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“Given the importance of the
energy sector, when oil prices
post a large decline it affects
key drivers of Edmonton’s
housing market, including
employment, wages and
consumer confidence. However,
the reaction from the housing
market is not consistent,

and varies depending on the
conditions in the housing market
leading into an oil price crash.”

Christina Butchart
Principal, Market Analysis (Edmonton)
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Oil price declines and their effect on
Edmonton’s housing markets

Oil prices play an important role in Edmonton’s economy and, by
extension, Edmonton’s housing markets. Over the last several years,
oil prices have recorded dramatic swings that have been reflected
in housing activity. In 2008, oil prices declined from their record
high of above $130 per barrel West Texas Intermediate (WTI) to
below $40. Six years later, in 2014, prices declined again; moving
from over $100 per barrel WTI to below $40. In both cases the
rapid decline in oil prices, and the low oil price environment that
followed, affected both Edmonton’s economy and its housing
market. However, there were key differences in how the housing
market reacted to each significant oil price decline which can be
traced back to the economy and the state of the housing market
before and leading into each price decline.

Supply-side factors led to 2014 oil price declines

The economic environment both heading into and after oil prices dropped
in 2008 was much different than that of the 2014 crash. In 2008, the rapid
decline in oil prices was primarily a result of falling demand and it coincided
with an economic and financial crisis that was felt not only in Edmonton,
but was global in nature as many countries moved into a recession, including
Canada and the United States.

Unlike in 2008, the 2014 oil price crash was driven by increased supply and
has primarily impacted the oil and gas industry. Economic activity in parts of
Canada which are not dependent on energy investments and energy exports
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were not directly impacted by lower
oil prices, and to some extent have
benefited from lower energy costs.
There is no financial crisis in the
current lower energy environment
and the U.S. economy is expanding.
Mortgage rates have also moved
lower. These factors have contributed
to a smaller impact on Edmonton’s
economy and housing market in the
months following the 2014 oil price
drop.

Mixed reactions to oil price
declines in the resale market

Reviewing the resale market in
Edmonton in both 2008 and 2014,

oil price declines aligned closely with
pull backs in MLS sales. Edmonton’s
resale market was arguably the first
segment of the housing market to feel
the effect from both oil price crashes.
A lack of consumer confidence led
potential buyers to hold-off on their
purchases.

The decline in oil prices also
coincided with an increase in new
listings in the final months of 2014
and into 2015. However, this did
not occur in the 2008 crash as new
listings had increased prior to the

drop in oil prices and the financial
crisis. The varying paths with respect
to both new listings and active listings
in the two oil crash scenarios can be
explained by the state of the resale
market before the crash, and by price
movements.

In 2007 the Edmonton resale market
was in sellers’ territory and had
moved close to being an accelerated

market where price growth was
faster than market fundamentals
dictated. High selling prices led
more homeowners to list their
homes, and this put upward pressure
on new listings and active listings.
However, the increase in supply did
not stave off price increases in 2007,
which would normally be expected.
There was likely a high amount of
speculative activity where investors,
hoping to make quick gains, bought
into the market. In the face of
higher prices, sales declined and the
resale market began to transition
from sellers’ market conditions to
buyers’ market conditions. This
market movement occurred prior

to oil prices declining. When oil
prices crashed and the financial crisis
began, the market quickly reacted

as consumers lost confidence in the
economy and the housing market. As
a result, the upward pressure that
had driven new listings higher began
to dissipate. House prices declined
quickly as some homeowners and
investors were anxious to leave the
market and were willing to lower
their prices. Once house prices
moved lower, many potential home
sellers chose to delay the sale of their
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home. This led to a decline in new
listings and active listings. Although
supply declined, lower demand in the
market kept prices down.

By comparison, prior to the 2014
crash, Edmonton’s resale market was
much more balanced. Price gains had
been relatively modest compared to
the gains seen in the two years prior
the 2008 oil price crash; moreover,
active listings had been on the decline.
There was also less evidence of
speculative activity. When oil prices
dropped many households listed their
homes, wanting to complete a sale
before anticipated price declines,
driving up the supply in the market.
Since the crash, supply has remained
elevated and price growth has stalled,
but prices have not declined. This is
likely due to less speculative activity
in the market prior to the crash,
such that fewer homeowners were

in a position where they had to

sell their homes. With many home
sellers holding firm on their price,
price movements in the market

have been minimal. Moving forward,
given the increased selection on the
marketplace and the slower sales
activity, there is a risk that prices will
soften, and decline in the short term.

Lower oil prices lead to higher
vacancy rates

Leading into both the 2008 and 2014
oil price crash, Edmonton’s vacancy
rate was low. In October 2007, the
vacancy rate in the Edmonton CMA
was |.5 per cent, while in October
2014 it was 1.7 per cent. By 2009,
the vacancy rate had climbed to 4.5
per cent. Demand for rental units

fell from 2007 to 2009 in the face

of lower migration and declining
employment. Presently, Edmonton’s
rental vacancy rate is forecast to
increase to about 3.0 per cent in
2015 and 3.5 per cent in 2016. With
employment growth expected to stay
positive in Edmonton, demand in the
rental market is not anticipated to fall
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as much as it did when the economy
was losing jobs. However, rental
construction has been elevated in
Edmonton which is leading to a larger
number of apartments available for
rent. This will put upward pressure
on the vacancy rate over the next
two years.

Lower inventory in 2014 limits
decline in single-detached
starts

Prior to the 2008 oil price crash
single-detached starts in Edmonton
had reached a record level year

in 2006. Another strong year of
construction activity in 2007 led the
market entering 2008 oversupplied.
Inventory levels had started to climb
higher in the second half of 2007,
and by the time oil prices reached
their peak, inventory on the single-
detached market was also peaking.
The rise in inventory prompted
builders to slow production, even
before oil prices fell. However,

once oil prices dropped inventory
was well-above market demand,

and levels did not return to more
normal levels until 2010. This, in turn,
slowed production in the single-
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detached market substantially in
2008. Production levels only began to
recover as inventory moved lower.

By comparison, prior to the 2014

oil price crash, the single-detached
market was posting strong gains.

Low inventory on the resale market,
coupled with strong employment
gains and relatively low inventory

on the single-detached market had
pushed demand for single-detached
starts up. When oil prices crashed,
the response by the single-detached
market was delayed. Demand from
the late-summer and early fall months
led to a strong increase in production

“Since single-detached builders
did not enter the current oil

price crash with high inventory,
they should be able to avoid the
extensive build-up in inventory
that occurred in 2008. This would
then allow activity to respond
quicker when economic conditions
improve and housing demand
expands..”

Christina Butchart
Principal, Market Analysis (Edmonton)



in the fall of 2014. Inventory levels
remained low, as the majority of
homes were absorbed at completion.
Slower demand began in the early
months of 2015, but with builders still
busy filling demand from the fall 2014,
production did not slow until mid-
2015. Inventory levels also remained
low, and did not begin to increase
until the second quarter of 2015.
Since single-detached builders did

not enter the current oil price crash
with high inventory, they should be
able to avoid the extensive build-up in
inventory that occurred in 2008. This
would then allow activity to respond
quicker when economic conditions
improve and housing demand
expands.

Multi-family market slow to
react to 2014 oil price drop

Prior to both the 2008 and 2014 oil
price crashes, strong employment
growth and migration, coupled with
low inventory spurred elevated levels
of construction in the multi-family
market. In 2007, multi-family starts
reached 7,206 units, up 22 per cent
from 2006. The strong performance
in 2007 led the number of units under
construction to reach a new record
high. This led the multi-family market
to begin to pull back housing starts
in the early months of 2008, before
oil prices fell. When oil prices did
drop, inventory of multi-family units
was starting to trend higher and the
competing resale market had moved
into buyers’ market conditions. This
also coincided with the onset of the
financial crisis which made it more
difficult for multi-family developers
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to secure funds for new projects.
These factors together led to strong
declines in 2008 and 2009.

By comparison, in 2014, the multi-
family market also saw the number
of units under construction increase
to near record high levels. However,
unlike in 2008, this has not yet
triggered a significant decline in
starts. Prior to the oil price decline,
employment growth, a relatively low
vacancy rate and low inventory on
the ownership market supported
growth of both ownership and
rental units. The oil price crash

has, so far, had minimal impact on
new construction in the multi-
family market, as the industry was
operating at a record setting pace in
the early months of 2015. However,
like in 2008, low oil prices and the
associated lower employment growth
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and migration are expected to draw
down multi-family housing starts in
2016 and 2017.

In summary, given the importance
of the energy sector, when oil
prices post a large decline it affects
key drivers of Edmonton’s housing
market, including employment,
wages and consumer confidence.
However, the reaction from the
housing market is not consistent, and
varies depending on the conditions
in the housing market leading into
an oil price crash. As oil prices
remain low one year after the 2014
oil price crash, the housing market
is still reacting and the low oil price
environment continues to pose
downside risk to all segments of the
housing market.
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Canada Mortgage and Housing Corporation (CMHC) has been Canada's national housing agency for almost 70 years.

CMHC helps Canadians meet their housing needs. As Canada’s authority on housing, we contribute to the stability of
the housing market and financial system, provide support for Canadians in housing need, and offer objective housing
research and information to Canadian governments, consumers and the housing industry. Prudent risk management,
strong corporate governance and transparency are cornerstones of our operations.

For more information, visit our website at www.cmhc.ca or follow us on Twitter, YouTube, LinkedIn and Facebook.

You can also reach us by phone at 1-800-668-2642 or by fax at 1-800-245-9274.
Outside Canada call 613-748-2003 or fax to 613-748-2016.

Canada Mortgage and Housing Corporation supports the Government of Canada policy on access to information for
people with disabilities. If you wish to obtain this publication in alternative formats, call 1-800-668-2642.

The Market Analysis Centre’s (MAC) electronic suite of national standardized products is available for free on CMHC’s
website. You can view, print, download or subscribe to future editions and get market information e-mailed automatically
to you the same day it is released. It’s quick and convenient! Go to www.cmhc.ca/en/hoficlincl/homain

For more information on MAC and the wealth of housing market information available to you, visit us today at
www.cmhc.ca/housingmarketinformation

To subscribe to printed editions of MAC publications, call 1-800-668-2642.

©2015 Canada Mortgage and Housing Corporation. All rights reserved. CMHC grants reasonable rights of use of this
publication’s content solely for personal, corporate or public policy research, and educational purposes. This permission
consists of the right to use the content for general reference purposes in written analyses and in the reporting of
results, conclusions, and forecasts including the citation of limited amounts of supporting data extracted from this
publication. Reasonable and limited rights of use are also permitted in commercial publications subject to the above
criteria,and CMHC’s right to request that such use be discontinued for any reason.

Any use of the publication’s content must include the source of the information, including statistical data, acknowledged
as follows:

Source: CMHC (or “Adapted from CMHC,” if appropriate), name of product, year and date of publication issue.

Other than as outlined above, the content of the publication cannot be reproduced or transmitted to any person or,

if acquired by an organization, to users outside the organization. Placing the publication, in whole or part, on a website
accessible to the public or on any website accessible to persons not directly employed by the organization is not permitted.
To use the content of any CMHC Market Analysis publication for any purpose other than the general reference purposes
set out above or to request permission to reproduce large portions of, or entire CMHC Market Analysis publications,
please complete the CMHC Copyright request form and email it to CMHC’s Canadian Housing Information Centre at
chic@cmhc.ca. For permission, please provide CHIC with the following information: Publication’s name, year and date

of issue.

Without limiting the generality of the foregoing, no portion of the content may be translated from English or French into
any other language without the prior written permission of Canada Mortgage and Housing Corporation.

The information, analyses and opinions contained in this publication are based on various sources believed to be reliable,
but their accuracy cannot be guaranteed. The information, analyses and opinions shall not be taken as representations for
which Canada Mortgage and Housing Corporation or any of its employees shall incur responsibility.

Canada Mortgage and Housing Corporation

5


https://twitter.com/CMHC_ca
http://www.youtube.com/CMHCca
https://www.linkedin.com/company/canada-mortgage-and-housing-corporation
https://www.facebook.com/cmhc.schl
http://www.cmhc-schl.gc.ca/en/corp/li/loader.cfm?csModule=security/getfile&amp;PageID=299144

Housing market
intelligence
you can count on

FREE REPORTS AVAILABLE ON-LINE

m Canadian Housing Statistics

Condominium Owners Report

Housing Information Monthly

Housing Market Outlook, Canada

Housing Market Outlook, Highlight Reports — Canada and Regional
Housing Market Outlook, Major Centres

Housing Market Tables: Selected South Central Ontario Centres
Housing Now, Canada

Housing Now, Major Centres

Housing Now, Regional

Monthly Housing Statistics

Northern Housing Outlook Report

Preliminary Housing Start Data

Rental Market Provincial Highlight Reports

Rental Market Reports, Major Centres

Rental Market Statistics

Residential Construction Digest, Prairie Centres

Seniors’ Housing Reports

Get the market intelligence you need today!

Click www.cmhc.ca/housingmarketinformation
to view, download or subscribe.

HOUSING MARKET
INFORMATION PORTAL

The housing data you want, the way you want it

68486_2015_M11

CMHC's Market Analysis Centre
e-reports provide a wealth of

detailed local, provincial, regional
and national market information.

B Forecasts and Analysis —
Future-oriented information
about local, regional and
national housing trends.

m Statistics and Data —
Information on current
housing market activities —
starts, rents, vacancy rates
and much more.

cmhc.ca/hmiportal



https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000055
https://www03.cmhc-schl.gc.ca/?lang=en&cat=189
http://www.cmhc.ca/od/?pid=61504
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000063
http://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0000000129
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000063
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?cat=106&itm=1&lang=en&fr=1295528223024
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000070
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000070
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000070
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?lang=en&cat=56&itm=1&fr=1326729770187
http://www.cmhc.ca/od/?pid=65446
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?cat=58&itm=1&lang=en&fr=1295528970635
http://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0000000128
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000059
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000079
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?cat=124&itm=1&lang=en&fr=1295529160963
http://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0000000112
https://www03.cmhc-schl.gc.ca/b2c/b2c/init.do?language=en&z_category=0/0000000160
www.cmhc.ca/housingmarketinformation
http://cmhc.ca/hmiportal

	OPIMS & date 2: 68486_2015_M11


