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“Household growth in the
Saskatoon and Regina CMAs is
forecast to remain fairly strong
over the next few years through
2021, which should help drawdown
inventories and support new
housing demand in both markets.
However, relatively weaker
economic conditions entail a

more moderate pace of housing
construction than during the boom
phase of 2012 and 2013.”

Senior Market Analyst
(Saskatchewan)
Goodson Mwale
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The link between demographics and
housing construction: A look at the
Saskatoon and Regina housing markets

Homebuilding activity is constantly being influenced by demand
from households for new housing units. In the long term, new
household formation via population growth tends to drive housing
construction. Over the 20-year period from 1996 to 2016,
household growth and housing construction in the Saskatoon and
Regina Census Metropolitan Areas (CMAs) moved relatively in sync
for the most part. However, in the years between 2011 and 2016,
housing completions exceeded household formation, as strong
migratory increases and economic growth in 2012 and 2013
influenced builders” demand expectations. This resulted in rising
levels of new housing inventory in both single-detached and multi-
family markets. Looking ahead, what impact will household growth
have on the new home market in both Saskatoon and Regina
leading up to 2021?

Household formation drives homebuilding activity

In this report, household formation has been derived from the net change
in the number of households between census years, with the most recent
comparison being the 2011-2016 period. Many studies have shown that net
household formation is a useful benchmark to gauge residential construction
activity over longer periods'. A greater part of household growth can be
traced back to population growth. In general, as the population grows,
more households are formed?, depending on the availability of housing units
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at affordable prices. With more
households forming over time, the
housing stock will need to increase
as well?, typically through new
construction.

New housing completions are

the primary means by which the
housing stock expands. However,
housing supply can also increase
through conversions of non-
residential structures into residential
homes or the creation of ancillary
accommodation within existing
housing units.

Housing supply has
exceeded household
growth in recent years

Figures | and 2 highlight the long-
term relationship between housing
construction and net household
formation in the Saskatoon and
Regina CMAs. In both markets,
housing construction and household
growth moved in sync between 1996
and 2011, following a steady upward
trajectory. However, this relationship
diverged during the 2011-2016 period
when total residential construction
increased at a much faster pace than
household formation. This was
particularly the case during the
economic boom in 2012 and 2013.

From a long-term point of view,
there were a total of 30,340
households formed in the Saskatoon
CMA over the 20-year period from
1996 to 2016, based on Census
Canada data. By contrast, 35,086
housing completions were added

to supply over the same period.

In the Regina CMA, a total of 19,925
households were formed over the
past two decades, while the number
of housing completions was much
higher, at 23,13 units.
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Table | groups the data into five-
year periods. As indicated, the rate
of household growth in both CMAs
was highest between 2011 and 2016.
During this period, there were on
average 2,094 and 1,778 households*
formed annually in Saskatoon and
Regina, respectively. On the other
hand, there were on average 2,894
annual housing completions in
Saskatoon and 2,278 in Regina.

Potential reasons for the
divergence between 2011
and 2016

There are potentially a number of
reasons why housing completions
surpassed net household formation
in both Saskatoon and Regina during
the 2011-2016 period:

= In general, builders respond to
market signals such as changes in
home prices, sales, vacancy rates,
showroom traffic and inventories,
which reflect economic conditions
and demographic requirements.
In some cases, changes in these
market signals can happen faster
than builders are able to adapt
their production targets in the
short-run. The economic boom
during the early part of the 2011-
2016 period, combined with new
neighbourhood expansion efforts
in both cities, likely contributed
to expectations of higher demand
for new housing units than
materialized during the economic
downturn in 2015 and 2016.

= Although actual estimates of
secondary residences in Saskatoon
and Regina are unavailable,
it is generally understood
that households can own and
occupy more than one dwelling,
particularly during periods of
increasing economic wealth.
As households took up second
homes or cottages for vacation,
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Table I - Net household formation and housing completions,

annual averages and cumulative totals

Saskatoon CMA
Period Net household formation Housing completions
1996-2001 891 1,119
2001-2006 1,263 1,254
2006-201 | 1,820 1,751
2011-2016 2,094 2,894
Cumulative totals
1996-2016 30,340 35,086
Regina CMA
Period Net household formation Housing completions
Annual averages
1996-2001 392 513
2001-2006 731 753
2006-201 | 1,084 1,082
2011-2016 1,778 2,278
Cumulative totals
1996-2016 19,925 23,131

Source: CMHC, adapted from Statistics Canada (Census of Canada)

additional housing units would
have been needed to meet
demands by other households
for primary residences®.

A gradual shift in household
demand towards lower-priced
dwelling types such as townhouses
and condominium apartments
resulted in an increase in
multiple-unit construction in

both Saskatoon and Regina CMAs
over the past few years.

In addition, a high influx of
immigrant households which

tend to rent multi-family type
dwellings upon first arrival, likely
supported this trend (figure 3).
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Sources of
household growth

Long-term growth in households
can be attributed to a combination
of factors:

m Population growth — a faster pace
of population growth results in
more households forming, all things
being equal.

= Age of population — as the share of
the population in older age groups
rises, the aggregate headship rate
tends to increase as well. This
is because older age groups are
more likely to form households
compared to younger age
groups who often tend to share
accommodation in order
to mitigate shelter costs®.
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m Social and economic factors
— household formation can be
influenced by attitudes towards
marriage, divorce and separation.
As well, the rate of income growth
and changes in mortgage rates can
impact housing preferences’.

Population growth is
the primary driver of
household formation

A greater part of household

growth in the Saskatoon and Regina
CMA:s over the past decade can

be attributed to strong population
growth. Saskatoon had the third
fastest population growth between
2006 and 2011 at 11.5%, after
Edmonton’s 12.1% and Calgary’s
12.6%. While Regina ranked |1® with
a population growth of 7.9%, this was
still faster than the national average
of 5.9%. The subsequent 2011-2016
period saw the same top three CMAs
leading population growth in Canada,
with Calgary at 14.6%, Edmonton

at 13.9% and Saskatoon at 12.5%.
This time, Regina moved up the

ranks as well, with the fourth fastest
population growth of 11.8%. These
significant gains in population have
contributed to household growth in
both Saskatoon and Regina CMAs
over the past decade and in recent
years.

Net migration is the
largest source of
population growth

There are two main sources of
population growth: natural increase,
which captures births minus deaths;
and migratory increase, when there
are more people coming to settle

in an area than are leaving. Both
Saskatoon and Regina have relatively
young populations and higher fertility
rates than most Canadian cities. This
has contributed to steady natural
growth of their populations over the
past several years. However, since
2006, population growth in these two
CMAs has been largely supported

by an influx of migrants, particularly
from international sources. In 2016,
immigrants constituted around 16% of
each centre’s total population, double
the proportion in 20068, Of the
47,940 recent immigrants that settled
in Saskatchewan between 2011 and
2016, 18,585 landed in Saskatoon

and 16,195 arrived in Regina’. This
represents over 72% of all immigrants
that arrived in the province during
this period.
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As Saskatchewan’s two largest
urban centres, Saskatoon and Regina
benefitted from a resource-intensive
provincial economy that attracted

a lot of workers in the early part of
this decade before the oil price-led
economic slowdown in the latter part
of 2014'°. While net interprovincial
migration has since turned negative
under relatively weaker economic
conditions, this has been more

than countered by continued gains
in international migration. All told,
total net migration remains an
important driver of housing demand
in both cities via its contribution to
population growth and household
formation (see figures 4 and 5).

Short-run market
imbalances: demand

vs supply

Gaps between net household
formation and homebuilding activity
occur regularly over the short-term
when demand and supply for new
housing units are in disequilibrium.
These short-term imbalances are
largely reflected in the changes in
the inventory of completed and

unsold housing units. In fact, CMHC’s
Housing Market Assessment (HMA)"
framework has detected strong
evidence of overbuilding in the
Saskatoon and Regina markets since
2014, primarily due to the multiples
sector. All else equal, when housing

starts exceed household demand,
new housing inventory increases.
The cumulative effect of consecutive
years of excess housing supply over
household formation can keep
inventory levels elevated long after
a reduction in housing starts has
occurred. As well, weak economic
conditions can slow the market’s
ability to absorb excess inventory
of housing units. This appears to be
the case in the Saskatoon market
during the latter part of the 201 1-
2016 period when housing starts
declined to match the slowdown in
household formation, but inventory
levels climbed to a historical high.
Nonetheless, stable housing starts
and stronger household growth
precipitated a decline in new housing
inventory in 2017 (figure 6).

By comparison, the reduction

in Regina’s housing starts below
household formation during the
latter part of the 2011-2016 period
resulted in a decline in the inventory
of completed and unsold ownership
and condominium housing units.
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That said, significant gains in housing
starts in 2017 matched the growth in
households, thus keeping inventory
levels relatively unchanged for the
year (figure 7).

Household growth in the
2016-2021 period

CMHC'’s research on long-term
household growth projections for
Canada, provinces and territories
identifies Saskatchewan as one of

the provinces that will continue

to experience positive household
growth over the next couple of
decades'?. Additionally, and specific to
Saskatoon and Regina, our in-house
Potential Housing Demand (PHD)
model" points to strong demographic
growth through 2021, which will
support homebuilding activity. Based
on the model’s projected growth
rates, the average annual households
formed between 2016 and 2021 will
increase to 2,225 in Saskatoon and to
1,956 in Regina.

In the years ahead, population growth
will remain a key driver of household
formation in Saskatoon and Regina,
which will continue to feed demand
for new housing units. Already,
Saskatoon and Regina had the fastest
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population growth among all CMAs

in Canada between 2016 and 2017,

at 2.8% and 2.4%, respectively.
Overall, continued household

growth over the next several years

is expected to help drawdown new
housing inventories in both markets.
This focus on bringing down inventory
levels entails a more moderate pace
of housing starts than during the
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preceding 2011-2016 period, which
should help narrow the gap between
household formation and housing
construction. Nonetheless, ongoing
changes in economic conditions in
both markets will play an important
role in shaping housing demand
expectations and homebuilding
activity during each year.
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census household counts are approximations. It is therefore possible that household growth derived in this way is
understated by the extent of potential census undercounts.

5> Principal residences are the homes where households normally live; hence, the number of households is used
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DEFINITIONS

Net household formation
Net household formation, also referred to as household formation and household growth, is the change in the number of
households between two years.

Headship rate

An age-specific headship rate is the rate at which people in a given age group form households, and is calculated as the
number of primary household maintainers in that age bracket divided by the total number of people in the same age
bracket.

Migratory increase, migratory balance or net migration

Migratory increase is the difference between the number of people who settle in an area and the number of people who
leave that same area during a given period. Migratory increase is the sum of net interprovincial migration (migration
between provinces), net intraprovincial migration (migration between regions of the same province), net international
migration (immigration minus emigration), Canadians returning to Canada and temporary (non-permanent) residents.

Natural increase

Natural increase is the difference between the number of births and the number of deaths during a given period.

A positive natural increase over a certain period means that the number of births is higher than the number of deaths.
If the number of deaths is higher than the number of births, the natural increase is negative.

Housing start

A housing start is defined as the beginning of construction work on the building where the dwelling unit will be located,
usually when the concrete has been poured for the whole of the footing around the structure, or an equivalent stage
where a basement will not be part of the structure. Housing starts are enumerated as part of CMHC’s monthly Starts
and Completions Survey. Building permits are used to determine the location of construction sites, which are visited to
confirm the stage in the construction process.

Housing stock
Total annual dwelling units by type of dwelling and tenure. This can also be estimated from annual flows of housing
completions, conversions and demolitions.
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CMHC HELPS CANADIANS MEET THEIR HOUSING NEEDS.

Canada Mortgage and Housing Corporation (CMHC) has been helping Canadians meet their housing needs for more
than 70 years. 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 unbiased housing research and advice 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 people
with disabilities. If you wish to obtain this publication in alternative formats, call 1-800-668-2642.

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

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

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

©2018 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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