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INTRODUCTION

Uncertainty is the nemesis of businesses, governments
and individuals wanting to chart a future course of
action to best meet their goals. While unequivocal cer-
tainty would simplify life, it is not possible; even if it
were, it may not be desirable.

There is likely to be general agreement that an over-
abundance of uncertainty has existed in the housing
marketplace in the past and that less uncertainty would
be advantageous in the future. This working paper tries
to alleviate some uncertainty about the future for hous-
ing market participants by providing some insights into
the expected major trends and forces influencing the
marketplace over the 1986-2001 period.

This working paper is based on the premise that
major forces will influence both the demand and supply
sides of the housing market to the end of the century
and that it is possible to identify many of these forces
and their implications. Using this knowledge, housing
market participants can make more informed and last-
ing decisions.

Relying too heavily on a single scenario of the future
prepared at one point in time has its dangers.1 It is im-
possible to foretell the future with complete confidence.
Moreover, forecasting is ongoing as the future holds no
guarantees owing to the advent of unforeseen events.

SCOPE OF THE PAPER

This working paper examines the major factors shaping
the single-family homebuilding and residential renova-
tion sectors of the housing industry through the late
1980s and the 1990s. The ways in which construction
technology and the structure of the industry are likely to
respond to the changing environment are explored.

When approaching a nebulous topic such as the
future of housing, with special reference to the housing
industry, a decision had to be made about the manner
and extent of the study’s coverage. A decision was made
to concentrate available resources on the single-family
homebuilding and renovation sectors of the housing in-
dustry at the national level, focusing on two aspects of
change in these sectors — technological change and
structural change.2

e r————
STRUCTURE OF THE PAPER

The remainder of this working paper comprises five
chapters:

B Chapter One examines the future external environ-
ment in which the housing market is expected to
operate;

B Chapter Two explores the implications of this exter-
nal environment for the housing market;

M Chapter Three considers the implications of the
changing marketplace for single-family housing
production;

M Chapter Four considers the implications of the
changing marketplace for the structure of the hous-

ing industry; and

B Chapter Five presents the conclusions.

Notes referenced in each chapter are consolidated at the
end of the main text.



CHAPTER ONE

THE CHANGING EXTERNAL ENVIRONMENT

The housing industry is greatly influenced by its exter-
nal environment. This chapter reviews available
forecasts of future trends in the Canadian economy and
society. Based on this review, a scenario is formulated
of the market environment in which the housing indus-
try is expected to operate over the remaining years of
the twentieth century. As the emphasis is on identifying
major trends and patterns rather than forecasting exact
numbers, the impacts of the Canada-U.S. free trade
agreement are not explicitly considered. The implica-
tions of the identified trends for the housing market

over the 1986-2001 period are discussed in Chapter Two.

THE ECONOMIC ENVIRONMENT

The performance of the overall economy has important
repercussions on the housing industry. The number,
types and characteristics of housing units in demand are
influenced by the affordability of housing. Inturn,
affordability is a function of consumer income and inter-
est rates, which in turn are related to the performance of
the Canadian economy and the rate of inflation, respec-
tively. The costs of building construction are, in turn,
related to material and labour market patterns and con-
ditions.

This economic overview is based on a volume pub-
lished by the Royal Commission on the Economic Union
and Development Prospects for Canada, which presents
several longer-term projections prepared in late 1983
and several more recent economic projections.1

A Period of Moderate Economic Growth

Growth of the Canadian economy progressively de-
clined during the 1971-86 period, as illustrated in
Figure 1. Average annual real growth in gross domestic
product declined from a vibrant 5.4 percent in the first
half of the 1970s to 3.5 percent in the latter part of the de-
cade to 2.5 percent in the recession-wracked first half of
the 1980s. Personal income experienced a progressive
diminution in growth as well. However, owing to
growing transfer payments from government, personal
income increased at a slightly higher rate than overall
economic growth.2 After tax, personal income increased
at an equivalent rate for the period, indicating that

direct taxes, primarily the income tax, did not increase
significantly as a share of income. However, a gap
emerged in the mid-1980s as the federal and several pro-
vincial governments imposed higher rates of income
taxation.
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Source: Clayton Research Associates based on data
from Statistics Canada.
Note: The effect of inflation has been removed.

Future consensus is for the economy to experience av-
erage annual real growth in the 2.5 to 3.5 percent range
over the 1986-2001 period. This would be equivalent to
the average performance of the economy during the late
1970s and first half of the current decade, but would be
substantially less than the growth achieved in the early
1970s. Most forecasters expect growth to average about
0.5 percent higher in the first 10 years of the period. The
growths in personal income and personal disposable in-
come are expected to experience comparable rates of in-
crease. (See Figure 2.)

Among the reasons for this fairly modest lJonger-term
economic outlook are expectations of only moderate pro-
ductivity growth, a continued deceleration in the rate of
population growth and, by the mid-1990s, slower labour
force growth combined with the prospect of only moder-
ate economic growth in the United States.



The level of immigration is explicitly recognized by
forecasters as a policy decision of the federal govern-
ment. Projections of average annual immigration over
the 19862001 period range from 100,000 to 150,000 per-
sons, which compares to 98,600 persons in 1986.
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Source; Clayton Research Associates based on data
from Statistics Canada.

Undoubtedly, the economy will continue to be char-
acterized by cyclical variation. While the timing and
amplitude of future cycles cannot be predicted, alternat-
ing periods of expansion and contraction appear to be
an innate part of economies, such as Canada’s, that
heavily rely on the private sector.

Per Capita Income to Continue to Lag Behind
Total Income Growth

An examination of total income growth overstates the
improved economic status of individual Canadians dur-
ing the past 15 years since population also increased
over the period. (See Figure 3.) The growth in per ca-
pita real personal income averaged 3.3 percent per year
compared to 4.5 percent for total personal income.

Since the population is still expected to grow over
the next 15 years, albeit at a decelerating rate, average
real income per capita will continue to lag behind the
rate of growth in total income.

No Significant Changes Expected in Nominal
Mortgage Interest Rates

Real mortgage interest rates — the difference between
nominal interest rates and the recorded inflation rate —
have been volatile over the past 15 years.5 Using the
five-year term mortgage rate as the gauge, the real mort-
gage interest rate was high in the early 1970s. The
difference between nominal mortgage rates and the rate
of inflation subsequently narrowed sharply and virtu-
ally disappeared for a year or two. Near the end of the
1970s, a marked rise in interest rates, which peaked in
1981-1982, resulted in a large widening of the gap be-
tween interest rates and inflation that persisted to the
mid-1980s despite a subsequent lowering of nominal
interest fates. (See Figure 4.)
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Source: Clayton Research Associates based on data
from Statistics Canada.
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The level of real interest rates in Canada is the prod-
uct of a number of forces, including expected inflation
rates, supply and demand for funds, interest rates in
other countries, notably the United States, and mone-
tary policy. Most forecasters, not expecting a repeat of
the double digit inflation rates of the mid-1970s and the
early 1980s, agree that annual inflation will average four
to six percent per year over the 1986 — 2001 period with
the possibility of a slight acceleration through the 1990s.
The reasons given for this optimistic scenario for infla-
tion — and thus interest rates — include the belief that
monetary authorities will not allow inflation rates to go
above five or six percent, a gradual decline will occur in
federal government deficits in both Canada and the
United States and some narrowing of the gap between
Canada and U.S. interest rates will occur.

With expectations of a reasonable rate of inflation
and the possibility of some lowering in real interest
rates, the five-year nominal mortgage interest rate
should average in the 10 to 12 percent range over the
next 15 years (periods of higher or lower rates could at
times occur depending on underlying economic and
financial conditions).

Labour Shortages Possible by the Late 1990s

The Canadian economy has been characterized by high
unemployment for the past decade (Figure 5). While
the unemployment rate is no longer in the double digit
range, at 9.6 percent in 1986 it still remains high

compared to historical norms. The reasons are complex
and cannot be explored in detail here, but suffice to say
that major factors have been the rise in the size of the
labour force owing to the entry of baby boomers and the
rapid increase in the participation rates of women.

Most forecasters expect a gradual downward trend
in the unemployment rate to the six to seven percent
range by the end of the century. The decline reflects the
combination of a slowdown in the growth of the labour
force, a result of the aging of the baby boom generation,
and a slowdown in the rise in female participation rates.

Since an unemployment rate of six to seven percent
in the late 1990s will likely be close to full employment,
labour shortages in particular skills or regions of the
country could occur even before this time.®

No Excessive Pressure on Construction Real Wage
Rates

As shown in Figure 6, wage costs for on-site construc-
tion workers are a major cost for the housing industry.
During the 1970s, the average hourly wage paid to
building construction workers in Canada (separate data
are not available for housing construction) increased
marginally faster than for manufacturing workers. This
situation reversed in the first half of the 1980s. In fact,
the data indicate that average hourly earnings in con-
struction remained static between 1983 and 1986. These
data suggest there has not been any serious scarcity of
construction workers over the past 15-year period.
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Source: Clayton Research Associates based on data
from Statistics Canada.

Source: Clayton Research Associates based on data
from Statistics Canada.

Note: Includes both unionized and non-unionized workers.
The published post-1982 data were adjusted for a revision in coverage.



These hourly wage rate data, reflecting actual wage
payments to building construction workers, unionized
or not, illustrate a different pattern from the popular per-
ception of ever-rising construction wage rates. How-
ever, data on union hourly wage rates support this
popular perception: The union basic average hourly
wage rate for 16 construction trades in major centres
climbed by 32 percent between 1981 and 1986.

The difference in the two data series reflects the ex-
tent of unionization (which varies by region), the work-
ers covered by the two data series and the impact of
unfavourable economic conditions on the actual hourly
compensation.

Ontario Hydro has forecasted that future average
hourly earnings of Ontario’s construction workers will
rise at the same rate as for manufacturing workers and
that the rise in both will be higher than the inflation
rate. Implicit in this projection is the assumption that
there will not be any serious overall shortages in the
number of construction workers during the 1986 -2001
period as a whole, though neither a shortage of particu-
lar trades is precluded nor is the possibility of an overall
shortage emerging toward the end of the period.

THE DEMOGRAPHIC ENVIRONMENT

In general, the demographic future is easier to predict
than the economic future. Many facets of the demo-
graphic outlook are fairly clear at this time (for example,
death rates and aging of the baby boom generation).

The primary demographic unknowns are as follows:
future immigration levels; and the population’s willing-
ness to form households. The former is largely under
the control of the federal government (though the eco-
nomic situation in Canada vis-a-vis other countries is
important as well). The willingness to form households,
particularly by young adults, closely relates to economic
conditions, as shown by the experience of the early
1980s.

Future Level of Immigration Critical Element of
Demographic Future

Immigration has been an important source of popula-
tion growth for Canada. One of every six people living
in Canada in 1981 was born outside Canada.’ However,
in recent years immigration volumes have been quite

low. Immigration has totalled less than 100,000 persons
annually during the 1983-86 period, though a moderate
increase occurred in 1986 (to 98,600 persons) from less
than 90,000 in each of the preceding three years. (See
Figure7.)
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Source: Employment and Immigration Canada and
projections by Clayton Research Associates.

2 12 months ending June 1 of the indicated years.

b Assumes immigration increases by 10,000 persons
per year to 260,000 by 2001.

© Assumes immigration remains constant
at 100,000 persons per year.

The level of immigration has been highly cyclical
over the postwar period, with the number of immi-
grants in the 1983-85 period at the low point of a cycle
that peaked in 1980 at 143,117 persons. These low num-
bers reflected federal policy, announced in November
1982, to reduce immigration levels when many Canadi-
ans were unemployed 8

Higher immigration levels appear likely in the fu-
ture. In 1986, the federal government announced that
moderate and controlled increases in immigration levels
were desirable for Canada’s social and economic
growth.9 Its immigration target was increased to be-
tween 115,000 and 125,000 persons in 1987, up from the
target of between 85,000 and 90,000 persons two years
earlier.

The extent of the increase in immigration over the
1986-2001 period cannot be predicted. Based on the as-
sumptions that labour markets are expected to tighten
as the 1990s progress and that the business community
will likely become increasingly aware of the economic



benefits of higher levels of immigration, a significant

rise in annual immigration levels is possible by the end
of the century. Conversely, adverse public opinion to in-
creased levels of immigration could possibly moderate
increases.

For the demographic projections presented in this
section, two alternative projections of annual immigra-
tion over the 1986-2001 period are made. The low pro-
jection assumes that immigration will be a constant
100,000 persons per year, a level equal to the average an-
nual number of immigrants during the 1981-86 period.
The high projection assumes that immigration progres-
sively rises by 10,000 persons per year from 110,000 per-
sons in the first year (1986-87) to 250,000 persons in the
final year of the period.

The cumulative difference between the low and high
assumptions is considerable. Under the low projection,
the total number of immigrants over the 1986-2001 pe-
riod would be 1.5 million persons, while under the high
projection, the total number of immigrants would be 2.7
million persons (1.2 million persons more than under
the low projection).

While the federal government exerts considerable
control over the level of immigration, it does not control
the number of Canadians emigrating to other countries.
In fact, data on emigration levels are sparse and subject
to considerable error.'® For housing market analysis,
the important variable is net immigration (the number
of immigrants less the number of emigrants). For both
projections made here, it is assumed a total of 50,000 per-
sons emigrate from Canada annually.

A Modest Rise in Population Growth at Best

Canada’s rate of population growth decelerated sharply
over the 1966-86 period. As illustrated in Figure 8, aver-
age annual growth fell from 311,000 persons in the late
1960s (the postwar peak) to 193,000 persons in the first
half of the 1980s. The decline in the 1970s mostly re-
flected the decline in the number of births compared to
the 1960s; in the first half of the 1980s, lower net immi-
gration was the major factor.

Under the assumption of total annual immigration
amounting to a constant 100,000 persons (net immi-
gration of 50,000 persons), the trend to lower population

growth is reversed in the late 1980s, but the longer-term
trend to lower growth resumes and continues through
the 1990s. Average annual population growth rises to
227,000 persons in 1986-91 but falls to just 145,000 per-
sons by the late 1990s.
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Source: Census of Canada and projections by
Clayton Research Associates based on
data from Statistics Canada.

@ Assumes immigration increases by 10,000 persons
per year to 250,000 by 2001.

b Assumes immigration remains constant
at 100,000 persons per year.

Under the higher immigration assumption, average
annual growth increases throughout the period, from
260,000 persons per year during the 1986-91 period to
297,000 persons annually during the 1996-2001 period.12

Both projections assume the total fertility rate (the av-
erage number of births per woman during child-bearing
years) will remain low at 1.66 and a slight decline occurs
in death rates for most age groups.

Aging of Population Will Continue

Shifts in the age composition of the country’s popula-
tion is as important, if not more so, to the housing
market as is the level of overall population growth. Sig-
nificant but predictable changes occur in the country’s
population age profile. Since the late 1960s, the three
most noticeable trends have been as follows:

M Theaging of the baby boom generation;13
M Theaging of the baby bust genera‘cion;14 and

B Continued growth in the number of elderly.



In the late 1970s, the 15 to 34 age cohorts of the popu-
lation (the baby boom generation) experienced the most
rapid growth. This group and the associated rapid
growth, which moved to the 20 to 39 age cohort through
the early 1980s, will move to the 35 to 54 age cohort by
the end of the 1990s. (See Table 1.)

Actual

Projected?

Age Group 1971 1976 1981 1986 1991 1996 2001

Percentage Distribution

Under1i5 30 26 23 21 21 20 18
15-24 18 19 19 17 14 13 13
25-34 13 16 17 18 17 16 14
35-44 12 11 12 14 16 16 16
45-54 11 11 10 10 11 13 15
55-64 8 8 9 9 9 8 10
65andover _8 9 10 11 12 13 14
Total 100 100 100 100 100 100 100

Source: Census of Canada and projections by Clayton Research
Associates based on data from Statistics Canada.

2 Baged on constant annual total immigration of 100,000 persons and net
immigration of 50,000 persons.

The aging baby boom generation is being followed
by the baby bust generation. In the first half of the
1980s, the number of persons in their teens and early
’20s actually declined. This population concavity will
age such that by the end of the 1990s, the decline will be
centred among those in the 25 to 34 age group.

The number of seniors (persons aged 65 years and
over) will continue to grow through the 1990s; however,
the growth will increasingly be centred in older seniors
(those aged 75 years and over).

A Number of Other Demographic Trends Have
Repercussions for Housing

While population growth and the age profile of the
country’s population are important demographic
trends, other trends are influencing the demand for
housing (either in total or its composition). These in-
clude: the incidence and timing of marriages; the
incidence, ultimate number and timing of having chil-
dren; the growth in common-law arrangements; the
incidence and timing of separations and divorces; the
rate at which young adults leave their parents’ home to
form their own households; and differing death rates
among males and females.

These latter demographic trends are a result of the
complex interaction of various economic, social and life-
style forces. The presence and availability of affordable
housing also can influence demographic trends.’®

M More people are remaining single, but the vast ma-
jority will still marry.

A common perception is that a significant number of
people are opting to remain single. While the number
of marriages is no longer increasing (even when remar-
riages of divorced persons are included), much of this is
a reflection of the decline in the number of persons in
their early '20s.16

People are remaining single longer than was the case
a decade ago. But the data suggest that by their mid-
30s, the vast majority of Canadians are or have been
married. In 1986, only 10 percent in the 35 to 39 age
group were single, up only incrementally from eight per-
cent a decade earlier. (See Table 2.)

30-34 11 11 13 16
35-39 9 8 8 10
40 and over 9 8 8 7

Source: Clayton Research Associates based on data from
the Census of Canada.
Note: Single refers to never married persons; persons living in common-law

arrangements are classified as married.

The number of people remaining single by their 35th
birthday is likely to continue to increase slowly over the
coming 15 years, but most Canadians will have married
when they reach this age.

M More couples are living common-law.

The 1986 Census of Canada reports that the number
of couples living together outside the bonds of formal
marriage is increasing. In 1986, 8.3 percent of all cou-
ples (married and common-law) lived in common-law
unions, up from 6.3 percent in 1981 (Table 3). The rapid
growth in common-law families is reflected in the num-
ber of couples living common-law, which increased on
average by 27,000 per year during the 1981-86 period.
This is the same growth as for families where the cou-
ples were formally married.



Proportion of Husband-Wife
Families Living Common-law® (%) 6.3 8.3

Average Annual Growth in the
Number of Husbhand-Wife

Families (000s) 1981-86
Presently married 27
Common-law 27
All husband-wife families 54

Source: Clayton Research Associates based on data from
the Census of Canada.

2 Husband-wife families include both presently married couples and
common-iaw couples with and without children.

Available data indicate that common-law relation-
ships are most prevalent among younger adults, espe-
cially under the age of 30 years."”

The number of couples living in common-law ar-
rangements probably will continue to increase, though
at a much slower rate than in the recent past. This
deceleration will be largely the result of the decline in
the number of persons in their "20s over the 1986-2001
period.

W More married women are remaining childless, but
most are still having children.

Along with women marrying at a later age, married
women who opt to have children are doing so later in
life. However, the extent of this should not be exagger-
ated since nearly 85 percent of first births still occur
when the mother is younger than 30 years old.®® Of
course, families tend to have fewer children than in the
earlier postwar period.

The rise in the proportion of married women opting
to have no children is perhaps more significant for the
housing market than the delay in child-bearing or the
decline in the average number of children per family.

During the 1970s, the number of childless married
women in their early "30s rose significantly, albeit
slightly. This trend probably continued into the early
1980s. However, the recent rise in the fertility rate in this
age group suggests the proportion of married women re-
maining childless may be stabilizing. (See Table 4.)

Selected

Age Groups 1961 1971 1981
20-24 26 42 54
25-29 14 21 30
30-34 na. 9 14

Source: A. Romaniuc, Fertility in Canada; From Baby-Boom to
Baby-Bust, Statistics Canada Catalogue 91-524E, 1984,

p. 33.

Note: Percent of all married women in selected age groups who are childiess.

Therefore, it appears there will be more childless cou-
ples in the future, but the vast majority of couples will
continue to have children.’”

B Divorce rates will decline.

The 1970s and early 1980s were characterized by a
rapid increase in divorces, both in absolute numbers
and in relation to the total population. Changing social
attitudes, as well as an easing in divorce laws, contrib-
uted to the increase. However, the number of divorces
has declined slightly since 1982 (note the data in Figure
9 do not include separations). In part at least, this may
be a product of the adverse economic conditions of the
early 1980s.
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While the total number of divorces will unlikely con-
tinue to decline, the rapid rise characterizing the 1970s
is not likely to be repeated over the 1986-2001 period.



M More young adults remaining in the family home.

During the 1960s and early 1970s, increasing num-
bers of young adults established their own households
(Figure 10). Growing affluence, the availability of a sup-
ply of reasonably affordable rental housing and a grow-
ing desire for independence were among the factors
contributing to this trend. The trend reversed in the late
1970s when a minimal rise occurred in the proportion of
young adults living with their parents.

Parcent
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Source: Clayton Research Associates based on data
from Statistics Canada.

However, the proportion of young adults living at
home, mainly those in the 20 to 24 age cohort, increased
sharply with the 1982 recession — from 37 percent of
the total in 1981 to 45 percent by 1985. This increase re-
sulted from young adults moving back to their parents’
homes or refraining from moving out.

While the trend reversed to some degree in 1986, the
increase in the proportion of the population in the 20 to
24 age group, and possibly to a much smaller degree the
25 to 34 age group, who reside with their parents is un-
doubtedly permanent. Moreover, a gradual continua-
tion in the reversal of the 1981-85 trend over the coming
years will likely occur.

A Decline in Household Formation Expected

Household growth is a function of population growth,
the age composition of the population and the willing-
ness of the population to become household heads
(termed the household headship rate).

With the exception of the 1986-91 period, the future
growth trend in total population is at best only
marginally positive for future household growth, How-
ever, any marginal stimulus arising from total popula-
tion growth will be more than offset by the aging of the
baby bust generation into their ‘20s, which is negative
for household growth since the '20s traditionally have
been the key household-forming age group. This trend
will be offset only in part by the growth in the number
of seniors, especially older seniors who have lost their
spouse.

The largest unknown factor concerning future house-
hold growth has to do with future household headship
rates — the willingness of the population to become
household heads. Through the 1960s and 1970s, house-
hold headship rates generally increased in all adult age
groups. Increasing per capita real incomes, changing so-
cial attitudes, which resulted in more young adults
forming their own households, more separations and di-
vorces and more seniors living on their own all contrib-
uted to a rapid growth in one-person households. (See
Table5.)

1976 1981 1986

15-24 130 145 128
25-34 464 483 469
3544 - 516 .535 541
45-54 528 549 .555
55-64 .561 563 570
65 and over .589 591 601

Source: Clayton Research Associates based on data from
the Census of Canada.

Note: Headship rates are calculated by dividing the number of persons in each
age group who are household heads by the total number of persons in the
age group.

In the first half of the 1980s, the upward trend in
headship rates came to an abrupt end — in fact, they de-
clined — for the segment of the population under the
age of 35. Many younger adults reacted to the job losses
and uncertainties caused by the 1981-82 recession by re-
maining at the family home or moving back home. The
number of new households created by marriage break-
up also may have declined in the first half of the 1980s
(the number of divorces fell during the 198385 period).
However, headship rates continued to rise for those
aged 35 years or more.
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To provide insight into the future, two alternative as-
sumptions concerning headship rates are made. The
first scenario assumes that the headship rate in each age
group remains at its 1986 level through the 1986-2001
period; the second allows for modest increases in head-
ship rates for most age groups over this period.20

Combined with the two scenarios of future immigra-
tion levels, the two headship rate scenarios produce a
total of four household growth projections. All four pro-
jections (as noted in Table 6) contain two common
trends: Average annual household growth is higher in
the 1986-91 period than in the 1981-86 period; and aver-
age annual household growth declines through the
1990s. However, under the high immigration scenarios,
the declines level off in the late 1990s.

Low High Low High
Immigration |mmigration Immigration Immigration
Constant Constant Rising Rising
Headship Headship Headship Headship
Rates Rates Rates Rates
Actual
1971-76 225
1976-81 223
1981-86 142
Projected
1986-91 154 166 178 189
1991-96 128 161 144 177
1996-2001 108 161 125 179
Source: Census of Canada and projections by Clayton Research
Associates.

Future Household Growth Sensitive to Household
Headship Rate Changes

The four household growth scenarios illustrate the sensi-
tivity of future household growth to changes in
household headship rates and the immigration level.
Even modest rises in headship rates can cause average
household growth to increase by 20,000 to 30,000 house-
holds per year by the late 1990s.

Higher Immigration Would Cushion the Decline
in Domestic Household Growth

A comparison of the household growth projections
under low and high immigration with the constant
headship rates scenario show the potential for higher im-
migration to counter the decline in household growth in

Canada in the 1990s. Increasing immigration by 10,000
persons per year would result in a total of 490,000 addi-
tional households by 2001 compared to the situation
where immigration remained constant at approximately
the 1986 level.

However, the postulated rise in households owing to
higher immigration will not be sufficient to counter en-
tirely the decline in domestic household growth during
the 1990s. For higher immigration to offset totally the
decline in domestic household growth, average annual
immigration would have to total between 300,000 and
350,000 persons per year during the decade, more than
triple the 1986 figure, and 100,000 to 150,000 persons per
year more than under the high projection.

Growth in Couples with Children at Home and
Elderly Non-family Households

The changing age profile of the population suggests the
aging of the baby boom and baby bust generations and
a continued growth in the number of seniors will result
in a changing household profile over the 1986-2001 pe-
riod. (See Table 7.) The aging of the baby boom
generation will lead to an increase in the relative impor-
tance of the traditional two-parent family with children
at home during the early part of this period. The inci-
dence of these households peaks in the 35 to 54 age
cohorts. The contraction in the number of people in their
“20s suggests some drop in younger one-person house-
holds (most non-family households consist of one
person). Likely, this will be more than offset by the
growth in the elderly, particularly those over the age of
75 years, which indicates that elderly one-person house-
holds will continue to grow in importance.

Some Shift to More Affluent Households

The aging of the baby boomer generation and the shift
in the composition of newly-formed households away
from younger households suggests an increase over the
next 15 years in the number and proportion of house-
holds who have high incomes. The "40s and ‘50s are the
peak earning years for most earners (Table 8).

Moreover, the proportion of high-income households

in the 35 to 54 age cohorts has been increasing gradually
with the rise in the number of two-income families. In
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1986, 34.2 percent of households in the 45 to 54 age
group were in the highest-income quintile, up from 29.5
percent in 1972; the comparable increase for households
in the 35 to 44 age group was from 26.7 percent to 29.3
percent.

65~ 75 and

34 4 M4 o4 14 Qe
Type Percentage Distribution

Under 25— 35- 45- 55—
Household 25

Couples with
children at
home 15 46 64 55 29 10 3
Couples with-
out children
at home 29 24 14 15 36 40 33
Non-family 46 21 g 17 25 44 59
Single-parent

and multi-
famly 10 9 13 13 10 & 5
Total 100 100 100 100 100 100 100

Source: Clayton Research Associates based on data from the
Census of Canada.

While the coming years will see proportionally more
high-income households, most households, even in the
baby boom age groups, will not be affluent. As Table 8
illustrates, most will be middle- and moderate-income
households.

With the aging of the baby boom generation, the
number of households with substantial wealth will in-
crease. Both average and median wealth holdings (total

Thousands of Dollars
[ Average Wealth
I Median Wealth

150

137
128 [
120
94
90 86 83 I
"] 76
60 56
43 46
30 F_l
9 14
1
0
tinder 25— 35— 45~ 55— 65
25 34 4 54 64 and

Source: Statistics Canada.
Note: Wealth excludes pension rights.

assets less total debts) rise sharply in the 35 to 54 age co-
horts. However, the wide discrepancy between average
and median wealth holdings indicates a small propor-
tion of households in each age cohort have a large pro-
portion of the assets. (See Figure 11.)

T
CONSUMER PREFERENCES

Preference refers to human wants and desires. Econo-
mists presume that given their finite financial resources
(income and wealth), consumers act rationally — the
purchases of goods and services and the choices made
between work, leisure, etc., are undertaken to maximize
satisfaction.

Age of Head

Less Than 35— 45~ 55— 65 Years All

Income Group 35 Years 44 o4 64 and Over  Households
Percent Distribution

Less than $25,000 42 26 26 43 73 42
$25,000-$34,999 22 18 16 17 12 18
$35,000-$44,999 17 19 17 13 15
$45,000-$54,999 10 15 14 14 { 15 10
$55,000 and over 9 22 27 16 15
Total 100 700 100 100 100 100

Source: Statistics Canada, Household Facilities by Income and Other Characteristics, 7986

Note: Ages in May 1986 related to 1985 calenda’ year incomes.
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Three facets to the preferences of Canadians have im-
plications for the housing market for the remainder of
the century. These facets are as follows:

B Housing preferences relating to the family life cycle

The family life cycle framework provides a basis for
the systematic analysis of preferences based on age, mar-
riage and the presence of children.”2

B Housing preferences of the growing proportion of
the population falling outside the confines of the
traditional family life cycle framework

The traditional family life cycle framework excludes
a number of groups, including lone-parent families, peo-
ple choosing not to get married, people becoming single
through divorce or separation, couples living common-
law and couples opting not to have children. The hous-
ing preferences of these groups, which represent a
growing segment of the population, should be consid-
ered in any examination of housing preferences. The
family life cycle framework is affected also by delayed
marriages, delayed child-bearing and the propensity to
have fewer children per family.

B Housing preferences affected by lifestyle
considerations

According to William Wilkie, lifestyles are moulded
largely by three sets of factors: the way people are
raised; people’s personal interests and values; and the
current demands of daily life.” Therefore, the family
life cycle is one, but only one, element of lifestyle in-
fluence. Others include social class, race and ethnic sub-
cultures. In recent years, another element — namely,
information on what is transpiring in people’s minds —
has been considered in the analysis of lifestyles; this
added dimension is referred to as psychographics.

In considering these types of preferences, it should
be remembered that it is not preferences per se that inter-
est the housing industry. Preferences are constrained by
financial resources — income and wealth. Therefore,
the housing industry is interested in what people want
and are willing and able to pay for.24

The Family Life Cycle Framework Has Impressive
Analytical Powers

The traditional family life cycle framework dis-
tinguishes among the following stages of life: >

B Young adults (Jate teens to late "20s)

The late teens and “20s are the ages when young peo-
ple leave the educational system and enter the job mar-
ket. They initially have comparatively low incomes
since they are inexperienced and need training, but typi-
cally have only one person to support — themselves.

Depending on preferences and financial resources,
young adults are faced with several housing options.
They can remain with their parents, move into a room-
ing or boarding situation, move into their own dwelling
unit, usually an apartment, or share a housing unit with
one or more other people.

Over the past 25 years, most young adults typically
have moved from their parents’ home by their late '20s,
setting up their own household in a rental apartment
unit,

B Newly married (early "20s to early "30s)

Typically, young adults do not remain single for
long, eventually getting married. For a period of time,
both spouses continue to work.

The couple may choose to reside in one of the
spouses’ apartments or, more likely, moveup toa
larger, higher-quality apartment than either spouse
lived in previously. After a few years of marriage, some
buy a house in anticipation of having children. With
both spouses working, they are able to save sufficient
funds for a downpayment on a modest-priced home.

M Married with young children (mid-'20s to mid-'30s)

The arrival of a first child is the time most families
buy their first home, usually modestly priced. Incomes
often decline because the mother may drop out of the
labour force or work part-time to take care of the baby.
Another child or two may be born within a matter of
years. Once settled in their home, families often under-
take cosmetic improvements, such as painting and
wallpapering.
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B The move-up family (early "30s to early "40s)

Once the youngest child goes to school all day, the
wife often returns to work full- or part-time. The
family’s finances improve, and the family frequently
chooses to move into a larger, more expensive home in a
better neighbourhood — often a new house. Typically,
these families make a number of home improvements
soon after moving in: finishing the basement, adding a
deck or renovating the kitchen.

M Theestablished family (mid-"40s to mid-"50s)

The family’s finances continue to improve with ca-
reer advancement. The children are now older teenag-
ers who often are working part-time as well. The family
has higher discretionary income and emphasizes quality
when it purchases goods or services.

These families generally have a low rate of mobility
and are satisfied living in the house they purchased a
few years earlier — but they may undertake some ex-
pensive improvements.

M Theempty nester (mid-'50s to mid-'60s)

Both spouses continue to work. Discretionary in-
come is even higher since the children have left home,
and ongoing expenses are low. Most of these couples
now have their mortgage paid off.

These families also have a low rate of mobility and
are content with their present home; they also may
make expensive improvements, but probably not to the
extent of established families.

B Active seniors (aged 65 and over)

The couple retires from work and thus experience a
sharp drop in income. In the early years of retirement,
both spouses enjoy reasonably good health.

Most of these couples remain in the family home, but
some opt to move to a smaller home or even a rental
apartment to gain access to the substantial equity they
have built up in their home.

B Thesole survivor

One spouse, usually the husband, dies. While the
majority of the survivors remain in the family home, an
increasing number sell it and move into a rental apart-
ment. Older survivors have increasing health problems
and needs and require a nursing home environment.

The traditional family life cycle is a successful frame-
work for explaining the changing composition of new
residential construction over time. The rapid growth in
the number of young adults and newly married house-
holds in the 1960s was a primary cause of the accelera-
tion in rental apartment construction in the 1960s and
early 1970s. The growth in the number of married cou-
ples having their first child resulted in a surge in the
number of first-time buyers entering the marketplace in
the 1970s and a strong demand for modest- and middle-
priced new single-family houses. In the 1980s, the rapid
increase in the number of move-up families is a major
factor behind the strong demand for higher-quality and
large new single-family houses.

Expansion of Framework Improves Predictive
Ability Only Somewhat

The proportion of the total population covered by the
traditional family life cycle framework has been declin-
ing over the past decade or two, and will continue to
decline in the foreseeable future. Incorporating the miss-
ing demographic groups into the framework results in
an improvement of the predictive capability of the tradi-
tional framework, but not to the extent that might be
expected. The reason for this is two-fold: A proportion
of the missing groups, owing to limited financial re-
sources, are not in the new housing market; and others
in these groups do not behave much differently than the
more traditional groups. These missing groups can be
summarized as follows:

B Lone-parent families

The number of lone-parent families has increased
rapidly over the past two decades. While these families
still accounted for a fairly small percentage of all fami-
lies (nine percent in 1986), they did account for fully one-
third of the growth in family households in the first half
of the 1980s.
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The growth in the number of lone-parent families
has not had a significant impact on the demand for new
housing yet. Most have relatively low incomes and,
therefore, do not have the financial resources to pur-
chase a new home.

M Common-law couples and delayed marriages

The trend to delayed marriages and the growth in
the number of couples living in common-law unions ap-
pear to go hand in hand. The impacts on the housing
market from a common-law couple or the traditional
newly married couple are quite similar, though the tra-
ditional newly married couple may be somewhat more
willing to buy a home, in anticipation of having chil-
dren, than the common-law couple.

B Delayed child-bearing and fewer children

The tendency for married women to have their first
child later in life has modest housing market implica-
tions. With both spouses working longer before having
children, couples tend to be better off financially. Asa
result, they are more likely to move into a higher-qual-
ity rental (or condominjum) unit or to buy a higher-
priced house than the traditional newly married couple.

Rather surprisingly, the trend to fewer children per
family has not resulted in married couples with children
or move-up families buying a smaller house than their
counterparts of earlier times. This may be because the
wife is now more likely to remain in the labour force
and advance her career, which provides these families
with a comparatively stronger financial base. Increased
financial resources allow families the luxury of purchas-
ing better housing.

M The childless couple

More couples are now opting to not have children,
though the vast majority of married couples still do.
These couples tend to have comparatively high incomes
and choose high-quality housing. They now have a vari-
ety of housing options available to them, including lux-
ury rental apartments and luxury condominium
apartments, in addition to the more conventional single-
family home.

Of the demographic groups not covered in the tradi-
tional family life cycle framework, this group has the
largest potential impact on the new housing market.
However, it should be noted that a high proportion of
these couples still opt for a single-family home.

B Never married singles over the age of 30 and di-
vorced and separated persons living alone

Persons in this group live alone and necessarily do
not intend to change that situation. In general, they do
not have the financial resources available to a two-in-
come family; many have low or only modest incomes.
Although some of these people have sufficient incomes
to allow them to participate effectively in the market for
new housing, they tend to live in older existing rental
accommodation.

B Other groups

Other groups not included in the traditional family
life cycle framework are unemployed young adults and
special needs groups, such as persons with physical or
mental disabilities or native persons. Many of these peo-
ple have low or modest incomes and cannot compete ef-
fectively in the market for new housing without some
financial assistance.

Increasing Focus on Lifestyle

Simply stated, lifestyle reflects the choice of activities or
purchases that represent the way people wish to live
and in keeping with their financial resources.?® The tra-
ditional family life cycle framework is largely
lifestyle-driven. Also, a young adult prefers a different
living style than does an established family.

However, lifestyle preferences and decisions result
from more than just the family life cycle: They reflect
the way people are raised, their personal interests and
values and the current demands of daily life. Moreover,
they can change.27 When superimposed on the tradi-
tional family life cycle framework and allowing for the
growth of groups not covered in the traditional frame-
work, lifestyle choices are causing an increasingly frag-
mented housing market.
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OTHER ASPECTS OF THE EXTERNAL
ENVIRONMENT

Other influences beyond the immediate confines of the
housing marketplace are likely to influence the environ-
ment in which the housing industry operates up to the
end of the century. These include the role played by
government in the housing marketplace and the revolu-
tion in computers.

Governments Becoming More Supportive of
Private Housing Industry

Governments are involved in the housing market ina
number of ways, including the following:

B Assisting the enhancement of efficiency in the pri-
vate housing market;

M Providing financial assistance to lower- and moder-
ate-income households to enable them to obtain
adequate, affordable housing;

W Regulating the industry for the public good (for ex-
ample, health and fire safety);

B Supporting research and development of new prod-
ucts, ideas and processes and technology and the
training of skilled labour; and

B Using the housing market to achieve stabilization
goals, such as increased employment during a slug-
gish economy.

The balance among these various involvements de-
pends on the nature of the current problems and the na-
ture of political pressure for action. With the crest of the
postwar requirement for new housing having passed
and increased concern about government deficits and
spending, the policy direction in recent years has
shifted from providing social housing and regulating
the industry to providing more support to the private
housing industry through the enhancement of efficiency
in the marketplace and encouraging more research, de-
velopment and training. There is also an increasing
awareness of the problems facing the residential renova-
tion industry, as well as its growth potential.

The changes in direction introduced at the federal
level during the mid-1980s included the following:28

Improving the efficiency of the housing market

B Promoting the availability of longer-term mort-
gages and access to high ratio mortgages

In late 1986, CMHC introduced the mortgage-backed
security to try to encourage lenders to offer fixed rate
longer-term mortgages (that is, mortgages with a term
longer than five years). CMHC also reaffirmed its com-
mitment to a publicly owned system of mortgage insur-
ance covering all parts of the country, which is
especially important to prospective house buyers who
have adequate incomes to carry a mortgage but have ac-
cumulated only a limited downpayment.

B More targeting of housing assistance to the needy

Until recently, owing to the income-mixing provision
of federal housing assistance programs, only about
one-third of the social housing units built went to house-
holds in need; the remainder competed with housing
that was or could have been provided by the private
sector.?? Under its latest initiatives, the federal
government, through CMHC, is directing its housing as-
sistance to needy households. Moreover, the federal
government announced its intention to expand the rent
supplement program to subsidize rents in private-
market accommodation where an adequate supply is
available.

W Providing financial support for a major study exam-
ining methods for streamlining the municipal
regulatory process and reducing costs

CMHC has financed the efforts of a joint working
group of the Canadian Home Builders’ Association, the
Federation of Canadian Municipalities and the Cana-
dian Housing anf Renewal Association. The goal of this
working group is to explore methods of reducing the
costs of developing land and building homes while still
ensuring public interests, such as health and safety, are
protected.
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M Exploring the feasibility of establishing a materials
evaluation service

In association with CMHC, through its Institute for
Research in Construction, the National Research Council
was instructed to examine the feasibility of establishing a
Canadian construction materials evaluation service.

This service primarily would evaluate construction mate-
rials and products not covered by existing standards and
that require careful assessment.

Research and training support

B Establishing a Housing Research Committee

The objective of the Housing Research Committee is
to co-ordinate and establish priorities for federal, provin-
cial and industry involvement in housing research and
technological development.

B Funding builder and renovator workshops

CMHC has funded both builder and renovator work-
shops aimed at improving the quality of construction
work.

M Funding housing research

CMHC provides funding for a wide range of housing
research, from building technology to the housing needs
of an aging society.

At the provincial level, the Government of Ontario
has created the Building Industry Strategy Board, whose
mandate is to develop and direct the implementation of
a province-wide building strategy with the following
goals: streamline building regulations; expand produc-
tion for both export and domestic markets; improve in-
dustry productivity; increase co-operation and
awareness within the industry; and promote the estab-
lishment of a world-class building centre.* The Province
of Alberta assists through its Innovative Housing Grants
Programs, intended to encourage and aid in housing re-
search and development.

Government involvement in the housing market over
the next 15 years is expected to continue the trends of the
recent past. For the most part, actions will be imple-
mented to enhancing the efficiency of the private market-
place since financial resources for major new subsidy
programs will be limited.

Computer-based Technology Contains the Roots

of Major Change

Computer-based technology is moving in several direc-
tions, which could ultimately result in major changes
within the housing industry and its product.31 These
new directions are as follows:

B Office automation

With the advent of the microchip in the 1970s, the use
of the computer in the office has exploded. Word proces-
sors and personal computers are used for a variety of
purposes including accounting, payroll, inventory con-
trol, cost estimating, scheduling and business planning.
This technology has the ability to improve administra-
tive and management efficiency and profitability of
builders, developers and renovators.

B Computer-based technologies

Computer-based technologies include computer-
aided manufacturing (CAM) and computer-aided de-
sign (CAD), with current applications ranging from
automated sewing machines to welding robots to com-
puterized cash registers in retailing. These technologies
have been introduced into the housing industry in both
Japan and Sweden, and reliance on them is growing.
They offer opportunity for both builders and renovators
to respond to the increasingly fragmented needs of the
market, to improve quality and to enhance efficiency.

B Themicrochip in the home

The microchip has the potential to enhance Canadian
living standards through saving energy in home heating
and improving the quality of products or services
purchased.

The microchip can improve the quality of life in one’s
home in a wide range of ways. To the extent this technol-
ogy is more readily adaptable to new housing than
existing housing, its introduction would enhance the
competitive position of the builders of new housing
vis-a-vis resale housing.

SUMMARY

The economic environment is expected to be fairly posi-
tive for the housing market over the 1986-2001 period.
The combination of moderate economic growth and
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relatively low inflation likely will result in a gradual rise
in per capita real incomes and mortgage interest rates at
more or less the levels of the mid-1980s. However, irregu-
lar cyclical variations will continue undoubtedly.

Finally, there is the possibility of shortages of specific
construction trades as the 1990s progress and of an over-
all shortage toward the end of the decade.

On the whole, the demographic environment is ex-
pected to be rather negative for the housing market dur-
ing the 1990s with a decline in household growth
projected beginning in the last half of the 1980s. The
magnitude of this decline will depend considerably on
future immigration levels. The housing market will be
influenced by three important trends in the age composi-
tion of the population over the 1986-2001 period: the
aging of the baby boom generation; the aging of the baby
bust generation; and continued growth in the proportion
of the population in the elderly age groups.

The proportion of more affluent households is expected
to rise, but most households will continue to be in the
middle- or lower-income ranges.

The combination of traditional housing preferences
and the anticipated demographic shifts suggest a grow-
ing challenge for the builders of new housing as the baby
boom generation ages beyond the traditional homebuy-
ing age groups, as well as increasing opportunities for
renovators. Moreover, the demand for new housing
likely will become increasingly fragmented owing to ex-
panding lifestyle choices.

Governments are expected to be supportive of the pri-
vate housing industry over the 1986-2001 period. Com-
puter-based technologies will increasingly affect the
operation and production processes of housing firms
and provide the new homebuilder with a competitive ad-
vantage over the resale market.
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CHAPTER TWO

IMPLICATIONS OF THE CHANGING EXTERNAL
ENVIRONMENT FOR THE HOUSING MARKET

The external environment, including economic, demo-
graphic and lifestyle trends, as well as the role of
government and the growth of computer-based technol-
ogy, has a number of potentially significant
consequences for the housing market.

L]
DEMAND FOR NEW HOUSING

The total demand for new housing, its tenure mix and
the characteristics of the new housing demanded during
the 1986-2001 period will be influenced by the external
enironment in which the housing market operates.

A Decline in Total Demand

Household growth is the main determinant of the de-
mand for new housing, even though most newly
formed households find accommmodation in the exist-
ing housing stock.! The remaining demand component,
referred to as net replacement demand, relates to the re-
placement of existing units lost from fire, demolition,
conversion to non-residential or less intensive residen-
tial uses and abandonment, less units created through
the conversion of non-residential structures to residen-
tial use or the intensification of existing residential
structures. Demand for new housing also includes the
demand for mobile homes, though the quantity of mo-
bile home shipments has been low in recent years (less
than 5,000 per year) 2

Available data on the size of the net replacement
component of the total demand for new housing are un-
satisfactory. Rough approximations based on fragmen-
tary census and CMHC data suggest that net
replacement demand averages about 14,500 units per
year.3 For purposes of these projections, the annual net
replacement demand is assumed will average 16,500
units over the 1986-91 period, 18,000 units over the
1991-96 period and 19,500 units over the 1996-2001
period.

A range of demand scenarios are calculated by add-
ing the projected net replacement demand to the house-
hold projections derived in the preceding chapter. The
four household projections, based on a combination of

the high and low assumptions for future immigration
and household headship rates, include the demand for
mobile homes, which is assumed to increase slightly
over the 1986-2001 period — rising from an average of
5,000 units per year during the 1986-91 period to 8,000
units per year during the 1996-2001 period.

As illustrated in Table 9, while the level of future de-
mand inherent in the four projections varies consider-
ably, the projections share the following two
characteristics:

B Averageannual total demand for new housing
rises during the 1986-91 period.

Under all four projections, the average annual de-
mand for new housing, including mobile homes, is

higher in the 1986-91 period than in 1981-86.

B Average annual total demand for new housing de-
clines in the 1990s.

Again, with all four projections, the average annual

demand for new housing is expected to decline through
the 1990s from the level of demand during the 1986-91
period, though some leveling off occurs in the late 1990s
under the high immigration scenarios.

Low High Low High
Immigration Immigration Immigration Immigration
Constant Constant Rising Rising
Headship Headship Headship Headship
Rates Rates Rates Rates
Actyal
1981-86 156.5
Projected
1986-91 1705 182.5 194.5 205.5
1991-96  146.0 179.0 162.0 195.0
1996-2001 127.5 180.5 1445 198.5

Source: Census of Canada and projections by Clayton Research
Associates.

2 Includes mobile homes.
b Approximated by housing completions and estimated mobile home shipments.
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The surge in new housing demand that characterized
the postwar period through to the 1970s appears to be
over. While a recovery in average annual demand is ex-
pected in the late 1980s compared to the first half of the
decade, largely because demand in the first half was
dampened by high interest rates and the recession, the
long-term decline in demand is expected to resume in
the first half of the 1990s.

A Continued Preference for Homeownership

Canadians over the postwar period have exhibited a
strong preference for homeownership. Approximately
62 percent of all households in mid-1986 were owner-
occupants (Table 10). However, the incidence of
homeownership varies by household composition and
age of household head. Not surprisingly, few young
households are homeowners. The incidence of owner-
ship peaks in the 45 to 64 age groups (three-quarters of
these households were owners in 1986). The incidence
of ownership declines for older households, but for
those aged 65 or older who still maintain their own
household, the majority remain homeowners.*

Household Percent
Cl teristi H
Age of Head
Under 25 years 17
25-34 years 49
35-44 years 70
45-54 years 76
55-64 years 75
65 and over 64
Household Type
Couples with children at home 80
Couples without children at home 68
Non-family 35
Lone-parent and multi-family 50
All households 62

Source: Clayton Research Associates based on data from
the 1981 Census of Canada.

With the baby boom generation centred in the age
groups having the highest incidences of homeowner-
ship over the 1986-2001 period, the demand for new
housing will continue to be focused on ownership forms
of housing.

Reduced Demand from Traditional Buyer Groups
in the 1990s

Traditionally, most purchasers of new homes have come
from a fairly narrow segment of the population. Buyers
have been couples with children or couples intent on
having children, with the household head in the 25 to 44
age cohorts. Within the family life cycle framework,
these are primarily families with young children, move-
up families and a small number of newly married
couples.5 (See Table 11.)

The baby boom generation will move increasingly
away from these types of households during the 1990s—
first through the newly married category, then the cate-
gory of married couples with young children category
and, finally, the move-up family category. As aresult,
builders of new houses will find over time a shrinking
market from these traditional buyer groups, though the
magnitude of the decline will depend on future immi-
gration levels.

A Growing Focus on “Lifestyle” Housing

In a sense, builders have always built "lifestyle” hous-
ing. Rental apartments conform with the lifestyles and
financial resources of young adults and older singles.
Inexpensive single-family homes are targeted at young
families with children while larger, more expensive
homes are targeted at the move-up family.

Household

Characteristics Percent

Age of Head
Under 25 years 5
25-34 years 43
35-44 years 26
45-54 years 13
55-64 years 8
65 and over 5
Total 100

Household Type
Couples with children at home 63
Couples without children at home 23
Non-family 8
Lone-parent and multi-family 6
Total 100

Source: Clayton Research Associates based on data from
the Census of Canada.

2 Homes built in the 1976-mid—1981 period.

20



By S

<

What is occurring, and is expected to occur increas-
ingly, is the discovery by the housing industry that
many needs and desires can be satisfied through appro-
priately designed housing beyond those satisfied by tra-
ditional housing forms, such as rental apartments,
starter homes and move-up homes.

These needs and desires arise from changing ways of
life (for example, more couples intent on remaining
childless, more mothers working full-time and the recog-
nition of the value of physical fitness). Canadian build-
ers also have noticed the positive response of
non-traditonal buyer groups, such as empty nesters and
active seniors, to new forms, of housing and living envi-
ronments offered in the United States.

The lifestyle revolution has already begun in a
small way in Canada and, undoubtedly, will gain mo-
mentum in the coming years. Some examples provide
illustration:

B The growing popularity of high-rise condominium
living

In 1986, almost 86,000 homeowners across Canada
lived in apartment structures with five or more stories.
While representing only 1.5 percent of the stock of
owner-occupied housing, high-rise condominiums are a
growth sector of the new housing market. Two decades
ago, there were no high-rise condominiums at all; be-
tween 1981 and 1986, demand averaged 5,000 units per
year.

Many high-rise condominium projects built in the
mid-1980s are self-contained villages that can be entered
by invitation only. They have their own distinct bound-
ary with peripheral fencing and a security gate at the en-
trance; they have their own open space and indoor and
outdoor recreation and entertainment facilities; they
hire their own maintenance staff; they are governed by a
board of directors that has many of the same responsibil-
ities as a village council. Residents have the opportun-
ity to meet their neighbours when using the various
facilities or at social events organized by the board. The
purchase price is the entry fee into this village-like liv-
ing environment, and the monthly maintenance fee is
the village tax. One significant difference between a
traditional village and the high-rise condominium is the
latter is a vertical structure.

High-rise condominium living appeals to a range of
buyers not traditionally in the mainstream of new
homebuyers. A survey conducted in the early 1980s by
Skaburskis & Associates (Table 12) found most high-rise
condominium buyers have been empty nesters, active
seniors or childless couples.6

Household
Characteristics Percent
Age of Head
Under 30 years 7
30-39 years 14
4049 years 18
50-64 years 44
65 and over 17
Total 100
Household Type
Adults only aged 40-64 53
Adults only aged 65 and over 17
Ali other 30
Total 100

Source: A. Skaburskis and Associates, National Condominium
Market Study, Working Paper 7, CMHC, 1984,
Tables 3.4 and 3.8B.

High-rise apartment condominiums provide a living
environment not previously available in the new hous-
ing market. The high-rise condominium is appealing be-
cause owners do not have responsibility for ongoing
maintenance and upkeep. It also offers an attractive
ownership environment that is secure, satisfies the need
for less space and offers several desirable amenities.

M Theemergence of the one-storey clustered housing
village

Not all empty nesters, active seniors and childless
couples who favour the condominium lifestyle want to
live in a high-rise building. In the early 1980s, a small
number of builders began to offer other choices to these
buyers. Sifton Properties in London and Horizon Vil-
lage Corporation in Edmonton are among the leaders.
A study funded by Alberta Municipal Affairs provides
insight into these housing concepts and the people who
purchase them.”

The retirement village concept marketed by Horizon

Village is a small community (ranging between 32 and
85 units) comprising single-level semi-detached and
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row units planned for healthy, financially-independent
older people, most of whom are retired. The village in-
corporates recreational /social facilities and provides for
all outdoor maintenance. Each village is a separate con-
dominium corporation.

As shown in Table 13, Horizon Village has appealed
primarily to retired couples and individuals. Over one-
half the occupants surveyed were over 65 years of age,
and three-quarters were over the age of 60. Less than 10
percent of the occupants were under the age of 55 years
at the time of the survey. Most occupants were in satis-
factory or excellent health, and two-thirds were retired.

Household

Characteristics Pergent

Age of Occupant
Less than 55 years 8
5660 years 15
6165 years 25
66—~70 years 28
71-75 years 18
76 years and over 6
Total 100

Marital Status
Married 67
Widowed 28
Divorced/separated 5
Total 100

Source: Lorraine Romank, Ownership Retirement Housing
Prcz'e;:tjs in Alberta, Alberta Municipal Affairs, 1987,
p. A-11.

The desire to avoid outside maintenance tasks was
the reason most often given by buyers for moving from
their previous homes. (See Table 14.) The desire to be
with people of a similar age and health reasons were the
two reasons most often given next. Other reasons were
the previous home was too large and the home did not
have a main floor laundry room.

Interestingly, only 12 percent of the buyers had con-
sidered a high-rise condominium before purchasing a
unit from Horizon Village. Most had owned a single-
detached home previously.

Percentage of

Respondents
Reasons For Moving Answering
Too much outdoor maintenance 76
Wish to be with mature age group 40
Health 33
Previous home too large 26
No main floor laundry facilities 24
Home needed major repairs 22
Family encouraged the move 21

Source: Lorraine Romank, Ownership Retirement Housing
Pr%‘egts in Alberta, Alberta Municipal Affairs, 1987,
p. A-2.

Note: Respondents could give multiple answers.

The success of the Horizon Village concept suggests
that empty nesters and seniors can be attracted to a liv-
ing environment containing features not found in
conventional single-family subdivisions but are still low-
rise in nature.

M “Clustered for Leisure—the Changing Home"

Recent experience in the U.S. shows that even baby
boomers are attracted by lifestyle housing:

For many of the baby-boomers, aged 23 to 41,
who now dominate America’s housing market,
the dream seems to be a maintenance-free re-
sort-like environment dressed up in the mock-
traditional style of post-modern architecture 8

Planned communities being built from San Diego
to Boston hold a number of attractions for prospective
baby boomer buyers. They reflect a penchant for
bringing a semblance of resort living into everyday life.
The gatehouse and extensive fencing reinforce the feel-
ing of an insular, safe environment. There is a sense of
community and neighbourliness. It is the 1980s version
of segregation of people who want to live with their
own kind. The housing is generally clustered in subur-
ban locations.

The U.S. experience is showing that baby boomers in-
creasingly want more than just an affordable home; they
want a residential environment that adds to the enjoy-
ment of life. This is not to say the majority of baby
boom families with young children or the majority of
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move-up buyers, even in the United States, will not con-
tinue to opt for a conventional single-detached home in
a conventional subdivision. However, an increasingly
important new market segment is emerging—that of the
lifestyle living environment.

Traditional Single-family Housing Demand
Negatively Affected by Demographics and the
Growth of Lifestyle Housing

Based on the traditional profile of new single-family
house buyers, the aging of the baby boom generation
into the late '40s and ‘50s during the 1990s could prove
negative for the builders of conventional single-family
homes. Traditionally, most established families and
empty nesters have remained in the single-family home
they bought when they were in the move-up family
stage of life.

The growth in lifestyle housing projects and commu-
nities targeted at empty nesters, active seniors and, pos-
sibly, established families, could prove extremely
negative for the demand for conventional new single-
family homes. Since most of these buyers will be selling
their conventional single-family home before moving,
the builders of new conventional single-family homes
will face increasing competition from the resale market.
The more successful lifestyle housing becomes, the
greater the competition the conventional single-family
homebuilder will face.

Growth in Congregate Forms of New Housing for
the Elderly

Congregate forms of housing refer to accommoda-
tion for seniors that are not self-contained dwelling
units and therefore are not counted as housing starts
and completions by CMHC or as private households by
the Census of Canada. Congregate housing for seniors
can consist of a bed in a total care environment (for ex-
ample, a nursing home or a geriatric hospital) or accom-
modation in a retirement home providing room, board
and minimal care (that is less than 1.5 hours per day of
nursing and personal assistance).

As shown in Table 15, the proportion of seniors liv-
ing in congregate housing increases markedly with age.
Three-quarters of the seniors living in these forms of

housing in the mid-1980s were 75 years of age or older.
The number of seniors aged 75 or over living in con-
gregate housing increased by more than 5,000 persons
per year in the first half of the 1980s, and this number is
expected to grow through the 1990s.°

Population
Population Aged Aged 75 Years
65-74 Years And Over
1981

Persons living in

congregate housing

(000s) 52 155
Total population (000s) 1,478 883
Persons living in

congregate housing

as percent of total

population 3.5 17.6

1986

Persons living in

congregate housing

(000s) 58 183
Total population (000s) 1,650 1,047
Persons living in

congregate housing

as percent of total

population 3.5 175

Source: Clayton Research Associates based on data from
the 1981 and 1986 Census of Canada.

2 population not living in private households.

Opportunities in congregate housing for seniors are
emerging for the housing industry either as builders/in-
vestors or as general contractors. As an illustration of
these opportunities, CMHC’s Toronto office reported in
April 1987 that four new retirement home projects
opened in its branch territory during the previous year
and that three more projects would likely open the sum-
mer of 1987.10 These projects typically consist of private
or semi-private rooms of approximately 20 to 25 m? (215
to 270 square feet). Communal dining, recreation and so-
cial facilities are among the features of these projects.

Another option generating considerable interest but,
as yet, little concrete action, are life-tenure leases—a
means by which asset-rich seniors with limited current
income can pay a lump sum in return for a guaranteed
life occupancy with care, meals and access to emergency

services.!!
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Greater Emphasis on Quality, Distinctiveness and
Value in the New Homebuyers’ Decision to Buy

The aging of the baby boom generation and the growth
in the number of buyers who are empty nesters and se-
niors, in addition to changing lifestyle trends, suggests
purchasers will become increasingly discriminating.

The desire for personalization suggests a greater variety
of designs and a demand for more customization by pur-
chasers. Increasingly, value and quality will
increasingly come to the forefront as more buyers are
drawn from the middle-age and older household
groups.

THE NEW HOUSING PRODUCT

Two aspects of potential changes in the characteristics of
new single-family houses — average size and the so-
called “smart house” — are considered here.

A Decline in Average Size of New Single-family
Homes Likely in the 1990s

For many years, observers have been confronted by two
apparently inconsistent trends—smaller average family
sizes and an expansion in the average size of single-
family houses.

Between 1976 and 1986, the size of the average fam-
ily in Canada declined from 3.5 persons to 3.1 persons, a
drop of 11 percent.12 During the same decade, the aver-
age size of new single-family houses financed under the
NHA climbed from 99 m? (1,065 square feet) to 113 m?
(1,215 square feet), a rise of 14 perc:ent.13

The trend to lifestyle housing likely will reduce the
average size of single-family houses built during the
1990s. Skaburskis & Associates showed that nearly 85
percent of condominium buyers who were homeowners
before lived in a single-family home, and two-thirds
bought a condominium with a smaller floor area than
their previous home.™ Since many of the purchasers of
lifestyle homes are expected to have owned a larger con-
ventional home before purchase, this alone should cause
the average size of new single-family homes to shrink.

The Intelligence of New Houses Will Increase

The computer revolution is going to be felt increasingly
in new housing, not only in the way the house is

constructed but also by enhancing the quality of life for
its occupants. To this end, a major effort is the “smart
house” being developed by the NAHB Research Foun-
dation Inc., a subsidiary of the U.S. National Association
of Home Builders.

The smart house focuses on wiring. The design calls
for a single cable to perform three functions: power dis-
tribution; control/data signal distribution; and audio or
video signal distribution. The idea is that a single outlet
will be used for lamps, hair dryers, security detectors
and television and stereo speakers; its advantage is
there can be interaction among appliances since every-
thing goes through a central wiring system.

The goal of the smart house is to make new houses
more comfortable, safer to live in, simpler to manage
and less costly to maintain.

L |
RENOVATION ACTIVITY

Renovation activity, broadly defined to include repairs,
alterations, improvements, additions and conversions,
has been the growth sector of housing output since the
early 1970s. Total residential renovation spending ex-
pressed in constant 1986 dollars climbed by more than
50 percent between 1976 and 1986, from $8.6 billion to
$13.3 billion. Renovation spending was almost as large
as spending on new residential construction (excluding
land) in 1986—$%$13.3 billion versus $14.5 billion.
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Source: Clayton Research Associates based
on Statistics Canada FAMEX Survey.
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Total Real Renovation Spending on Ownership
Housing Will Likely Continue to Rise

Indicators of the future volume of residential renovation
activity, as measured by constant dollar spending, give
an ambiguous message. Data from Statistics Canada’s
1984 Family Expenditure Survey show that average
total renovation spending per homeowner living in
large urban centres peaks for owners in the 35 to 44 age
group.16 (See Figure 12.) With the baby boom genera-
tion centred in this age cohort, it might be erroneously
concluded that the golden era for homeowner renova-
tion has been reached—as the baby boomer generation
ages, real renovation spending might be expected to sta-
bilize in the 1990s.

This is unlikely to be the case. Renovation spending
per homeowner remains high for owners aged 45 to 54
and 55 to 64. Hence, while comparatively few home-
owners in their late ‘40s and ’50s traditionally have pur-
chased a new home, they have continued to spend
sizable amounts on renovation. This trend will increase
likely as their real incomes rise.

Moreover, the amount of spending is correlated posi-
tively with the age of the ownership housing stock. As
the housing stock continues to age, per unit real renova-
tion spending should increase. Finally, the growth of
lifestyle housing for empty nesters and active seniors
will mean that more move-up families and, to a lesser
degree, families with young children will be moving
into the existing housing stock previously owned by
these purchasers. Many of these buyers are likely to un-
dertake major renovations shortly after the purchase.
(See Figure 13.)

Whether the volume of real renovation spending
rises sufficiently to counter the decline in real spending
for new construction is a matter of conjecture. Projec-
tions prepared by Clayton Research Associates for the
Province of Ontario suggest this is the case for that prov-
ince, but it may not be true for the entire country.w

Rise in Real Renovation Spending on Rental
Housing May Be Inhibited by Rent Controls

Statistics Canada estimates indicate that landlords ac-
count for only a modest share of total residential
renovation spending in Canada—only 13 percent in
1985. (See Table 16). This $1.6 billion in spending is low
compared to estimates for the United States, even
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Source: Clayton Research Associates based
on Statistics Canada FAMEX Survey.

though rental accommodation accounts for nearly

40 percent of the housing stock in each country. In the
U.S,, renovations on renter-occupied dwellings are esti-
mated to account for 37 percent of total residential
renovation spending ($29.5 billion in U.S. dollars in
1985). Moreover, real renovation spending on renter-
occupied housing in the United States has been
increasing rapidly since the early 1980s, more than dou-
bling between 1982 and 1986.

The extent to which rental renovation data for the
two countries reflect statistical discrepancies or actual
differences in activity levels is not clear. The U.S. num-
bers are based on a survey of landlords while the Statis-
tics Canada numbers are based on building permit data,
which are notoriously incomplete as a measure of reno-
vation activity. For this reason, it is quite possible that
the Canadian numbers are considerably understated.

Canada United States
Tenure Can.$ US$ Can$
Owner-occupied 11.0 508 69.3
Renter-occupied 16 295 403
Total 12.6 80.3 109.6

Source: Clayton Research Associates based on data from
Statistics Canada, Regis J. Sheehan & Associates
and the Bank of Canada.
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The increase in rental housing renovation activity in
the 1980s in the U.S. has been linked to the growth in
real rents:

For more than a decade landlords deferred
maintenance activities, but the sharp increases
in rent levels now make investment in existing
rental units profitable again.18

As the rental housing stock in Canada ages and be-
comes more obsolete, there will be a need for a signifi-
cant increase in real spending on maintenance and
upgrading.19 However, the extent to which this in-
creased spending arises will be determined, to a large ex-
tent, by the presence of rent controls through the 1990s,
the provisions of these rent control schemes as they re-
late to rent increases allowable in older buildings and
the rate of return permitted on renovation
investments.

To the extent that rising real rents in existing build-
ings are a major determinant of the volume of renova-
tion spending in the rental market, the prospects for
significant private-sector renovation activity is limited in
the seven provinces having province-wide controls be-
cause rents in older buildings are not likely to rise at a
significantly higher rate than the inflation rate—the rent
control provisions virtually guarantee this. 2’ Without
the prospect of increased profits, many landlords are
likely to defer undertaking major renovation work2! In
addition, government subsidies encouraging rental reno-
vation work will unlikely be of a scale to cause substan-
tial growth in this category of renovation spending,.

L]
CONSTRUCTION TECHNOLOGIES

Computer-based technologies potentially can produce a
revolution in construction production processes. This
section examines their potential in the single-family
homebuilding and residential renovation industries
over the 1986-2001 period. It also comments on the im-
pacts of government initiatives to promote and give
priority to technological research and eliminate or
amend unnecessarily restrictive regulations.

No Major Technological Shake-up Arising From
Computer-based Technologies

The innate characteristics of the single-family housing
market, which have inhibited the widespread adoption
of factory-type assembly techniques in Canada, are also

likely to restrain the introduction of computer-aided
manufacturing (CAM) in the homebuilding process.
However, increasingly these techniques will be adopted
by manufacturers of building products since they are
more suited to manufacturing. They offer manufactur-
ers the opportunity to achieve economies of scale while
at the same time providing flexibility in product. This is
especially important for the manufacturers of products
that have to be uniquely designed and sized for the reno-
vation market.

Computer-aided design (CAD) has much greater po-
tential for widespread adoption by the homebuilding in-
dustry, especially larger builders specializing in lifestyle
housing. CAD will allow these builders to respond
more effectively and quickly to changing buyer demand
and to allow buyers a greater degree of flexibility in
choosing what they want in a house and its external ap-
pearance. However, CAD would appear to have a some-
what greater potential in the renovation sector than in
new homebuilding.

Together with the growing use of personal comput-
ers for costing and scheduling work, computer-based
technologies likely will gain increasing acceptance in
the industry. However, as with most technological
advancements over the postwar period, the changes
likely will be evolutionary rather than revolutionary in
nature during the 19862001 period. The impacts will
be felt more in the areas of higher quality and greater
consumer choice than in reduced costs for builders or
renovators.

Government Initiatives Could Enhance Efficiencies

By funding and disseminating research results, govern-
ment could accelerate the introduction of innovations in
the new homebuilding and renovation sectors over the
1986-2001 period compared with the past decade or so.
Any actions taken to make regulation more positive in
application and that would reduce resulting unneces-
sary costs would be positive as well.

SUMMARY

The total demand for new housing is anticipated to de-
cline during the 1990s from the level of the last half of
the 1980s, though the extent of the decline will depend
on future immigration levels and household headship
rates. While demand is expected to continue to focus on
ownership tenure, the housing forms demanded are
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expected to experience a relative shift from conventional
single-detached housing to lifestyle housing, where the
housing unit is intergral to the overall development. In-
creasingly, purchasers will be drawn from
non-traditional groups and will be discerning. The aver-
age house size likely will decline and the "intelligence” of
new houses undoubtedly will increase.

Renovation activity on the existing housing stock is
expected to continue to increase, though renovations by
landlords may continue to be inhibited by rent controls
in several provinces.

Computer-based technologies are expected to become
more prevalent. However, the changes likely before the
end of the 1990s are expected to be evolutionary and to
reflect higher quality and greater consumer choice rather
than in reduced costs for builders or renovators. Gov-
ernment efforts to accelerate the introduction of innova-
tions in the housing industry and to make regulation
more positive in application would benefit the housing
market.
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CHAPTER THREE

TECHNOLOGICAL CHANGES IN THE SINGLE-FAMILY
HOUSING PRODUCTION PROCESS

Predicting technological change in the final product of
the housing production process—the house—is com-
plex. Predicting change in the production process is
even more difficult: For example, forecasters in

the 1930s, even more so in the 1940s and again in the
1950s and 1960s, predicted the imminent shift of the con-
struction of single-family homes into the factory with
the subsequent status as an efficient manufacturing
industry.

However, these predictions proved incorrect. The
more conservative forecasts of the 1930s and 1940s,
which predicted the extent to which houses of the future
would consist of factory-built components, were just
being realized in the 1960s. Also, little advance in pro-
duction processes has occurred in Canada since the
1960s. Certainly, the trend to factory-based housing has
reversed.

In 1987, the single-family homebuilding industry in
Canada is flexible and productive. Nevertheless, the
industry’s attempts to implement more integrated man-
ufacturing with some scale of investment in plant and
regional distribution have been largely abandoned. The
industry’s remaining venture into large-scale house
manufacturing evolved outside the homebuilding indus-
try per se. Atco Industries, formerly Alberta Trailer, be-
came successful in the 1960s as a producer of industrial
camp houses. The company now delivers these and
other industrial and institutional housing to 65 coun-
tries around the world.! However, this example is not
only atypical; it is almost completely unrelated to the
present mainstream of Canadian housing construction.

Regardless, any forecast of technical changes in the
housing production process may well begin with the as-
sumption that the process will not remain as is.

I
BUILDING TECHNOLOGY IN
SWEDEN, JAPAN AND THE U.S.

The production of housing, even that of wood frame sin-
gle-family houses, is not the same throughout the

world. An examination of the production process in
other countries, notably Sweden, Japan and the United
States, provides some insight into the technological po-
tential of the Canadian homebuilding industry.

Sweden

Driven by the demands of urbanization, increasing con-
struction costs and an increasing aversion to outdoor
labour, particularly during the long winter season, the
promotion of full industrialization of housing produc-
tion was undertaken in Sweden in the mid-1960s
through the combined efforts of business, labour and
government.2 Sweden now produces about 90 percent
of its own single-family housing in factory-based sys-
tems> It also exports to neighbouring countries, the
Middle East, North Africa and on a limited scale to the
United States. About 55 industrialized housing firms are
in Sweden, of which 12 are large. Buyers are accus-
tomed to receiving high quality and outstanding energy
efficlency; many manufacturers also offer considerable
design flexibility through the use of CAD and, some-
times, CAD/CAM techniques.4

Government in Sweden has interacted with business,
labour and cooperatives in a variety of ways:

B Through assistance in the stabilization of demand,
in an arrangement akin to a “large buyer” effect;

M Through an attempt to overcome the traditional
craftsman approach of construction labour organi-
zations by allowing workers to work on almost any
task (electrical, plumbing, etc.) providing they have
been trained;

B Throughimplementation of uniform performance-

type codes and central technical acceptance
mechanisms; and
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M Through research that is production and quality ori-
ented and undertaken by both the public and
private sectors.’

Essentially, all single-family housing in Sweden is
produced by the private sector.® Multi-year guarantees
of components and workmanship are offered as a mat-
ter of course.” However, following two decades of high-
volume production of quality housing, the demand for
housing has been satisfied to a large degree. The Swe-
dish industry’s overcapacity is resulting in more inten-
sive and effective efforts to export both production
systems and housing packages.

Japan

Beginning more recently, Japan has stressed the
industrialization of housing production rather inten-
sively. Five large manufacturers, which each built be-
tween 12,000 and 400,000 units in 1983, dominate the
factory-built housing sector. This sector of the housing
industry has captured about 15 percent of the national
single-detached housing market. More specifically, it
has captured much of the prestigious upper-income
market.

The attractions of factory-built housing are its high
quality and the upper-income market’s preoccupation
with high technology. Certainly, cost savings are not re-
alized: Traditional builders have reduced their costs to
match those of the factory-built sector and often offer
similar quality. The house manufacturers also export
their systems, factories and knowledge, but not gener-
ally house packages, on a small scale to markets in
China, Korea and Taiwan.

As in Sweden, the rationalization and implementa-
tion of codes and standards, the creation of technical ac-
ceptance agencies and the presence of non-union
all-purpose assembly labour and training characterize
the manufactured housing industry in Japan. However,
these features are somewhat more controlled by the pri-
vate sector in Japan than in Sweden. The house manu-
facturers produce their own materials, undertake R&D,
provide 10-year warranties and even provide financing
to homebuyers. They also have sales personnel through-
out the country and sell through “home show parks,”
which include the homes of a number of different
builders.

In contrast with the large industrialized builders, tra-
ditional house builders, who still construct the majority
of houses, use somewhat similar methods to homebuild-
ing methods used in Canada in the 1930s.

Wood frame techniques are used considerably in
both factory-based and site-built houses in Japan,
though factory-based housing also uses plywood
stressed-skin systems. Japan’s house manufacturers
also produce lightweight steel systems, PALC (precast-
able autoclaved lightweight ceramic) systems and other
material combinations.

Japan’s house manufacturing sector appears to be
growing because of the upper-income market’s empha-
sis on quality and technology (including CAD design
“personalization”), and not through subsidization. Con-
versely, traditional homebuilders are subsidized still de-
spite the Japanese government’s desire to shift labour
from such relatively non-productive pursuits.8

United States

Despite the constraints of varying local building codes
and jurisdictions, which are less rationalized or consoli-
dated than in Canada, the U.S. housing industry has
evolved a small number of commensurately larger re-
gional companies than exist in Canada and produces
more of its new single-family housing in factory-based
systems. Some confusion exists about the market share
of factory-built housing in the United States. Recent esti-
mates suggest that between 20 and 50 percent of new
single-family housing can be classified as factory-built
when mobile homes are included.®

The U.S. house manufacturing sector focuses on the
lower end of the market, using rudimentary plants and
a large component of unskilled labour. Quality control
is considered a major problem for these manufacturers.

In a recent study, the U.S. Office of Technology Asses-
ment postulated that varied building codes and wide
swings in demand have caused the absence of 2 more
technologically advanced housing manufacturing indus-
try in that country. The report warns of increasing im-
ports of factory systems or house packages from
Sweden, Japan and Canada. To ensure the health of the
domestic industry and success in exporting, the report
calls for more public-sector involvement in R&D, reduc-
ing excessive changes in demand, building code ratio-
nalization, third-party inspections, quality labelling,
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energy labelling and assembly-labour classification.
The report also suggests that higher technology build-
ing systems, including advanced kitchen and bath
”“core” units, control centres and appliances, combined
with attractive package financing, should be pursued.

S

TECHNOLOGICAL CHANGE IN THE
PRODUCTION PROCESS OF
SINGLE-FAMILY HOUSING

This section presents observations about possible
technological changes in the production process of sin-
gle-family houses that could arise before the end of the
century. Various assumptions upon which the projected
changes are made are also presented.

The Assumptions

Before predicting areas of technical change, certain as-
sumptions must be made. These assumptions are as
follows:

W Labour supply will tighten through the 1990s. On-
site construction labour may be in shorter supply
than labour in general owing to growing dissatisfac-
tion with working in adverse weather conditions
and the greater cyclical variations in residential con-
struction activity;

B Governments will not introduce measures favour-
ing on-site work over factory-built residential
construction, more likely making modest moves in
the opposite direction;

M Despite the fragmented nature of the overall de-
mand for new single-family housing, few large
urban centres will continue to account for a dispro-
portionate share of demand;

M Consumer insistence on quality and longer-term
comprehensive warranties for single-family homes
will strengthen;

B Largebuilders will experience a moderate increase
in their share of the overall single-family house mar-
ket; and

B Freeorrelatively freer trade will become part of the
North American scene during the 1990s.

Predicted Changes

Given these assumptions, the following technological
advances may occur in the production process of single-
family houses:

B The housing production process likely will become
more of a factory or factory-based process.

The market penetration of factory-built components
is expected to continue to increase to the end of the cen-
tury. As well, the market penetration of factory-built
housing could gradually increase.

W In wall and roof claddings, wood composite prod-
ucts are anticipated to compete more strongly with
metals and asphalt roofings.

Stamped metals and thermoplastics likely will begin
to compete strongly. Light insulating precast concretes
will become the “prestige” cladding. Regardless of the
material, manufacturers will attempt, as always, to have
these products resemble shakes, tiles, clapboard or ran-
dom stonework.

W The market penetration of wood basements is ex-
pected to increase.

Basements constructed of treated wood-composite
panels increasingly will compete with those of light-
weight precast concrete systems, offering a dry, mould-
free living space.

B Framing, and entire stressed-skin panel assemblies,
are expected to be produced increasingly in wood-
composite sections.

“Reconstituted wood” in efficient I shapes and other
webbed geometries are expected to compete with and
supplant studs, joists and even floor and roof trusses.’
Using much less wood and smaller “weed trees,” wood-
composites can offer generous depth to accommodate in-
sulation and services. The market area for Canadian
producers of wood-composite products will include
much of North America.

B House systems will allow the inclusion of smart
house circuitry.

In a smart house, one wiring circuit recognizes and
serves all AC and DC electrical appliances and devices,
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television and telephone signals, alarm systems and
intercom systems through microchip switches on each
device. The circuitry is completely fire- and child-safe.
Central computer control of heating, air conditioning
and phone-in signalling of appliances is accepted
readily.

B Changes in the production process will vary accord-
ing to house price.

Upper-priced houses are expected to be based in-
creasingly on wood-composites in competing systems
such as completely precut systems, pre-engineered shell
framing package systems, large panel packages or room-
size box modules akin to those currently being pro-
duced in Japan.

In the upper end of the market, precast ultralight con-
cretes likely will compete with wood-composites in a
range of system forms. At the least, ultralight concretes
can provide an overall decorative insulating veneer that
may supplant brick veneer {the precursor may be the
PALC material currently in use in Japan).

Kitchens will continue to be assembled much the
same as now but are more likely to include a computer-
based control centre and smart appliances in the pack-
age. In all price ranges, bathrooms increasingly will
feature plastic bath-shower-vanity units or sub-units de-
signed for flexibility in placement and appearance. Plas-
tic piping also will dominate all markets.

In the low- to moderate-price markets, the wood-
composite superstructure will evolve in much the same
manner as in the upper end of the market. The more fac-
tory-built housing will largely be comprised of large box
module forms.

M Heating, ventilating and cooling systems are ex-
pected to use heat pump heat recovery technology,
which recovers heat from exhaust air.

Depending on ongoing energy economics, including
existing investment in distribution infrastructure, such
technology may evolve to the advanced heat pump
form using natural gas combustion.

M Interior claddings likely will continue to be domi-
nated by inexpensive, fire-safe gypsum drywall,
but with one-pass resilient jointing/finishing.

Materials and components are expected to be
shipped across Canada, and wood-composite prod-
ucts and components will be shipped increasingly
to the United States. These latter products have the
potential to greatly expand Canadian exports of
building products to the U.S. before the end of the
1990s.
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CHAPTER FOUR

CHANGES IN THE STRUCTURE OF THE HOUSING

INDUSTRY

The housing industry will continue to be subjected to nu-
merous changes in its external and technological
environment. While some of these may favour larger
firms and others may be more beneficial to smaller
firms, the number of builders of new housing will de-
cline over the 1986-2001 period. Conversely, the prima
facie evidence suggests the number of housing firms spe-
cializing in residential renovation likely will rise, though
this depends on the extent to which work is done by ren-
ovators per se (firms doing renovations involving more
than one trade) or special trade contractors (who are not
classified as renovators in this study).

A series of predictions on future trends in the struc-
ture of the housing industry are presented here, with the
primary focus on the single-family homebuilding and
renovation sectors of the industry. While in some ways
these predictions are conjectures, they are based on a
consideration of the expected external forces at work,
the anticipated changes in the production process and
the innate characteristics of the housing market.

L
SINGLE-FAMILY HOMEBUILDING
INDUSTRY

Changes in the structure of the single-family homebuild-
ing industry will depend on external events that affect
the housing market, including technological changes, as
well as the inherent nature of the housing market. The
implications of these expected external abilities and tech-
nological environment for single-family builders are
considered before discussing their impacts on the struc-
ture of the industry.

Conflicting Forces Impinging on Single-family
Homebuilders

The only certainty facing single-family homebuilders is
that the total demand for their product will decline in
the 1990s. Beyond this, conflicting forces are at work
that will affect new single-family homebuilders, and
there is considerable conjecture as to what the net
consequences will be.

However, current trends in the supermarket industry
illustrate there can still be market opportunities in a stag-
nant or declining marketplace. Supermarket sales had
been essentially flat for a number of years by the mid-
1980s, primarily because of the rapid growth in eating at
restaurants and the growth of speciality food stores.
However, astute market observers detected an oppor-
tunity for an alternative to the conventional supermar-
ket—the superstore. The superstore was an immediate
success with its proponents prospering while many op-
erators of conventional supermarkets fought vainly to
survive. Similar types of opportunities will arise in the
future for the single-family homebuilding industry.

B Market demand is becoming increasingly
fragmented.

The nature of the homebuying public is becoming
more diverse. The traditional breakdown of household
composition—the family life cycle framework—ex-
cludes an increasing proportion of the country’s popula-
tion. Increasingly, the single-family builder will be
challenged to provide suitable and affordable housing
for lone-parent families, childless couples and middle-
aged and older singles. The challenge arises because
many households in these groups have limited incomes
and the resale market, as well as apartment developers,
may often have a much better opportunity of tapping
this demand. However, opportunities will still exist for
single-family builders with the business acumen to ex-
tend their product beyond the conventional starter and
move-up buyer home.

To an even greater degree, the demand for new hous-
ing is fragmented by the varying lifestyle preferences of
the population. People can no longer be easily compart-
mentalized. Couples with small children do not all
necessarily seek the same housing product: Their choice
will depend on the labour market participation and ca-
reer aspirations of both spouses, their educational back-
grounds, their approaches for bringing up and
educating their children and the importance of housing
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in their preference structure, among other things. In ad-
dition, prospective buyers with broadly similar house-
hold characteristics and lifestyles will be pressing for a
greater variety of designs and customization in a desire
to personalize their homes.

Other things being equal, fragmentation of demand
should favour smaller builders, particularly those con-
structing only a few homes per year, for two reasons.
The smaller builder deals directly with buyers on a day-
to-day basis and therefore should have an up-to-date un-
derstanding of their housing desires. The smaller
builder is also often in a better position to respond to
changes in plans requested by buyers and to reposition
product lines quickly to changing buyer demands. But
not all small builders will grasp these opportunities, par-
ticularly those who do not have a long-term commit-
ment to the industry.

However, for an increasing number of buyers, life-
style preferences encompass much more than just the
housing structure itself. The ambience and amenities of-
fered by the community (subdivision) in which the
house is situated increasingly will become important fac-
tors in the house-buying decision. Larger builders and
integrated builders/developers are in a better position
to provide a package that includes the house, commu-
nity amenities and ambience. Even if land developers re-
spond to the growing desire for “lifestyle” living
environments by providing the community infrastruc-
ture and allowing builders to build the homes, they are
likely to employ medium-sized builders (that is, build-
ers constructing between 25 to 99 homes per year). The
problems arising from dealing with a larger number of
small builders likely preclude active partnerships be-
tween developers and small builders.

N Computer-based technologies favour larger
builders.

Computer-based technologies will penetrate the sin-
gle-family homebuilding industry. The increased use of
computers to manage housing design and construction
will enable larger builders to respond more readily to
the personalized demands of their buyers (large build-
ers are firms constructing 100 or more homes per year).
Moreover, the expected trend to more factory and fac-
tory-based components will give larger builders the op-
portunity to provide a higher-quality finished house.

B The characteristics of the housing market will con-
tinue to constrain the growth of larger builders.

The Canadian housing market has a number of fea-
tures inhibiting the emergence of super building firms
and favouring smaller firms. These features include a
demand geographically dispersed (though relatively
few urban centres account for a disproportionate share
of demand), a site-specific product combined with high
costs of transportation, differing local regulations and
ease of entry.

To the end of the century, some progress could be
made to more uniformity in municipal regulation of the
building and land development processes. Entry into the
industry could become more difficult in provinces where
builders must be registered with a provincial warranty
program (this was the situation in Ontario and Quebec in
mid-1987) if warranty programs introduce more stringent
requirements on their members in an effort to enhance the
quality of the end product. However, these changes likely
will not be sufficient to result in significant changes in the
structure of the single-family homebuilding industry.

Significant Changes Foreseen in the Structure of
the Single-family Homebuilding Industry

Changing external and technological environments sug-
gest a number of potential changes that may occur in the
structure of the single-family homebuilding industry.

B A large cadre of small builders will continue to
exist.

The number of small builders (those constructing
fewer than 25 houses per year) is expected to decline
considerably over the 1986-2001 period. However, a large
number of small builders will be in existence at the turn of
the century as there will always be opportunities for the
small builder in small centres and rural areas and, espec-
ially, in building highly individualized custom homes.

W There will be an increasing market share for large
builders.

Large builders (those constructing 100 or more
houses per year) are expected to capture a gradually
growing share of the single-family housing market dur-
ing the last 15 years of the century. The introduction of
computer-based technology likely will stimulate the
market penetration of larger firms.
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Since the potential profits arising from producing life-
style housing will be greater from the development of
the land than the construction of the housing, more and
more larger builders will enter the land development
business. Only large firms are likely to have the financial
resources to purchase, plan and service land and con-
struct the community amenities required for the creation
of lifestyle living environments.

B Many medium-sized builders will become more like
general contractors.

In the future, the typical medium-sized builder (firms
building between 25 and 99 houses per year) will differ
significantly from the typical firm in the mid-1980s. A re-
cent long-range planning report released by the National
Association of Home Builders in the United States con-
cluded medium-sized builders in that country face an un-
certain future.!

With the growing popularity of lifestyle housing, the
land developer who is not a builder and developer will
assume ever-increasing responsibilities for the planning
and development of the community as a whole, includ-
ing internal and external design, project pricing, market-
ing and even the sale of the housing units.

These firms will permit a limited number of builders
to build in their community but under strict guidelines.
It will not be strictly a general contractor/client relation-
ship, but it will become increasingly close to this.

B Other medium-sized builders will specialize in par-
ticular market niches.

The fact that the market is becoming increasingly frag-
mented and is geographically dispersed offers opportuni-
ties for medium-sized builders to specialize in a
particular segment of the market in a single medium-
sized or larger urban market area. This speciality could
be single-family housing (for example, the low-density
retirement village) or in other housing forms, such as
apartment projects or congregate types of housing (for
example, retirement homes).

These builders will tend to have an advantage over
larger builders by knowing their narrowly focused mar-
ketplace in detail. They will be receptive to new ideas, in-
cluding computer-based technologies.

I
RESIDENTIAL RENOVATION
INDUSTRY

The future of the residential renovation industry will
also depend on changes in its external and technological
environments and the characteristics of its marketplace.

Characteristics of the Renovation Market Inhibits
Change

Unlike the expected market for the single-family
homebuilding industry, the volume of renovation activ-
ity will continue to grow over the 19862001 period.
Moreover, the share of total activity undertaken by
renovators could increase at the expense of do-it-
yourselfers and, possibly, special trade contractors.

However, the following four aspects of the renovation
marketplace are expected to inhibit fundamental change
in the renovation industry:

B Demand will remain extremely fragmented.

The extent of fragmentation in the demand for the ser-
vices of renovators is much greater than the current or fu-
ture fragmentation in the demand for new single-family
homes. This fragmentation certainly will not disappear
over the projection period.

B Municipal building restrictions are expected to ease
only slightly.

A significant problem for the renovation industry is
the failure of present building codes and land use regula-
tions to recognize the unique nature of renovation in con-
trast with new residential development. With continued
pressure from senior governments and the industry,
gradual improvement is expected to be made in the regu-
latory environment of renovators.

B Theachievement of significant economies of scale is
not likely to occur.

The fragmented nature of demand, the uncertain
parameters for many renovation jobs (for example, not
knowing what is involved in making structural changes
to an existing home) and the close rapport required be-
tween the renovator and the client will continue to re-
strain the potential for diversified renovation firms to
achieve lower per unit costs through larger scales of
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operation. However, greater opportunity will exist for
some economies of scale for firms specializing in a par-
ticular segment of renovation business (for example,
kitchen or bathroom renovations). In addition, firms
will continue to enter the industry easily owing to the
minimal upfront capital requirements and the lack of
other significant barriers to entry.

B Anadequate supply of skilled labour will likely be
a continuing problem.

Many types of renovation work require the input of
highly skilled personnel, especially craftsmen. With the
emphasis on quality by the aging baby boom genera-
tion, the need for highly skilled and caring labour will
continue to grow. Owing to the labour-intensive nature
of renovation work, any tightening in the overall labour
supply is likely to affect this industry more than many
others. Management skills will also tend to lag behind
the renovation industry because of the predominance of
small firms.

Changes in the Structure of the Renovation
Industry Will Be Evolutionary

The extent of change in the residential renovation indus-
try over the 1986-2001 period is expected to be less than
for the single-family homebuilding industry.

B Small firms will continue to dominate.

The renovation market over the 1986-2001 period
will continue to attract small firms, many with only one
or two persons on staff. The fragmented nature of de-
mand and numerous renovation jobs that are small in
size assure a continued role for the small renovator.

M Larger “boutique” renovators will increase in
number.

While the scope of renovation work is highly di-
verse, a commonality exists among certain types of
work. Bathroom renovations, kitchen renovations, room
additions, creating basement apartments and extensive
landscaping improvements are types of renovations in

which firms can specialize, gain in-depth experience
and generate economies of scale. These specialized reno-
vators, referred to as “boutique” renovators, will
emerge increasingly in larger urban markets where the
volume of work is high enough to justify specialization.

A number of franchisors of “boutique” renovators
may emerge. Franchisors will have the marketing skills
to entice people to undertake certain types of renova-
tion work, as well as enhance the credibility of the fran-
chisees. Given the personalized nature of the market,
chains of “boutique” renovators in which each outlet
has common ownership are less likely to emerge in the
larger markets across the country.

These larger “boutique” renovators will be of suffi-
cient size to qualify for quantity discounts from suppli-
ers. They are also likely to enhance their operating
efficiency by adopting computer-based technology for
determining customer requirements, cost estimating
and scheduling.

M There will be less prospect of larger “department
store” renovators emerging.

Renovation firms can increase in size by specializing
in particular types of jobs and gaining a larger market
share or by endeavouring to undertake a wide range of
renovation activity. Many existing renovators are in a
sense “jacks of all trades” — whatever the customer
wants, they can do it. These firms are referred to as “de-
partment store” renovators.

There is a market niche for firms of this type. For in-
stance, owners buying an older inner-ity home may
want the entire inside of the house gutted and redone.
However, it is difficult for such firms to become large-
scale operators. Personalized contact between the reno-
vator and the client is a key facet of this type of
operation.

Once their reputations have been established, there
will be less opportunity for franchising of the “depart-
ment store” renovator firms since they have little need
for incurring the costs involved in belonging to a fran-
chise organization. Word-of-mouth is the most impor-
tant source of business for these firms.
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L |
LAND AND APARTMENT
DEVELOPERS

The role of larger firms is expected to increase in both
the residential land and apartment development indus-
tries during the 1986-2001 period. The relative shift in
the marketplace to lifestyle housing not only implies
more larger-scale projects but also more upfront and on-
going capital requirements to develop these lifestyle
projects. Both imply a shift to larger-sized firms.

The growing popularity of lifestyle communities is
expected to result in land developers assuming increas-
ing responsibilities for the planning and development of
the community as a whole. This includes the internal
and external design, project pricing, marketing and,
often, the sales of housing units.

The market opportunities for apartment developers
increasingly will arise from lifestyle living environ-
ments, mainly condominium tenure, but some rental op-
portunities also will arise. These projects will more
likely be undertaken by large firms.
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CHAPTER FIVE
CONCLUSIONS

The external environment will be increasingly negative
for new housing demand during the 1990s. However, op-
portunities, and profitable ones, will exist for firms
cognizant of the changing marketplace and astute
enough to take advantage of emerging opportunities.

The experience of the first half of the 1980s illustrates
this hypothesis. The decline in the average annual de-
mand for new housing in the late 1990s compared to the
late 1980s is expected, at worst, to be no greater than the
decline occurring between the last half of the 1970s and
the first half of the 1980s. Yet many homebuilding and
land development firms were prospering in the mid-
1980s. A significant number were recent arrivals to the
housing industry with some of the most successful firms
being established in the early 1980s when economic
conditions were depressed.

A number of other predictions are as follows:

B Onthe whole, sharply higher immigration would in-
crease significantly the anticipated level of demand
for new housing.

The new housing industry thrives on growth. With
domestic demographic factors being negative over the
1986~2001 period, higher immigration offers an alterna-
tive source of population growth and accompanying
housing demand. However, it is unlikely that the level of
immigration will rise sufficiently to offset fully the declin-
ing demand for new housing from domestic sources; the
annual number of immigrants would have to more than
triple the 1986 level of immigration throughout the
1990s.!

Whether a marked rise in the level of immigration oc-
curs over the 1986-2001 period will depend on the will-
ingness and ability of groups such as the housing
industry to mobilize public opinion and federal politi-
cians in support of higher immigration.

M Theincreasingly segmented marketplace will offer
considerable opportunities to the astute builder.

Housing firms, whether single-family builders or land
or apartment developers, that are attuned to the lifestyle
desires and financial resources of discrete groups of

prospective buyers and build accordingly will achieve
success during the 1986-2001 period. Lifestyle is a word
that is used universally but seldom defined. The emer-
gence of lifestyle housing means builders will have to un-
derstand their clientele well—how they think, what
motivates them, what they want out of life and where
housing fits into their way of life. In-depth knowledge of
buyer preference will become a prerequisite for market
success.

M Successful builders will be receptive to new technol-
ogies, including computer-based technology.

The housing industry has recently begun to feel the ef-
fects of new computer-based technologies. These tech-
nologies will enable builders to become more efficient
internally, respond more readily to the diverse wishes of
their buyers and become more efficient in their produc-
tion processes. Also, manufacturers will be offering
builders a range of new factory-built components that
will reduce production costs and, probably more impor-
tantly, raise quality levels. The astute builder will grasp
these new technologies early.

B The structure of the single-family homebuilding in-
dustry will change.

It is projected that a substantial number of builders
will leave the single-family homebuilding industry over
the 1986-2001 period. Also expected is that larger firms
will gradually increase their share of the market and that
medium-sized builders increasingly will become “bou-
tique” builders specializing in a particular lifestyle seg-
ment or quasi-general contractors.

B Residential renovation will be a growth segment of
the housing industry.

In contrast to the demand for new housing, the vol-
ume of residential renovation activity is expected to in-
crease over the 1986-2001 period. There will be
opportunities for small, and even medium-sized, single-
family builders to diversify or move exclusively into an
alternative area of activity closely related to their current
activities. The transition may not be easy but is likely to
be rewarding for many firms making the shift.
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B Changes in the structure of the residential renova-
tion industry will tend to be more evolutionary.

Small firms will continue to dominate this industry.
However, the growth segment is likely to be larger bou-
tique renovation firms specializing in one facet of renova-
tion work (for example, kitchen or bathroom
renovations). The growth of large “department store”
renovation firms is less likely than for the boutique reno-
vators and is more speculative. Smaller firms will remain
the mainstay of major renovation projects involving ex-
tensive changes to the entire house.

B Typical residential land and apartment developers
will increase in size.

The relative shift in demand to lifestyle living environ-
ments and the concomitant capital requirements sug-
gests an increase in the role of larger firms in both the
land and apartment development sectors of the housing
industry.

B Theregulatory environment could obstruct emerg-
ing market opportunities.

Planned lifestyle living environments are currently
being developed and are epitomized by the high-rise lux-
ury condominium project. The high-rise condominium
has been readily accommodated by municipalities be-
cause, in physical or land use terms, it is essentially no
different than a high-rise rental apartment project. Little,
if any, adjustment in the regulatory environment was
necessary for the transition from rental to condominium
tenure.

For low-rise communities catering to the demand for
lifestyle housing, the transition is unlikely to be smooth.
The planning parameters for lifestyle living environ-
ments are not the same as for conventional subdivisions.
Moreover, conventional subdivisions are based on a di-
vided responsibility: The developer and builder provide
the house and lot, and the municipality provides the es-
sential amenities, including roads, streetlights, sewer and
water, fire and police protection, parks and recreation fa-
cilities. By their nature, lifestyle communities likely are
considerably less dependent on the municipality. Many
will have condominium or homeowner associations to
maintain internal streets, lighting, sidewalks and land-
scaped boulevards. They may have their own on-site se-
curity for routine security matters. They are also likely to
have their own recreational facilities and services.

Moreover, should the municipality be willing to pro-
vide most of the services and amenities, a fundamental
difference may exist in many instances between the qual-
ity of services demanded by residents of lifestyle commu-
nities and the level of services provided by a
municipality to all its residents. A close relationship be-
tween the developer and the municipality will be re-
quired to determine the service requirements of lifestyle
communities (they will differ widely by target group),
the division of responsibility and appropriate cost shar-

ing.

For the renovation sector, it is crucial that municipal
governments become more responsive to the unique
needs of renovation work and that a regulatory stance be
formulated with the goal of promoting renovation work
while, at the same time, also recognizing the need to pro-
tect the public interest.
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WORKING PAPER FIVE

INTRODUCTION

1. Past experience with longer-term projections indicate
they are prone to a number of problems, including:
being subject to substantial margins of error; being
overly influenced by the experience of the two or
three years immediately preceding preparation; and
not being successful at identifying future breaks in
trends. Notwithstanding these failings, “long-term
projections are still of use. ... Even though the future
is inherently unknowable, it is important to take ad-
vantage of the best information available in order to
make plans.” John Sargent, Long-term Economic Pros-
pects for Canada: A Symposium, Royal Commission on
the Economic Union and Development Prospects for
Canada (Toronto: University of Toronto Press, 1986),

p.3.

2. Since resources for this working paper were finite, the
alternative would have been a less detailed examina-
tion of a larger number of topics or geographic areas.

T
CHAPTER ONE

1. The sources for this economic review include the fol-
lowing: John Sargent, Long-term Economic Prospects
for Canada: A Symposium, Royal Commission on the Eco-
nomic Union and Development Prospects for Canada
(Toronto: University of Toronto Press, 1986); Data
Resources of Canada, “The Shape of Things to
Come,” Canadian Review Pre-print (Spring 1987);
Ontario Hydro Economics and Forecasts Division,
Long-term Economic Outlook Annual Review (Septem-
ber 1986); Economic Council of Canada, Changing
Times: Twenty-Third Annual Review (Ottawa: ECC,
1986); and Informetrica Limited, Monthly Economic
Review (April 1987).

2. Transfer payments from government to individuals
include Canada Pension Plan payments, family al-
lowance benefits, unemployment insurance
payments and social assistance.

3. This implicitly assumes that income taxes as a propor-
tion of personal income do not increase over the
19862001 period.

4.

10.

These immigration figures refer to the gross migration
of legal immigrants to Canada and do not consider
Canadian residents emigrating to other countries.

The difference between total immigration and total
emigration is referred to as net immigration.

The real mortgage interest rate is approximated here
by the difference between the annual average
monthly interest rate for five-year term mortgages
and the annual change in the Consumer Price Index.
The theoretically correct measure of real interest
rates is the gap between current nominal rates and
expected inflation.

Peter Dungan suggests that the longer-term full em-
ployment-unemployment rate may be six to seven
percent but admits it is an area about which little is
known. See Peter Dungan, “Macro Projections to
2000: Perspective III” in Sargent, op. cit., p. 68.

Jean Dumas, Report on the Demographic Situation in
Canada 1986 (Ottawa: Statistics Canada, Catalogue
91-209E, 1987), p. 51.

Ivid., p. 47.

Employment and Immigration Canada, Annual Report
to Parliament on Future Immigration Levels, 1986
(Ottawa: 1986), pp. i-ii.

A discrepancy exists between net immigration dur-
ing the 198186 period calculated, residually based
on Census of Canada population growth estimates
and data on births and deaths, which show average
net immigration of 3,000 persons per year, and other
Statistics Canada estimates based on annual data
provided by Employment and Immigration Canada,
which indicate net immigration of 52,000 persons
per year. Statistics Canada is currently investigating
this discrepancy. It appears the difference is either
attributable to an undercounting of total population
in the 1986 Census or an underestimation of the
number of emigrants.
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12.

13.

14.

15.

16.

17.

18.

19.

20.

There is also the possibility that population growth
during the 1981-86 period is understated or that emi-
gration was larger than current estimates

indicate.

This higher population projection understates natu-
ral increase to the extent that additional immigrants
under the high projection have children after arriv-
ing in Canada. However, these children would not
have a significant impact on overall housing de-
mand over the projection period, as they will not
have reached the household-forming age groups by
the year 2001.

The baby boom generation refers to people born dur-
ing the 1940-60 period when the total fertility rate
climbed from 2.7 births per woman in 1939 to 3.9
births per woman in 1959 and 1960.

The baby bust generation refers to people born after
1960 when the total fertility rate declined from 3.9
births per woman in 1960 to 1.7 births per woman in
1980 (at which it has since stabilized).

When vacancy rates are low and housing costs are
high, fewer people are likely to establish their own
household (for example, more young adults might
remain with their parents). This would increase aver-
age family size and reduce the number of
one-person households.

The number of persons aged 20 to 24 (the prime age
group for marriage) declined by more than 90,000
persons between 1981 and 1986.

Dumas, op. cit., p. 25.

Statistics Canada, Births and Deaths (Ottawa: Statis-
tics Canada, Catalogue 84-204, 1985), Table 11.

A. Romaniuc, Fertility in Canada: From Baby-boom to
Baby-bust (Ottawa: Statistics Canada, Catalogue 91—
524E, 1984), pp. 34-35.

The increases in headship rates over the 19862001
period reflect the improvement in economic condi-
tions since the recession and the expectation of
moderate real income growth over this period.

21.

22.

23.

24.

25,

26.

27.

28.

29.

30.

31.

Calculated by Clayton Research Associates Ltd. from
Statistics Canada, Household Facilities by Income and
Other Characteristics (Ottawa: Statistics Canada, Cata-
logue 13-218, various years), Table 6.

William L. Wilkie, Consumer Behavior (Toronto: John
Wiley & Sons, 1986), pp. 193-198.

Ibid., p. 282,

The housing industry is interested in what house-
holds want and are willing to pay for. This is no
different than the producers of other goods and ser-
vices in a market economy (often referred to as
effective demand). The focus of private housing
firms is quite different than that of government hous-
ing policy-makers. The focus of government is more
on housing requirements — households living in in-
adequate accommodation or paying too much for
accommodation on the private market.

Wilkie describes an eight-stage framework. See
Wilkie, op. cit., pp. 194-196.

Wilkie, op. cit., pp. 281-283.

Changing lifestyles when all other factors (that is,
marital status, income) remain unchanged is what
Peter Drucker refers to as changes in perception. See
Working Paper Four, p.7.

Based on a review of CMHC, A National Direction for
Housing Solutions (undated) and Honourable Stewart
Mclnnes, Remarks to the Canadian Home Builders’ Asso-
ciation 44th National Conference/Exposition, Halifax,
February 16, 1987.

Honourable Bill McKnight, statement issued in con-
junction with CMHC, A National Direction for
Housing Solutions (undated), p. 4.

Ontario Ministry of Housing, Your Guide to Ontario’s
Housing Programs (undated), p. 20.

Based in large part on Economic Council of Canada,
Innovation and Jobs in Canada (Ottawa: ECC, 1987),
Chapter Six.

42



CHAPTER TWO
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