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Canada’s population growth, the economy and our housing market
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Mona Nazir

Here's how Canada’s housing affordability crisis could
impact your real estate goals

Director, Equity Research, Industrials and Real Estate

A perfect storm of demand outweighing supply, higher
interest rates and stagnant household income have led to
Canada's housing affordability crisis.

Housing affordability is top of mind for many Canadians and
the effects are visible as a lack of supply, pitted against rising
demand, has driven the cost of homes up 6.3% annually over
the last 20 years. Meanwhile, household income increased
approximately 1%, over the same time horizon. The bar to
achieve home ownership continues to rise and those fortunate
to own, have been negatively impacted by rising interest rates,
as mortgage payments have skyrocketed and there is less
disposable income.

What is the outlook for housing prices?

As Canadians, we are highly tethered to the housing market.
The ratio of homeownership costs to income in Canada is north
of 60% and over 100% in Vancouver. We are seeing apartment
sizes shrink, room sharing, and line ups outside of shelters.

In the 2024 federal budget, “Fairness for every generation”, the
government stated its desire to restore home affordability. Top

initiatives include more than doubling new homes built to 3.87M

by 2031 and aligning immigration with housing by reducing
temporary residents by 600,000 over three years. Other
initiatives include a vacant land tax, unlocking public land for
homes, accelerating capital cost allowance and funding. While
a doubling of supply is an audacious goal it may be challenging
to accomplish due to high construction costs, lack of labour
availability and permitting time constraints.
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Net/net if the measures to restore housing affordability are
executed, we could potentially expect to see a cooling in price
appreciation. This should in turn reduce the financial burden to
buy or rent a home and increase availability. In regard to timing,
we believe it will take time for measures to have a notable impact
on market dynamics and affordable housing, albeit the plan does
mark a renewed focus to tackle this issue.

How is the Canadian housing crisis impacting
real estate investors?

Like Canadians, the real estate sector has been negatively
impacted by rising interest rates as well as the supply and
demand imbalance in the market. As of May 17, 2024, most
public real estate stock prices sit well below their net asset
values. On a one-year basis the TSX Capped REIT Index

return was -8% versus the TSX Index’'s 10% gain. Although

the multi-family was a brighter spot, given tight rental market
dynamics, the announcement of these potentially market cooling
initiatives in the 2024 federal budget, leaves us less positive on
investing in this sub-sector in comparison to other real estate
verticals such as Industrials or retail.
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https://www.cibc.com/en/asset-management/insights/navigating-the-markets/canada-housing-affordability-crisis.html#:~:text=What%20is%20a%20housing%20affordability,high%20compared%20to%20people's%20incomes.
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economy—and you

Paola Moquillaza-Bello

How population growth impacts the Canadian

Senior Analyst, Multi-Asset and Currency Management, CIBC Asset Management

Canada's population grew by 3.2% year-on-year in the last
quarter of 2023—the highest increase in our population in
66 years. The driver of this growth in the past five quarters
was an increase in non-permanent residents, which added
805,000 people to our total population.

The correlation between economic and
population growth

Generally speaking, a growing population promotes economic
growth. A positive growth outlook is good for corporate
earnings, and good corporate earnings are good for equity
performance and, by extension, your equity portfolio.

A growing population can also help alleviate inflationary
pressures. As newcomers integrate into the workforce, they

add supply to a tight labour market and slow the rate of

wage increases. And indeed, in 2023 the labour force grew

by 621,000 individuals, 463,000 of which were work permit
holders. This increase in the labour force resulted in an increase
in the unemployment rate which went from 5.1% in March 2023
to 6.1% in March 2024.

However, in spite of this increase in unemployment wages
have yet to lose momentum. Average hourly wages have been
growing at or above 5% since December 2023 and most wage
growth measures are accelerating in Q12024.

A plausible reason why the positive supply shock from
population growth has yet to put a break on wage inflation
may be that newcomers are also consumers. In 2023, for

each addition to the workforce there was approximately two
additional consumers. Given the poor performance of labour
productivity in the past several quarters, more demand for
goods and services could be providing a further boost to labour
demand. This makes it difficult for wage inflation to slowdown,
which could delay interest rate cuts by the Bank of Canada.

Population growth and housing

The hasty growth in population has also aggravated pressures
on the Canadian housing market where there was already an
imbalance in supply and demand. If you're a buyer, this means
purchasing a home that may be overvalued. If you're a renter,
it means paying more for a residence that'’s harder to find. The
rental market is currently posting the lowest vacancy rate in
the last 22 years and rent inflation has almost doubled since
mid-2022 to 8.5% in March 2024, the highest rate observed
since 1983.

In the long term, population growth is positive. It increases
potential economic growth and can reshape the demography
and have a positive impact on the fiscal balance. But in the
short term, it could mean higher for longer interest rates and
continued housing market challenges.
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‘ W About CIBC Asset Management

At CIBC Asset Management, we believe that every customized investment
solution begins with research and rigour. We specialize in a variety of investment
solutions such as equities, fixed income, currency management, liability-driven
investments, asset allocation, and responsible investments.

Across a spectrum of investment solutions, we commit to in-depth research.
Dedicated sector and regional analysts focus on industry research and security-
specific idea generation. Our investment professionals leverage deep and diverse
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expertise by sharing proprietary research across asset-class teams. By sharing
insights across asset class teams, we maximize opportunities to add value to our
client portfolios.

We provide our clients with our research insights and expertise on industry issues
and themes that matter most to them.

Contact us any time

To learn more about CIBC Asset Management and our investment solutions, please contact your advisor or
your CIBC representative. For more insights, connect with us on LinkedIn and Twitter.

The views expressed in this document are the views of CIBC Asset Management Inc. and are subject to change at any time. CIBC Asset Management Inc. does not undertake
any obligation or responsibility to update such opinions. This document is provided for general informational purposes only and does not constitute financial, investment,
tax, legal or accounting advice nor does it constitute an offer or solicitation to buy or sell any securities referred to. Individual circumstances and current events are critical to
sound investment planning; anyone wishing to act on this document should consult with his or her advisor. All opinions and estimates expressed in this document are as of
the date of publication unless otherwise indicated, and are subject to change.

Certain information that we have provided to you may constitute “forward-looking” statements. These statements involve known and unknown risks, uncertainties and other
factors that may cause the actual results or achievements to be materially different than the results, performance or achievements expressed or implied in the forward-
looking statements.

CIBC Asset Management and the CIBC logo are trademarks of Canadian Imperial Bank of Commerce (CIBC), used under license.
The material and/or its contents may not be reproduced without the express written consent of CIBC Asset Management Inc.
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