
Good morning. The data pouring out of Canada continue to point in an increasingly alarming 
fashion to a serious construction/housing/consumer/credit led recession (or worse) underway 
right now. This, as Canadian bank stocks ping off all time highs, which is yet another analog to 
the US housing crash.   
  
Mark Hanson 
  
  

1)       Canada’s second largest city collapses; Montreal 
resale data atrociously bad! 

2)       Building permits and housing starts plunge in 
December; Employment shock on deck 

3)    Reprint of Oct 8, 2012 Report:  Housing Related 
Employment Shock 
  

1)  Canada’s second largest city collapses; Montreal resale data 
atrociously bad! 
  
Shockingly bad January resale data out this morning from Montreal.  This 
is Canada’s second largest metro, home to 11.4% of the total Canadian 
population.  The charts below need no commentary, though I will point out 
that the months of inventory chart is particularly shocking. 
  



 
  



 
  

 
  
  
2)  Building permits and housing starts plunge in December; 
Employment shock on deck 
  
  
Building permit data out yesterday revealed the largest two-month drop in 
unit permits since the data set began in 1989.  Data released this morning 
confirmed that January housing starts in Canada fell 26% y/y, led by a 
32% decline in multi unit (condo) starts to a seasonally-adjusted annual 



rate not seen since 2009. 
  
This becomes exceptionally important when we look at GDP output and 
employment contribution of the residential construction sector.  
  
I’d also remind readers that Q3 GDP came in at 0.6% annualized, on the 
back of weak residential investment.  While final Q4 GDP likely came in 
around 1% annualized, Q1 2013 is shaping up to be potentially much 
worse.  The construction and FIRE industries have accounted for just 
under 45% of total Canadian GDP growth since 2000. 
  
Pasted below is a note I sent out in October.  It is now an extremely timely 
note, and I would urge clients to read it, with a particular focus on sections 
4 and 6. 
 
  
  

 
  
  
  
  
  



  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
Best Regards, 
Ben Rabidoux 
Ben@MHanson.com 
  
  
  

  
  
  
  
  
 Subject: 10-8 M Hanson (Canada) Housing Related 
Employment Shock  
 
The Canadian economy and labor market are heavily levered to the 
current housing and construction boom. I’ve addressed at length the risk 
to thebroader economy from a hard landing in housing and a broad-
based consumer deleveraging.  Now, with sales falling in key markets at 
a time whenhousing starts and units under construction are surging, it’s 
time to consider the immediate hit to the trades should demand for new 
dwellings fall as faras I suspect it will. 
  
This report details trends in Canada’s three largest metros, which 
collectively account for 35% of the total Canadian population.  This is 
equivalent tothe contribution to total US population made by the states 
of California, Texas, and New York combined. 
 
  



  
1)  Sales trends in major markets; Supply way up, Sales way down 
  
2)  Housing starts and units under construction Surging: 
  
3)  Completions lag housing starts...Surge of new units set to hit 
the market amid weak resales and high existing inventory 
  
4)  Will new units even launch amid falling sales, rising MLS 
inventory, and rising unsold new inventory? 
  
5)  Canadian residential construction boom is larger than US 
experienced leading up to bust 
  
6)  What a US-style slowdown in residential construction mean to 
Canadian labor market? 

  
  
  
The Canadian economy and labor market are heavily levered to the 
current housing and construction boom.  I’ve addressed at length the risk 
to the broader economy from a hard landing in housing and a broad-based 
consumer deleveraging.  Now, with sales falling in key markets at a time 
when housing starts and units under construction are surging, it’s time to 
consider the immediate hit to the trades should demand for new dwellings 
fall as far as I suspect it will. 
This report details trends in Canada’s three largest metros, which 
collectively account for 35% of the total Canadian population.  This is 
equivalent to the contribution to total US population made by the states of 
California, Texas, and New York combined. 
  
1)  Sales trends in major markets; Supply way up, Sales way down 
  
Below are the sales and inventory numbers for the Vancouver and 
Montreal markets, as well as a snapshot of a key Toronto condo market.  In 
general, we are seeing sales falling at a time when inventory remains near 
all-time highs, particularly in Vancouver and Montreal.  The Toronto condo 
market is experiencing significant weakness at present, which is 
troublesome given that that 46,000 of the 64,000 residential dwelling units 
currently under construction in the city are high-rise condos.  
  



 



 



 
  
  
2)  Housing starts and units under construction still surging: 
  
Note that for the three largest Canadian metros, housing starts and units 
under construction remain at or near their all-time highs. 
  



 



 
  
  
3)  Completions lag housing starts- Surge of new units set to hit the 
market amid weak resales and high existing inventory 
  
There is a lag between housing starts and completions.  The charts below 
show that completions are set to rise significantly in these centers 
beginning in 2013, at a time when new and existing unit sales are falling 
rapidly. 
  



 

 
  
4)  Will new units launch amid falling sales, rising MLS inventory, and 
rising unsold new inventory? 
  
I see nothing on the horizon to reinvigorate sales outside of a loosening of 
credit regulations in Canada, which at this point does not appear to be 
even a remote consideration given comments from Carney, Dickson, and 
Flaherty.  Interest rates remain near record lows while mortgage credit has 
been tightened through OSFI and CMHC regulations.  This is 



fundamentally different from 2008, the last time sales and inventory 
number were this bad.  
  
It’s difficult to imagine that housing starts and units under construction can 
be sustained at these levels even as demand begins to wane.  This slump 
in demand is nowhere more evident than in the new condo market in 
Toronto, which saw sales fall 70% y/y in August.  It’s difficult to imagine 
developers bringing new supply to market in this environment of rising 
existing inventory and falling sales. 
  
This begs the question of whether a US-style slowdown in construction is 
possible for Canada, and if so, what are the implications for the Canadian 
economy and labor market. 
  
Before addressing that question, I should once again remind readers that 
the Canadian economy is far more levered to the current housing boom 
than was the case in the US: 
  



 
  
  
5)  Canadian residential construction boom is larger than US 
experienced leading up to bust 
  
The high proportion of the Canadian labor market employed in housing-
related industries is a reflection of the current pace of new construction in 
Canada, which has been significantly larger the US experience leading up 
to the crash.  Once adjusted for population, Canada has ‘out built’ the US 
by a substantial margin: 
  

 
  



Canada is projected to see 215,000 housing starts in 2012, which is 
roughly comparable to the pace of construction the US experienced in 
2004 once adjusted for population.  We also had a string of five straight 
years from 2003-2007 when the pace of construction in Canada eclipsed 
the 2006 construction peak in the US once adjusted for population. 
  
Setting aside transient factors that affect household formation rates over 
the short term, the demand for new residential dwellings is ultimately 
driven over the longer term by population growth.  One way to normalize 
housing starts between two countries is to look at starts relative to 
population change.  When we do this for Canada and the US, we find that 
in spite of a precipitous plunge in Canadian housing starts in 2009 and 
2010, the pace of new residential construction in Canada over the past 
decade has nevertheless been greater than the US experienced in the 10 
years leading up to their peak.  While the US built one new dwelling for 
every 1.70 people added to the population from 1997 to 2006, Canada 
added one new dwelling for every 1.67 new people added to population 
between 2003 and 2012: 
  

 
  
This, by the way, is not a reflection of a lower total housing stock in 
Canada relative to population.  Canada is not simply playing ‘catch-up’.  In 
fact, once adjusted for population, Canada has a significantly larger stock 
of residential dwellings relative to population than the US had at peak: 
  

 



  
  
6)  What would a US-style slowdown in residential construction mean 
to Canadian labor market? 
  
To reiterate, the combination of falling sales, rising MLS resale inventory, 
and rising new completions will very likely cause builders to pull back 
significantly on their current pace of construction.  I suspect that absent a 
strong reversal in current trends, we will begin to see housing starts 
moderate by Q1 next year.  The extent to which builders will pull back will 
ultimately be determined by the factors outlined above, but at this point, a 
US-style retrenchment is not out of the question given the current housing 
stock in Canada and the pace of new construction over the past 
decade.  Should this materialize, the impact on the labor market will be 
significant. 
  
There are currently 1.3 million individuals employed directly by the 
construction industry out of a total of 17.7 million employed Canadians. 
  
To realign with the long-term average share of total employment, the 
number of Canadians employed in construction would need to fall by over 
200,000. For reference, the labor force in Canada is an estimated 17.7 
million individuals.  This represents a loss of 1.1% of all employment 
positions in Canada. 
  
Should the slowdown in residential construction mirror the US experience, 
and if construction employment as a percentage of all employment falls to 
levels consistent with previous cyclical lows, this would result in the 
elimination of 370,000 Canadian jobs and push Canada’s unemployment 
rate to well over 9%. 
  
This does not take into account other industries such as building material 
producers and suppliers, home furnishing producers and distributors, real 
estate services, and financial intermediaries that rely on real estate 
transactions. 
  
  
  
Best Regards, 

Mark Hanson 

www.MHanson.com 
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