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Canada’s Housing Price Surge: A Demand-Driven Crisis

Over the past several years, housing prices in Canada have surged to unprecedented levels, with a significant
acceleration over the last five years. Demand-side pressures, particularly driven by rapid population growth, have
played the dominant role in this price surge. Supply-side factors, including rising input costs and insufficient housing
completions, have contributed but are not sufficient to explain the magnitude of the increase.

Population-Adjusted Projections suggest that if population growth had been kept to a 1% annual rate, in line with
historical trends, housing prices would have risen at a much slower and more sustainable pace. Policymakers need to
recognize that both demand and supply factors must be addressed to stabilize the housing market and ensure long-
term affordability for Canadians.

Key Highlights

« Rapid Population growth through increased immigration and temporary residents has driven much of the demand,
placing significant pressure on housing prices, particularly in urban areas.

« Housing completions have increased, they remain insufficient to meet demand, creating a supply-demand
imbalance.

o Input costs, although rising, have not been the primary factor behind housing price inflation.

« Population-Adjusted Projections show that slower population growth would have alleviated some of the extreme
price increases seen in recent years.

o While focusing on supply-side remedies can help, addressing the broader demand pressures is crucial. Ignoring
this is akin to treating the symptoms without addressing the underlying cause.
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Data Highlights (Chart 1)

o Shelter costs have more than doubled in recent years. The CPI Shelter Index grew at an annualized rate of 4.5%

from 2020 to 2023, more than double the 2.0% growth seen from 1990 to 2019.

o Housing prices have surged. The New Housing Price Index (NHPI) increased at an annualized rate of 3.9% during

2020-2023, more than twice the 1.8% observed between 1990 and 2019.

o Population growth remains a key driver of demand, averaging 1.9% per year from 2020 to 2023, nearly double
the long-term average of 1%. Excluding 2020, growth surged to 2.6% per year, intensifying demand that continues

to outpace supply.

« Housing completions have surged but remain insufficient. Completions grew at an annualized rate of 5.4% from

2020 to 2023, a sharp contrast to the 0.2% growth seen from 1990 to 2019, but still lag behind demand.

« Rising material and construction costs are contributing to higher housing prices, with Raw Materials and

Building & Services costs increasing at 6.9% and 5.8% annualized rates, respectively, from 2020 to 2023.

Chart 1 - Dramatic Shift in Key Housing Market Indicators: Comparing 1990-2019 & 2020-2023
annual rates
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Source: tbix Economics calculations, Statistics Canada, CMHC. See Box 1 for details on Building Materials & Services Cost Index.
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1. HousING PRICES AND POPULATION GROWTH:
UNPRECEDENTED DEMAND PRESSURE

The primary driver of Canada’s sharp rise in housing
prices has been rapid population growth. Between 2020
and 2024, Canada'’s population increased by 5.3%, largely
due to immigration and temporary residents. This
equates to approximately 3 million new residents over
four years—an influx equal to the previous 13 years of
population growth.

This unprecedented population growth has exerted
significant pressure on housing markets, driving up both
the New Housing Price Index (NHPI) and Real Property
Prices. From 2020 to 2023, population growth averaged
1.9% annually, nearly double the long-term average of
1%. This surge has translated directly into higher housing
demand, especially in urban centers where demand
pressures are most concentrated.

Data underscores a close correlation between
population growth and housing price inflation. The
NHPI, for example, rose by an annualized rate of 3.9%
during 2020-2023, more than double the 1.8% observed
from 1990-2019. Real Property Prices also showed a
similar trend, escalating rapidly alongside population
growth (Chart 2).
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Source: tbix Economics calculations, Statistics Canada.

2. SUPPLY-SIDE RESPONSE: HOUSING COMPLETIONS ALONE
CANNOT ADDRESS THE CRISIS

Despite an increase in housing completions, they have
not matched the rapid population growth, creating a
supply-demand imbalance that has intensified housing
price inflation. Data reveals that while housing
completions increased by an average annualized rate of
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5.4% from 2020 to 2023, it pales in comparison to the
population growth rate of 1.9%, which is nearly double
the historical average (Chart 3).

While increasing housing supply is essential, it is not a
silver bullet for addressing the affordability
challenge. It's tempting to focus solely on supply and
claim that more housing completions will solve the crisis,
but the data shows otherwise. Even during periods of
increased housing completions, prices have continued to
rise because demand—fueled by population growth—
has consistently outpaced supply. Simply building more
homes will not resolve the housing crisis. Without
meaningfully addressing demand-side pressures, the gap
between housing supply and demand will persist, and
prices will continue to rise.

The numbers highlight this reality: even during years
when housing completions surged, the demand
generated by population growth consistently outpaced
supply, making affordability a moving target. Without
addressing these demand pressures, focusing solely on
increasing supply is akin to attempting to fill a bucket
with a growing leak. Housing prices are unlikely to
stabilize without a balanced approach that considers both
supply-side and demand-side factors.

Chart 3
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Source: Statistics Canada, CMHC, t6ix Economics.

3. RiISING INPUT COSTS AND THEIR LIMITED IMPACT ON
HoUusING PRICES

A commonly cited factor behind rising housing prices is
the increase in input costs, including materials and
construction services. However, while input costs have
certainly risen, data shows that their impact on
housing prices has been limited compared to
demand-driven pressures (Chart 4).

From 2014 to 2020, building material costs increased
modestly, by around 2% per year. The COVID-19
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pandemic then introduced significant volatility,
particularly in 2020 and 2021. During this period, global
supply chain disruptions, material shortages, and rising
commodity prices drove sharp increases in the cost of
essential building materials like lumber, steel, and
concrete. Global demand for these materials soared,
while supply was constrained by factory closures,
transportation delays, and labor shortages in the
construction sector.

For instance, lumber prices quadrupled in 2020 due to
severe supply chain disruptions, and both steel and
concrete prices surged amidst global shortages. Yet,
despite these sharp spikes, housing price inflation
remained largely disconnected from these
fluctuations. By 2022, input costs began to stabilize, with
the Building Materials & Services Cost Index experiencing
a 6% decline—the largest drop in 30 years—and a
further 0.7% decline in 2023. Even with these declines in
material costs, housing prices continued their upward
trend, demonstrating that demand pressures, not
supply-side costs, are the primary driver of sustained
housing price increases.

Chart 4

Rapid population growth, particularly from 2020
onward, has significantly outpaced rising input costs,
exerting far greater pressure on housing prices.
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Note 1: See Box 1.
Source: tbix Economics calculations, Statistics Canada.

Decoupling of Input Costs and Housing Prices

This decoupling of material costs and housing prices
underscores that while material price volatility
contributed to short-term fluctuations, demand
pressures—not supply-side factors—were responsible
for sustained increases in housing prices. From 2020
to 2024, the 5-year increase in population averaged 6%,
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peaking at 8.6% in 2024—a rate substantially higher than
the long-term average of 4% (Chart 4). This surge in
population has led to a dramatic rise in housing demand,
pushing prices far beyond what input costs alone could
explain. Simply put, the supply side—measured by raw
material and construction costs—cannot keep up with the
demand-side pressures driving up prices.

The Role of Input Costs in Price Inflation

Input costs like lumber, steel, and other construction
materials have indeed contributed to the cost of building
new homes. However, they are not the primary driver of
long-term housing price inflation. For example, the Raw
Materials Price Index (RMPI) rose by over 50% during
two key periods—1999-2003 and 2009-2013—yet the
New Housing Price Index (NHPI) did not experience a
comparable surge. This trend reinforces that input cost
increases alone are insufficient to explain the recent
housing price explosion.

Focusing solely on input costs without addressing the
underlying demand pressures would miss the broader
dynamics driving housing price inflation. The
unrelenting demand for homes, driven by rapid
population growth, remains the dominant force behind
rising prices.

Building Materials & Services Cost Index

To accurately capture housing-related input costs, a
modified Building Materials & Services Cost Index was
developed. This index includes:

o Total, Industrial Product Price Index (IPPI)
e Lumber and other wood products
e Primary ferrous and non-ferrous metal products

o Fabricated metal products and construction
materials

o Cement, glass, and other non-metallic mineral
products

o Retail Services Price Index for "Building material
and garden equipment and supplies dealers"

This tailored index provides a more detailed view of housing-
related input costs, focusing on a comprehensive range of
construction materials without overstating their impact on
housing prices.

4. THE RELATIONSHIP BETWEEN HOUSING PRICES AND SHELTER
CosTs

As housing prices rise, so too do shelter costs, as
indicated by the CPI Shelter Index. This index captures
housing-related expenses, including rent and mortgage
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payments, which have become increasingly burdensome
for Canadian households. The CPI Shelter Index increased
at an annualized rate of 4.5% from 2020-2023, more than

double the 2.0% growth rate observed between 1990-
2019 (Chart 5).

Chart 5
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Source: Statistics Canada, t6ix Economics.

The close relationship between the CPI Shelter and the
New House Price Index (NHPI) highlights the broader

affordability challenge facing Canadians. As housing
prices increase, so do the costs of rent and mortgages,

making housing more difficult to afford for both current

homeowners and potential buyers.

The surge in the CPI Shelter reflects the widespread
financial strain faced by households due to rising
housing costs, which shows how price inflation directly
impacts overall affordability.

5. WHAT IF POPULATION GROWTH HAD REMAINED STEADY?

To fully grasp the impact of population growth on
housing prices, it's helpful to consider a Population-
Adjusted Projection. Based on our estimates, if
population growth had been closer to the long-term
historical average of 1% annually, the housing market
would likely have experienced more moderate price
increases.

The adjusted scenario shows that housing costs would
be around 15% lower today if population growth had
remained steady, allowing for a better balance between
housing supply and demand (Table 1).
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Table 1
Actual Growth 1% Annual Population Growth Scenario Difference
(2020-2024) (2020-2024)
CPI Shelter Index 21.9% 6.6% +15.3%
New Housing Price Index 20.2% 6.1% +14.1%
Total Population Growth 8.6% 4.1% +4.5%
Source: t6ix Economics calculations, Statistics Canada.
In a Population adjusted scenario (Table 1):
. Chart 6
o Population growth would have been 4.1%,
significantly lower than the actual 8.6% seen from Under a moderate growth scenario with 1%
2020 to 2024 population increase, the rise in housing costs
' would be significantly slower compared to
o CPI Shelter costs would have increased by 6.6% actuals
instead of the actual 21.9% rise. 200
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element of housing affordability policy. By moderating 0

population growth, particularly through immigration
and temporary resident policies, policymakers can help Source: t6ix Economics calculations, Statistics Canada.
prevent the extreme price increases that have strained

affordability in recent years (Chart 6).
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6. COMPARING GROWTH RATES ACROSS KEY VARIABLES explain the price surge. Similarly, the slower growth in
housing completions reflects that supply-side measures

An analysis of the annualized growth rates of various . - .
have been insufficient to keep up with demand pressures.

indicators, including CPI Shelter, NHPI, RMPI, Building
Materials & Services Cost Index, Housing Completions,
and Population Growth, highlights significant
discrepancies that underscore the primacy of demand-
side pressures (Chart 7).

This faster growth in housing prices compared to input
costs indicates that rising material costs alone do not

Chart7
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Source: tbix Economics calculations, Statistics Canada, CMHC.
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The growth rates of housing prices (NHPI) and shelter
costs (CPI Shelter) have significantly outpaced the
growth rates of input costs, housing completions, and
even population growth (Chart 7). This indicates that,
while population growth has been a major driver of
rising prices, the insufficient housing supply and the
slow pace of completions have compounded the
problem.

This comparison of growth rates underscores the need to
manage both supply and demand when addressing the
housing market's challenges. A narrow focus on either
input costs or housing completions alone would miss the
broader picture: demand pressures have been the
dominant force driving housing price inflation.

CONCLUSION: DEMAND, NOT JusT SUPPLY, Is THE KEY DRIVER
OF RISING HOUSING PRICES

The data clearly shows that demand-side pressures,
particularly driven by rapid population growth, have
been the primary factor behind rising housing prices in
Canada. While supply-side constraints, such as rising
input costs and insufficient housing completions, have
contributed to the issue, they are not the main cause of
the price increases seen in recent years.

Why Focusing on Supply Alone Won't Work

Focusing solely on increasing housing supply is like trying
to quench a wildfire with a garden hose. While adding
supply may help, the real problem is the overwhelming
demand driven by rapid population growth. Without
addressing these demand-side pressures, even the best
supply-side efforts will be outpaced, and prices will
continue to rise. Simply put, supply growth alone is not
enough.

The Role of Immigration

Immigration has been a cornerstone of Canada'’s
economic policy, contributing significantly to the
labor force, innovation, and cultural diversity.
However, the rapid influx of new residents, especially in
the last five years, has placed immense pressure on the
housing market. Immigration accounted for over 75%
of Canada’s population growth during this period, a
rate that has outstripped the housing market's ability to
supply adequate homes. This mismatch between
population growth and housing supply is one of the
primary reasons for the dramatic rise in housing prices.
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Supply-Side Solutions: Necessary but Not Sufficient

As previous sections have shown, housing completions
have not kept up with the surge in demand. Even if
supply-side efforts are accelerated—through zoning
reforms, labor availability, or reduced material costs—the
scale of demand means that supply growth alone cannot
solve the problem. Focusing on supply without
addressing broader demand dynamics is like trying to
bail out a sinking boat without plugging the leak—
that leak is population growth, particularly in urban
centers where demand is concentrated.

Zoning Reforms and Urban Density

Policymakers have increasingly turned to zoning reforms
and efforts to increase urban density to alleviate the
housing supply shortage. In cities like Toronto and
Vancouver, restrictive zoning laws have limited multi-unit
housing development, exacerbating the supply shortage.
While reforms could help increase housing supply, their
impact is likely to be gradual. Without addressing
demand-side pressures, even large supply increases
may not significantly reduce prices.

The Path Forward: Balancing Demand and Supply

The continued focus on managing demand—through
thoughtful immigration and population growth
policies—will be critical to ensuring that housing prices
stabilize and affordability improves for Canadians.
Without addressing these demand-side pressures,
supply-side measures alone will struggle to bring prices
under control.

The evidence is clear: while input costs and housing
supply challenges have contributed to Canada’s housing
price surge, the primary driver has been demand-side
pressure, particularly from population growth. For
housing prices to stabilize and for long-term affordability
to improve, policymakers must adopt a balanced
approach that manages both supply and demand.
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Legal Disclaimer

This report is published by t6ix Economics, a division of t6ix Advisory Inc., for informational purposes only. The opinions, forecasts, and data
provided in this report are based on sources believed to be reliable as of the date of publication. t6ix Economics does not guarantee the
accuracy, completeness, or timeliness of this information and reserves the right to make updates or changes without prior notice.

The content of this report is not intended to constitute investment advice and should not be used as the primary basis for any financial
decisions. t6ix Economics is not a registered investment advisor, and the information provided does not take into account the specific
investment objectives, financial situation, or particular needs of any specific person or entity. Readers are encouraged to seek independent
financial, legal, and tax advice before making any investment or financial decisions.

All opinions and estimates expressed herein reflect the judgment of t6ix Economics as of the publication date and are subject to change
without notice. t6ix Economics assumes no obligation to update the information contained in this report.

Past performance is not indicative of future results, and the forecasts presented in this report involve significant uncertainties. Any projections
or forward-looking statements are based on assumptions that may not materialize or differ materially from actual events or results. t6ix
Economics makes no warranty that these projections will be realized.

This report, and the information and content contained herein, is the property of t6ix Economics and is protected by copyright law.
Unauthorized reproduction, distribution, or use of this report, in whole or in part, without prior written consent from t6ix Economics is strictly
prohibited.

Jurisdiction and Governing Law: This report is intended for distribution only in jurisdictions where such distribution is permitted under
applicable law. The information provided in this report does not constitute an offer or solicitation in any jurisdiction where such an offer or
solicitation would be unlawful. This report will be governed by the laws of the Province of Ontario, Canada, and the State of New York,
United States, without regard to its conflict of law principles.

Contact Information: For more information or to request permission to use content from this report, please contact t6ix Economics:
e Email: Economics@tb6ix.ca
e Website: téixEconomics.com
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