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House boom

eases market pains

Gains in property prices
can come close fo or exceed
your investing losses, writes

ROB CARRICK
Ennug_h with the
market already.

11" vou want 1o undersiand
how the financial well-being
of Canadians has changed

stock

over the past few
housing prices are at le
important, Unlike sloc

homes are worth a J'-lir it
more than they wel
Vs ago.

The federal government’s
Canada Mortgage and
Housing Corp. forecasts an
average Canadian home price
o $183.600 for 2002 that"s up
16.1 per cent [rom the
average 1999 price of
S1I8. 145, The news is cven
better in the country's biggest
cities, where the Canadian
Real Esiate ion
reports average price
mcrease of 9.5 per cent
through the first nine months
of this yearalone.

Have you becen a
homeowner lor the past few
qears? Then vour house may
risen in value by an
amount that comes close 1o or
cven exeeeds your investing
lo

a few

Assoc

an

Even il you have no
intention of selling your
home, vou can take comfort
in the Fact that the decline in
your stocks and equity luinds
isn't the last word on your
personal net worth,
you're skeptical,
i right 1o be, given
hard  knocks 1aken by
stocks and equity funds

But then you may not
have checked the value of
your home lately,

Solet's do tha, Let's look
at the boom i the housing
market and the decline in the
stock market and see il we
can developa s ot ol the

Maybe
You have
the

net worth ol nadian
homeowne
We'll start with o sample

portfolio of widely held
mutual funds that stands as a
proxy for your invesiments,
The returns Irom  this
porilolio since the beginming
of 1999 will be compared
with changes in hoime prices
lor major cilies

Canada over the same period
(1999 was chosen because it
was the last big vear for the
bull market ).

Our sample fund portlolio
started  out with 5100,000

invested on the first business

day of 1999 in a couple of

Canadian  equity  funds, a
Canadian balanced lund, a
LS. cquity fund. a global
equity Tund and a tech fund
{sce chart for fund details).
As of Sept, 30, these funds

had delivered a total loss of

8.3 pereent.

Talk about sorry results. A
little more than 31/, vears in
the market and what's el is

81.7 cents on the dollar (the
funds will have risen some
since Sept. 300, Fortmately,
housing prices in
communities across the
coumtry  have made decem
gains over the same period as
these funds slumped.

Mind vou. these incre.
aren’t stunningly impressive
by the standards of a bull
m t for stocks. You ¢
see this i vou apply the
projected 6. 1-per-cent
increase for the average
Canadian home from 1999
through 2002 1o a 5100000
investiment.  You'd get a
profit of 816,100, or 3.8 per
cent on @ compound annual
basis.

Comparing the chang
value of a home to
investment
somewhat more complicated
than this, though.

To work through this, let's
start with that national
average house price
mentioned  ¢arlier.  The
estimated price increase here
in dollar terms is 325455, or
SIS3A00 mmus SI58.145.
Mateh  that nst the
SIR.300 loss in u]llil\ funds
and  vou're 37055 1o the
ond. on paperal least.

Did you catch the nuance
here? The pereentage gain in

2
an
portfolio is

the value of the average
house W less than the
percentage loss in the

investment portlolio, vet it
still more than made up Tor
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because the dollar
the average home is higher
than the value of our pretend
fund portfolio. Many
Canadians will also lind their
hous worth more than
their investmenis,

Now for a complication,
These numbers apply il vou
own 100 per cent of vour
home and thus have ne

2
What il
equily

Through
leverage

have limited
vour home?
the magic
(using borrowed
vl the gains on vour
home can be sirikingly high.
Sav vou owned 25 per cent of
the nanonal average home in
1999, when the price was
SI58.145.  Your equity
would be 539,536 and vou
would owe 3115609 in
princiy
interest, but we won't go into

vou
in

2002 and, after aggressively
o pay down  your
you have the
principal whittled down 1o
SHOE.000.  With the marker
ue of vour home now at
S183.600, the
between what you owe and
the price your house could

dilference

letch on the market is
STR.600.

On paper. you've about
doubled your money.  Stock

What steck

Using the
house price is line for
purposes, but it abseures ]hl.
differences among r
miarkets across the coun
So let ¢ look
average price i
live communities across the

Contr
m Halifax: The average
annual price jumped 1o

S147.8092 as of Sept. 30 lrom
STIRA22 00 1999, a 24.8-por-
cont gain that works out 1o
$29.370.

value of

ol

al {plus lots of

I vou owned the average
Halifax house owtright, then
vou've more than made back
the investiment losses in our
model fund portfolio.

Sounds good. but what if
vou had a morgage on that
average Halifax home? We'll
say lor the sake of argument

that vou owed hall’ the 1999
value of the home, or
$59.261. and that vour
mortgage pavments  would
reduce this amount by
S10,000.

With your house worth

SH?‘_R‘JEu!."acp!.]ll.'md vour
cipal down 1o
wour u|ml\ would
¢ 10 598,631 fora very tidy
mol$39.370,

u Montreal: The
resale house price jumped
522638105141, 167 between
1999 and Sept. 30, 0r 19,1 per

gage
549, "ﬁ { [
ri

average

cent.  So 1 vou were
mortgage-ree in this city.
you again more than made

back investment losses in our
maodel fund portfolio.

MNow, how about st
where vou had a mortgag
1999 and took on a littke extra
debt, maybe o renovate, so
that you owed the bank the
same wmount at the end of
Seprember you did in
1999211 you owed 20 per

ntion

cent of the 1999 value of the
06, then your
Lo

or S
cquity would prow
SH7461 lrom 594,823
vour house rose in price.
Paper gain: S22.638,
m Toronto: Monster gains
here in dollar terms, The
average price rose 540,360 1o
S274.732 between 1999 and
Sept. 30,00 20,3 percent.
Even people with minimal
cquity did well in this type of
environment,
cou owed 90 per cemt
of the value of your average-
priced Toronto home in 1999,
or%205.535,

I you paid down your
by S12,535 over

home,

prineiy

four vears. then rising house
prices would have expanded
vour cquity by an impressive
S58.895 over what vou had
before.

m Calgary: More good news
for homecowners. The
averase resale hmm price
S30.773. or 185 per
cent. As in our previous
examples, people with
limited equity will also have
done very well in this city,

rose

m Vancouver:The compara-
averige

Lme

11\.,15

price
in Ca most
expensive Ilmblng muarket
$20.372. based on a 7.2-
increase to
Still. because of
the I -i\ home values here,
even the small percentage
ins can
returns
mortg

gencrate  decent
for people with
oS,

If vou were burned by
stocks. vou'll no doubt want
o know if the housing market
vulnerable 1o the same sort
ol deeline that stocks went
o afler they peaked m
2000.

Maybe al some
point. bul not now.

With mortgage rates as low
e and with housing
es levelling off
recently. housing
affordability  has  actually
improved over w il w
carlier this vear,

"Reasons to worry about a
bubble and about the real
estate market gettling ahead off
i aren't there,” said

future

ne allordability
expert with Roval Bank ol
Camadka in Momr

Something clse to
consider: By the time  the
housing market cools, vour
stocks and equity finds could
he on the rise once more.
Yes, itcould happen.




