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Interest Rates...And A
Few Words From Wendy

HEAR YE! HEAR YE! HEAR YE!
The Market Has Turned!

t the End of April, the Calgary Real Estate Board (CREB) had

6,143 residential & condo listings in the Calgary “Metro”

area; down 41% from the high in May, 2008. On the sales

front, and while we are down nearly 27% from April, 2008; sales

are up 70% from the dismal fall period and are up a further 53%

from February and a further 19% from March (do we detect a trend

here?). In fact, if things keep going as they are now, May will see a

return to sales levels of a year ago with a rise of 11% or so from
April.

Put another way, what we have now is a market with just over a 3
month’s supply of homes on the market. The long term average is
3.8 months and the recent high, which was a record, topped out in
December at a whopping 10.7 months! So, in 4 short months then,
we have witnessed a rather dramatic turn in market fundamentals;
one which leads us to believe that, once again, brighter days lie
ahead for the Calgary market (see Musings).

Interest rates too, have changed dramatically of late and the bench-
mark “5 year fixed” can now be had for a paltry 3.59% while vari-
ables are lower still, at roughly 3 percent per year. Again, and to put
these rates in perspective, the 5 year fixed a year ago stood at 5.6
percent and the payment per $100,000 was $539 per month. Today,
that monthly payment is nearly 23% lower ($417). Why, that’s not
only the equivalent of a huge tax break, owning a home is now
again cheaper than renting, which is why we’re once again recom-
mending residential housing to investors (see March letter).

As to the immediate future then, and for per-
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$369,000

$369,000
51 Prestwick Pond Terrace S.E.

Bungalow style walkout condominium...ON THE POND! 2 bedrooms (one up
and one down) & 2 full bathrooms. Professionally painted with beautiful
shades selected by a professional decorator. You will love soaking up the
sun in the breakfast room while you watch the gardeners work. Entertain your
friends in the spacious dining room and enjoy the view (the red wing black-
birds, ducks and herons will provide the background music.

The guest room overlooks the patio and opens to the huge family room.

You won't have to sacrifice any of the things you want and need when you
move to this condominium. There’s a full double garage and parking for two
more vehicles on the driveway. Lots of storage too! Enjoy strolling the paved
pathway around the water & shopping is close by. Walk to the community
centre and the farmer's market in the summer. Now, this is living!

haps the next few months, we think we are in

the middle of a great buying opportunity in
almost all areas and price ranges and indeed, it |
is likely that those who seize upon this oppor-
tunity will be amply rewarded 12 months from
now. That’s right, in 12 months, we believe the |
market will be in the midst of a rather brisk
price recovery and escalation, brought on by
rising oil prices, strong consumer confidence |+
and yes, rising interest rates (see Musings).

So here’s the commercial folks: For those who
can see the need to move up (or out) looming | s
on the horizon or, if you have yet to buy that
first home, get on it and do it now because
opportunities like the one we are now experi- |3
encing come along only rarely...and they never
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ast month, the Bank of Canada lowered its overnight rate to 0.25
percent and then followed that move with the announcement that it |3
would likely keep the rate at that level for the next 12 — 14 months!
Needless to say, eyebrows were raised because really, it is consid-

ered “bad form” in some circles to let the cat out of the bag like that but, we |-
suspect that, for The Bank so say such a thing, it was just another way for | .
them to try and restore some consumer confidence back into the debt mar- |4
kets. ¥ - s

In addition, The Bank also made another nod in the direction of 7 _ I lu'l
guantitative easing by saying that they were still prepared to buy i
longer dated treasuries (as opposed to T-Bills) but we now suspect
that will not be necessary, given the action in the stock & bond
markets of late. In fact, we suspect that in the not too distant future,
rates may in fact begin to sneak up on us in a meaningful way,
therefore risk adverse borrowers may well want to lock in now, as \
the riskireward ratio we think, has clearly shifted to the risk side of Right in the heart of Mission and right beside the river, this 494 sq. ft. one

that equation. bedroom suite could be a gem. Needless to say it is NOT so now. Price is still
being determined and there are still quite a few unknowns so call Bryan or

) ﬁe,jegl!wijlllj" aJ IJI_J E'r_vj @ @ m ‘l j@l[aISj Wendy before getting too excited over this one. It is NOT for the faint of heart!

Foreclosure!
303, 105 - 231 Ave. S.W.
“Hot” location by the Elbow River
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Wendy’s Words of Wisdom...

I've noticed all the eager beavers outside the last

Best Available Mortgage Rates:

Year -2.90% |If you have a mortgage, now is the

1 . . . .
5 vear . 305 % time to pay attention. Rates have few days; raking their lawns and gathering up last
' moved down a lot and, while some , years leaves and well... just making life hell for
3 Year -3.15% |folks may be enjoying a variable rate that is little friends the ladvb
4 Year -3.79 % |now little more than 1 percent, it may be time our littie frienas the ladybugs.
to consider locking in for the long term. For P, ; :
5 Year -3.79 % . . . -
00 others re-financing your higher rate loan may ?’6’5, that's right...the ladybugs. They're still try
7 Year -5.15% | make sense because, if we are not at the bot- ing to get some sleep you know because, come
= 0, i i . . .
10 vear - 5.25 % | tom now, we are certainly close to it summer, they will be busy as bees, eating aphids
Variable - 3.00 % (Prime + 0.75%) and other annoying pests in our gardens, So

Line Of Credit - Prime + 1%

o A please...let’s all leave them alone til after the
- O. (0]

24th of May. After that, we can all get out

Bank Prime Rate - 2.25% ** Subject to restrictions ] ]
there in our gardens with our rakes and hoes
firmly in hand.
10 ‘ ‘ ‘ e pay close attention to
‘ ‘ ‘ 5Yr. Gov't of Canada Bond Yield ‘ ‘ Whe bond market because
mortgages are priced in

relation to Government of Canada
marketable bonds.

Why is that? Well, think MBS, as
in Mortgage Backed Securities
and you’ve got your answer. For
instance, if you’re a bank or other
lender, your well of money is only
so deep; so, to raise more cash,
you bundle up your mortgages
and sell them to investors. They
get (hopefully) a nice secure re-
turn and you (the bank) make a
tidy profit and probably get to
keep the administration. And so it
goes...

So there you are...the reason why
we pay attention to Canada Treas-
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MORROW’S MUSINGS...

(B. puts some meat on the bones of
“The 3 Good Reasons”)

Some folks dream about their next vacation, others about their next
car, or their next love affair or whatever but for me, | dream about
the next move, up or down, that may be in store for the ever volatile
Calgary real estate market; and right now, those dreams are pretty
darn rosy. Hears why...

If you remember our last newsletter, we noted The 3 Good Reasons
why we think Calgary’s housing prices will soar in the near to me-
dium term. They are/were The Asian Factor, the coming decline in
the U.S. Dollar and Peak Oil. What we did not project though, was
the levels to which we think prices may go and it is this aspect of
our Dreamtime that gets me really excited. Listen up...

When we look back at the last Big Boom (the 1970’s) we find that,
depending on which years you start with and stop at, prices rose
between 15% per year and 16.34% per year and for this letter, we
will use the 11 years 1970 — 1981 where prices started at $22,298
and ended at $106,033 for a gain of 15.23% compounded yearly
and 376% overall. During that same 11 year period, oil started at
$3.35 per barrel and peaked in the 10" year (1980) at $37.37 per for
a compounded yearly gain of 27.3% and a gargantuan 1,016% over-
all.

We believe history and markets eventually repeat themselves and,
we now believe that we are smack dab in the middle of just such a
move in the real estate and oil markets that began in 1996 and 1998
respectively and that, before it’s over, average oil prices will be
$160 per barrel and Calgary’s housing prices will nudge up against
$690,000; or 62% higher than they are at present.

“And when will this good news come to fruition”, you ask? Again,

we look to the past for a guide, and because we are tied to the en-
ergy markets insofar as our economy and housing markets are con-
cerned, we will use that history as a guide to our future. That his-
tory too, is somewhat unique to the discussion because the price of
oil was tightly controlled by The Seven Sisters up until 1971 with
the formation of OPEC and, it is this fact that, in part, was responsi-
ble for the 1970s inflation. Today, while OPEC does not have the
stranglehold on price it once had, it is still the swing producer and
can easily adjust production by say, 1 to 5 million barrels a day as
the market warrants. Therefore, we do not see much downside to oil
prices but...there is, in our opinion, a potentially huge upside as
demand continues to swell and supply continues to contract or at
least, be constrained.

Anyway, and during the 1970s, it took oil exactly 7 years to peak
(1973 — 1980) and a further 6 years for it to roll over and crash
(1981 — 1986 incl). Putting those time frames to the present, and
given that the current oil boom started in 2004 the historical sugges-
tion would be that oil in this cycle will peak in 2011 and will crash
in 2017. We shall see. However, our contention remains: The pros-
pect for massive gains throughout the Alberta economy in the fore-
seeable future greatly outweighs the risk of future declines.

Flies? Well sure, there could be at least one fly to contend with, and
that could be the two headed variety of inflation and interest rates.
If we are right and if inflation comes back strong, interest rates are
the one variable that will almost certainly correct the most from
their presently abnormal lows and are the one factor that could
eventually choke an economy, not to mention a housing market.
However, and with the past again pointing us to the future, it took a
long 16 years (1965 — 1981) for interest rates to kill the 1970s infla-
tion and we suspect it will take quite a while for them to kill this
coming inflation as well, so for now, it’s time to once again put on
our dancin’ shoes, to fill up the punch bowl and...party on!
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18 St Quarterly G.O.C. Long Bond Rate
17 +
16 +
15 | How’s this for a round trip? From 3% in the Great
Depression of the 1930s to today’s force fed 4% it
14 + has certainly been a wild ride since 1965 or so and,
13 | in our opinion, could be again, as we are firmly of
the belief that, if you throw enough money around,
12 + sooner or later, inflation will take over the econ-

omy.

21 | PERCENT 5Yr. Term Mortgage Rate (Quarterly)
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This chart is a bit misleading because all resi-
dential mortgages, prior to 1966 had fixed
rates for 25 year terms. However, the fact
remains, benchmark fixed mortgage rates are
still lower now than at any time since the
1940s! Too good to be true? Perhaps, but true
nonetheless. Watch out though, they may not
stay this low for long...
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(Active Listings/Sales Ratio)

This Ratio is the result of dividing the number of
active single family detached home listings at
month end by the number of sales for that month.
When the ratio gets above 3.8 the market begins
to weaken and when it's over 4.5 - look out! Con-
versely, when the ratio is under 3.8, the market
begins to improve and when it's under 3.0 prices
generally begin to rise.
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Mortgage Payment to Income Ratio
80 | This is a great chart to measure affordability with
and, right now, it’s about as good as it gets, with mortgage
payments at just over 30% of taxable income.
Also, this is a perfect example of what a driver in-
20 1 terest rates are for, even though Calgary housing has gone up
rather dramatically since 2005, affordability has remained
muted due to the decline in rates.
When will the party end? Who’s to say? One
60 | thing’s almost for sure though, this ratio will likely be well
over 60 when it does.
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< i Weekly Price Reductions (‘09 vs. '08, '07 & '04) . ] .
MRS -y This chart looks at price reductions

over 4 separate years and is one way we
have of determining the future direction
of the Calgary Market. For instance, in
2007, we turned market negative that
spring because prices were having to be
reduced in ever increasing before being
sold to where, in 2008, price reductions
greatly outnumbered sales, which is
ALWAYS an unhealthy sign.

Now, however, reductions have slowed
dramatically and are now down to the
more normal levels we saw in 2004. In
fact, it would not surprise us in the least
if reductions fell even more, and that, is
ALWAYS a most healthy sign.

NOTE: When the Index exceeds +5 expect a
strong market with rising prices.

NOTE: When the index is between +5and - 5
the market will be relatively stable.

NOTE When the Index exceeds -5 expect
aweak market and falling prices.

Our Index, now at a neutral -2 is certainly not flashing a “Buy” signal yet but, by the time it does, prices could
already have jumped a fair bit. What the index does do however, is show us that the danger signs, which were Back to Index

everywhere over the last year and a half, are now gone from the market and that it is relatively safe to buy again.



