%, the lowest since November 1965.

In its issued statement, the FOMC acknowledged the economy had softened after an
inventory-led bounce in the first quarter. But it expressed cautious optimism about quarters
to come but the degree of the strengthening remains uncertain. The Fed said risks were
equally balanced between economic weakness and higher inflation — a stance unchanged
from the last meeting on May 7. The overall statement suggested no rate increases were
likely in the near future and current monetary policy remains accommodative.




The U.S. economy is growing but at a much

_ U.S. Federal Funds Rate Target,
more moderate pace than 6% first quarter.
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Consumer spending growth has slowed led by
fewer auto sales but housing remains strong —
as does spending on services. Consumer confi- 7.0
dence slipped in June and does not bode well X

for June consumer spending, but some of the ol
confidence decline could be due to headline
business and accounting scandals. Second

quarter real GDP growth will likely come in
around a 3% pace.
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The Fed’s non-move begins to put pressure Source: U, Federal Reserve Board

on the Bank of Canada to do the same. After
all, how much longer can Canada’s central bank keep raising rates when the largest econo-
my in the world and Canada’s most important trading partner is seeing moderating econom-
ic growth and benign inflation? Surely, those economic conditions will eventually spread into
Canada and the Bank will have to stop raising rates until inflation prospects pick up again.

The futures market is expecting a 25 basis point (bps) increase in the bank rate in July
and another 50 bps by yearend. The market will probably be disappointed since the last 50
bps is not a sure bet since Canada’s growth will moderate sufficiently to alleviate the Bank’s
inflation concerns. The July 16th increase is very likely, however. The strengthening
Canadian dollar - at least against its U.S. counterpart - reduces demand stimulus in the
economy and will cause the Bank to raise its rate only once more before yearend.
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