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“"Although the average growth rate
of home renovations is not likely
to match that of the last couple
of decades, the province is still
set to see an increase. Ontarians
are aging, the housing stock is
aging, home prices are on the
rise and more homebuyers are
turning to the resale market —
all these factors support
renovation spending.”

Ted Tsiakopoulos
Regional Economist, Ontario
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Ontario Renovation Spending Poised
For Additional Growth

Highlights

m  Ontario home renovation activity represents growing share of
Ontario economy

® Higher end alteration and improvement projects capturing bulk of spending

m  Aging households behind much of the spending in recent years with more
spending to come

® Vibrant resale market, aging rental and ownership stock and growing
home equity wealth will support the renovation market

m Southwestern Ontario represents the biggest potential for growth,
GTA the least potential

Ontario Renovation Market — A Growing Share
of Ontario Economy

While total renovation spending was unable to match the rate of growth
registered during the pre-2008 period, the renovation market has nearly
doubled in size' relative to the broader economy since the year 2000 and is
poised to reach nearly four per cent of GDP in the years ahead. A number

of distinct forces were at play driving the growth in renovation spending
during the pre-2008 and post 2008 period. A cyclical upturn in the Ontario
economy combined with a collapse in interest rates helped fuel the renovation
market as we entered the new millennium. When the economy is growing

it generates the jobs that are needed to support spending on housing and in
turn renovations. In addition, lower interest rates sparked growth in mortgage
credit which in turn helped finance renovation projects. Meanwhile, the
post-2008 period saw the provincial economy and mortgage credit market
contribute less support to the renovation market. Instead, renovation tax
credits and wealth had a more pronounced effect. The market has also
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overtaken the new construction
market in terms of investment dollars
spent. Moving forward, demographics
are likely to play an even bigger role
in shaping renovation spending.

While the economy drives renovation
spending, a feedback effect is also

felt by the economy from additional
growth in the renovation market.

For example, an additional billion
dollars of new value added investment
in the Ontario renovation market,
generates over 5,000 additional
direct jobs? across the province,
according to the latest Statistics
Canada data. In addition, suppliers/
building material retailers are

also positively impacted by the
additional spending by households on
renovation projects and this creates
more spinoff jobs know as indirect
jobs. Indirect jobs amount to an
additional 4,000 jobs from this shock
to renovation spending.

Renovation Market Driven
By Resale Activity

There is a strong correlation between
resale activity and renovation
spending when observing historical
data. In fact, CMHC analysis indicates
that Ontario households undertake
renovation work typically within

12 months of an existing home
purchase. The bulk of spending,
roughly 75 per cent of all projects,
have comprised alteration and
improvements whose purpose is to
add value to the home. With resale
activity® running at record levels in
2015 and in early 2016, this suggests
renovation spending is poised for
additional growth. In 2015 alone,
Ontario’s renovation market was
estimated at about 25 billion dollars*.
In recent years, popular projects®
included: remodelling of rooms which
includes basement upgrades, painting
and wallpapering, heating and air-
condition and landscaping.
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Ownership & Rental
Stock Aging

Ontario’s housing stock is aging.
According to the 2011 census,

57 per cent of the entire housing
stock was built before 1980. More
specifically, approximately 85 per cent
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of the apartment rental universe was
built before 1980. Not surprisingly,

in the face of more competing
completions for both new ownership
and rental units, existing homeowners
and landlords looking to sell or rent
existing space have undertaken more
renovation work. In fact, with more



purpose-built and condominium
rental units reaching the completion
stage in 2014 and 2015, industry
contacts suggested existing landlords
have invested more dollars in

their units to remain competitive.
Landlords in Ontario are able to
pass on increases in rent exceeding
guideline amounts when capital
improvements and upgrades have
been made to rental units. In addition,
new money announced in the 2016
budget geared to repairing and
upgrading the existing social housing
stock will provide additional support
to the renovation market.

Improving Home Equity
Supports Renovation
Spending

As indicated in the opening, improving
home equity wealth impacted
renovation spending in a more
pronounced way during the post
2008 period and will likely continue
to do so in the years to come, despite
weaker price growth. Between 1999
and 2012, Statistics Canada Survey
of Financial Security indicated that
home equity grew accounting for
about 1/3 of all household wealth in
Ontario. Since 2012, with interest
rates trending lower and growth in
average home prices easily exceeding
the growth in mortgage credit
outstanding, home equity® continued
to rise. While lower interest rates
contributed to improving equity

as borrowers contributed more
against principal versus interest
payments, price gains since 2012
were the biggest contributor to
growth in home equity. Current
estimates suggest that the average
homeowner equity in Ontario has
grown by 14 per cent since 20127,

If trends in home equity by age over
the period 1999-2012 persist, most
of this growth in home equity since
2012 was likely concentrated among
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aging households. When rising prices
boost home equity, households feel
wealthier and thus are encouraged
to invest in their homes.

Do | Move or Do

| Renovate? Aging
Households Will Vote
for the Latter

Households aged 55 to 74 will be
contributing most to the growth in
Ontario household formation in the
next several years®. While younger
millennial households aged 25 to 34
will also be growing, high debt loads
and declining affordability will make
ownership and renovation spending
considerations more prohibitive for
this group. CMHC demographic
projections suggests households
aged 55-64 will comprise nearly

[.I million Ontario households

by 2017. With a historical average
propensity to renovate at 35 per cent
based on CMHC and Statistics
Canada data, this suggests nearly
400K households could be in the
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market to renovate their homes. This
would be in line with recent data
from Statistics Canada’s Survey of
Household Spending which found that
households over the age of 40 were
more likely to be in the renovation
market in recent years.

Historical census data indicates that
as much as 80 per cent of households
over the age of 55 age in place and
prefer not to move. This is due to
declining mobility when households
age. In fact, households only move

if health and finances necessitate
this or to be closer to family and
friends. In addition, undersupplied
resale markets combined with rising
transaction costs stemming from
realtor fees and land transfer taxes
would further discourage mobility
among older households. Housing
needs change as a household ages
which will require adapting the
current home to meet ever changing
needs. In addition, with a large share
of young adults staying home longer
due to economic and academic
considerations, the need for space
will remain important.
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Ontario Households
Use Borrowed Funds to
Finance Renovations

Historically, Ontario households
have relied on borrowed funds to
finance’ renovation spending. In fact,
lines of credit, borrowing against
home equity and personal loans have
represented the major sources of
funds particularly during the pre-2008
period. Despite that households have
tapped into their housing wealth to
finance their renovation spending, it
has still resulted in improving home
equity. This is explained by the

fact that average home prices have
outpaced growth in mortgage debt,
particularly in recent years. With
aging households over the age of 55
driving renovation spending in the
years to come, home equity will likely
continue to be a source of funds for
renovation work even with modest
increases expected in home prices.

Southwestern Ontario
Centres Poised for
Stronger Growth

in Spending

An aging population will play a bigger
role in driving renovation spending
in the years to come. While the
economy and resale market activity
will contribute less to the growth

in renovation spending on average
across Ontario, this effect will not be
uniform across all urban centres. In
fact, there is reason to believe that
growth rates in renovation spending
should vary by urban centre given
different demographic, economic
and local housing conditions

more generally.

While representing a smaller share
of the provincial economy and
housing market, southwestern
Ontario centers such as Windsor'®
offer the greatest growth potential.
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A combination of relatively higher
than average employment, higher
housing affordability levels, higher
than average median age and
continued pent-up demand based on
a historically low sales to population
ratio indicates high potential for
growth in home sales and renovation
spending. From a macroeconomic
perspective, a low Canadian dollar
and improving non-energy sector
performance should provide
underlying support to the local
economy and housing market.

Meanwhile, the GTA represents less
potential for growth in renovation
spending. More modest job growth
expected ahead, low affordability
levels, a below provincial average
median age and less pent-up demand
due to a historically high sales to
population ratio will translate to
more modest growth in renovation
spending. Indeed, Toronto remains
vulnerable to a housing adjustment
owing to rising imbalances'' which
could dampen home price increases
and in turn the incentive and
confidence to invest in upgrades.
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CMHC—HOME TO CANADIANS

Canada Mortgage and Housing Corporation (CMHC) has been Canada's national housing agency for almost 70 years.

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

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

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

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

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

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

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

©2016 Canada Mortgage and Housing Corporation. All rights reserved. CMHC grants reasonable rights of use of this
publication’s content solely for personal, corporate or public policy research, and educational purposes.This permission
consists of the right to use the content for general reference purposes in written analyses and in the reporting of
results, conclusions, and forecasts including the citation of limited amounts of supporting data extracted from this
publication. Reasonable and limited rights of use are also permitted in commercial publications subject to the above
criteria,and CMHC’s right to request that such use be discontinued for any reason.

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

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

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

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

of issue.

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

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

Housing Market Outlook, Canada

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

Housing Market Tables: Selected South Central Ontario Centres
Preliminary Housing Starts Data

Rental Market Reports, Canada and Provincial Highlights

Rental Market Reports, Major Centres

Residential Construction Digest, Prairie Centres

Seniors’ Housing Reports

FREE DATA TABLES AVAILABLE ON-LINE

Housing Construction Activity by Municipality
Comprehensive Rental Market Survey Tables
Comprehensive New Home Construction Tables

Get the market intelligence you need today!
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Featuring quick reads and videos on...

Analysis and data
Timely insights

Updates to housing conditions and trends & much more!

All'links can be shared in social media friendly formats!

CMHC’s Market Analysis Centre
provides a wealth of local,
regional, and national data,
information, and analysis through
its suite of reports, data tables,
and interactive tools.

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

®  Statistics and Data —
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market activities — starts, rents,
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HOUSING MARKET
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= Neighbourhood level data

cmhc.ca/hmiportal

We have to learn to be
flexible... and 5o does
our housing



https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=55&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=189&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?cat=57&itm=1&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=192&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=193&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=70&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productDetail.cfm?cat=63&itm=1&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=129&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=63&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=106&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=58&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=59&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=79&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=112&lang=en
https://www03.cmhc-schl.gc.ca/catalog/productList.cfm?cat=160&lang=en
https://www.cmhc-schl.gc.ca/en/hoficlincl/homain/stda/hocoacmu/index.cfm
https://www.cmhc-schl.gc.ca/en/hoficlincl/homain/stda/stda_007.cfm
https://www.cmhc-schl.gc.ca/en/hoficlincl/homain/stda/stda_008.cfm
http://www.cmhc.ca/observer
https://www03.cmhc-schl.gc.ca/hmiportal/en/#Profile/1/1/Canada
https://www.cmhc-schl.gc.ca/en/hoficlincl/homain/index.cfm

	OPIMS & date 5: 68865_2016_M09


