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Quite apart from increased royalties and the effect they 
may have in future, there are today (Oct. 27th),  just under 
7,300 single family properties for sale in the city. This is 
up from 3,000 or so in March and represents a 5.2 
month’s supply (and rising) of homes on the market (see 
graph). Clearly a bearish number; and one that will likely 
require a good amount of time before it gets down to more 
acceptable levels of say 3 – 3½ months of supply. 

Needless to say, price has become a moving target in this 
environment and, as of now, the market is clearly search-
ing for a bottom, which means too, that asking prices are 
in retreat as REALTORS and owners alike are being forced 
to reconsider their boom-time thinking. 

As to the future, we are reminded of the 1989/90 market, 
which saw prices surge then back off by 13% before they 
settled down and essen-
tially go sideways for the 
next 5½ years. So, for the 
next few months, we could 
well see prices decline to 
the point where buyers 
once again feel compelled 
to act; at which point we 
would expect the market 
to flatten out for an ex-
tended period because, it 
seems clear to us now that 
prices got ahead of them-
selves…and the economy 
this year – just as it did 17 
years ago. Our test for this 
view lies in our “Reversion 
To The Mean” charts, 
wherein prices (in nomi-
nal and constant dollar 
terms) are plotted against 
their long term growth 
curve of inflation + 3 per-
cent. So have a peek, we 
think you’ll find them in-
teresting. 

Finally, we’ve been asked a few times lately, by clients and 
others, as to whether now is a good time to buy and/or sell 
and, for most folks our answer is: Don’t bother with the 
market. Buy or sell only when personal circumstances or 
needs arise because – in the long run – we all have to live 
somewhere, regardless of what happens to housing prices. 
For investors though, it is perhaps a different matter, and 
depending on one’s view (short or long), age, timing, tem-
perament and a host of other factors, now may be a time 
when some investors will choose to sell, and some have 
already. Our opinion? Based on our view that the market is 
now fully valued and perhaps even somewhat over-priced, 
and based on the fact that prices have risen by more than 
80% in just the last 3 years, we believe the “easy” money 
has been made and that investors should make an orderly 
exit from this market. At least for awhile. 
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Months Supply Indicator
(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! Conversely, when the ratio is under 3.8, the market
begins to improve and when it's under 3.0 prices generally begin to rise.

LONG TERM AVERAGE RANGE
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Remember that old Ray Bradbury story called “Something 
Wicked This Way Comes”? The premise of the story revolves 
around this question: “What if someone discovers your 
secret dream. You know, that one great wish you 
would do anything for? And what if that someone 
suddenly makes your dream come true--before you 
learn the price you have to pay”? 

In his book, Ray Bradbury’s hapless victims are two young 
boys who get suckered into the sinister wonders of Cooger 
and Dark's Pandemonium Shadow Show. But…enough of 
that. Here’s a better one; only this time, the story was written 
by Wall Street Bankers (Merrill Lynch, Goldman Sachs, Bear 
Stearns and so on) and the hapless victims were/are…ahhh…
everyone...including you and us. 

“How can that be?” you ask. “We don’t know any Wall Street 

Bankers!” you proclaim. 

The answer though is that your bank “knows” those Wall 
Street Bankers and, in fact, depends on them to buy your 
bank’s debt obligations, including your mortgage. “Why 
would my bank want to sell my mortgage and, why would 
anyone pay for it?” Good question. The answer is because, 
Wall Street can then take your loans (car, credit card, mort-
gage et al), package them up with a bunch of other peoples’ 
loans and sell them as bonds (rated as being AAA of course) 
to investors such as pension funds who look for yield and 
safety. As for your bank, it’s a good deal for them too because 
they get to make another profit from your loan AND, they get 
their money back to lend to someone else; whereupon, the 
above scenario will repeat itself. It’s a great system.  

In the old days when rates were higher this tale was financed 
by you and me when we bought GICs from our bank/credit 
union/trust company. Then, interest rates 
plummeted, and we stopped buying GICs. 
The banks needed another way to offload 
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their loans and raise new capital. Enter Wall (and later) Bay 
St. Debt securitization was born and – until 2005/06 – it has 
been a great system. But then, thanks to Big Al (Greenspan), 
interest rates got down to 1 percent, the U.S. started printing 
lots of new money – like a trillion or so a year – and hey – it 
was party time down south! And, because yields were so low, 
everyone, and we mean EVERYONE…was lookin’ for yield. 
They found it too for awhile…in things called CDOs 
(collateralized debt obligations), SIVs (structured investment 
vehicles), ABCPs (asset backed commercial paper) and God 
knows what else. Anyway, demand for this stuff (soon to be-
come crap) mushroomed to the point where Wall Street was 
willing to buy ANYTHING fr om ANYONE. Enter the sub-
prime mortgage. Designed for folks with good credit but no 
money, subprime worked well – for awhile. But then house 
prices went through the roof, 
demand for yield by institu-
tions soared and rules for sub-
prime mortgages got bent and 
twisted so much that they re-
quired perfection to not go 
sour. Perfection in this case, 
by the way, meant double digit 
house price inflation…forever. 
Oh, and those bond ratings? 
Why, they remained at AAA of 
course! 

Nothing is perfect though and 
sour is what they are rapidly 
becoming because a) house 
prices stopped rising last year 
and b) interest rates went up. 
This has precipitated defaults 
and foreclosures and, just like 
the snowball, the problem has 
slowly gotten larger and lar-
ger, to the point where we are 
about to witness a full scale 
collapse of the U.S. housing 
market. Demand for asset 
backed securities of course has 

vanished and, because babies always get thrown out with the 
bath water, this has meant that demand for asset backed pa-
per of any kind from anywhere has also dried up and, until 
the issue gets resolved, credit for Canadians and others 
around the globe is, and has become, a) more expensive and 
b) harder to get. 

To try and alleviate the problem, it is clear that Gentle Ben 
and his fellow central bankers around the world will try to 
plug the holes in the system by lowering rates and printing 
money. Lots of money. Will it work? Who knows? If it does, 
and if financial institutions start to have faith in the system 
again, it is likely we will see more inflation and higher interest 
rates down the road. If it does not, and institutions remain 
fearful of each others’ asset backed paper…that…dear reader 
is a question we may not want answered. 

* Avg. Yearly Gov't. of Canada Long Term Treasury Bond Yield
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Note: We definitely do NOT  like this 
price chart. For two reasons; 
namely, the October price has just 
broken through both it’s 1 year mov-
ing average and #2, it has also bro-
ken through it’s short term uptrend 
line. So, from a technical viewpoint 
this is a very weak price chart, with 
support not occurring til we get back 
down to $405,000 or, another 11.4% 
below current levels. After that. It’s 
free fall time, with support non-
existent til we reach $280,000 
or...38.7% below the current average 
of $457,000. 

Now...we don’t seriously think we’re 
due for a 38% decline but - it could 
get dicey for awhile so - for those 
contemplating a move, it may be bet-
ter to sell now, rather 
than later. Back to Index  120
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Average 5 Yr. Posted Mortgage Rates
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s we stated elsewhere herein, we 
believe interest rates will come 
down a lot; starting now in the 

U.S. and by the 1st quarter of ’08 
in Canada. Now, we know that nei-
ther The Dodger at the BOC nor Mark 
Carney (the new guy) would ever ad-
mit it, but rates have to come down 
here - for not only the subprime rea-
sons we outlined on page 3, but also 
because The Loonie at par or, heaven 
forbid, over par with its US counter-
part is an untenable situation for this 
country. 
We’re still young enough to remem-
ber the hot water a strong dollar got 
Dief The Chief into and we think it’s a 
sure bet that Mr. Carney has been 
well indoctrinated, coached and re-
minded of this fact and the virtue of 
having a weak Loonie by his boss, the 
Minister of Finance and (no doubt) 

by Stevie as well. In addition, with the U.S. buck now in dire straits, currencies like 
Canada’s have suddenly become “in vogue”, which is not good news for anyone, ex-
cept Canadian Snowbirds and cross border shoppers. 
Therefore, by the time it’s over, we think bank prime, currently at 6¼% will fall to 4% 
or so and that discounted 5 year mortgage rates (currently around 6%) will retest 
their previous lows of 4¼% and that, if there’s enough blood in the streets, 5 year 
mortgages at 4% or lower could be in the cards. 
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More Graphs  

This chart speaks for itself; yet we wonder,  
how much higher can oil go before making 
a noticeable correction? 

More Graphs  



The Overbought/Oversold Index
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Constant Dollar Overbought/Oversold Index
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This chart is a simple way of showing whether or not 
the market is over or under priced. The gray line is the 
theoretical price which would occur if prices increased 
at the rate of inflation plus the long term natural amount 
that has occurred in addition to CPI inflation. In Cal-
gary, that translates to about 3½% per year over the 
inflation rate. 
The red line is the actual price change which has oc-
curred. 
Therefore, when the red price line is below the mean 
average (gray line) the chart is indicating that the mar-
ket is undervalued and vice versa for when the red line 
is above the mean. 

(aka The Reversion To The Mean Chart) 

aka An Inflation Adjusted Reversion To The Mean Chart 

This chart is identical to the one above except for the 
fact that the mean average line (this time in red) and the 
average price line (in blue) have had inflation removed 
and are quoted in 2006 “constant dollars”. 
To put it another way, if price increases by say 3% and 
inflation increases by say 2% the net or “real” gain of 
just 1% is what will show in this example. 

More Graphs  

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

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

NOTE: When the Index exceeds -5 expect 
a weak market and falling prices.

Morrow's Short Term Index of Leading Indicators

Back to Index  

Happy Halloween! 


