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Canadian Mortgage Industry
Quantifying the drivers of home price appreciation in Toronto and
Vancouver
We dissected home price appreciation (HPA) in Toronto and Vancouver since 1999 to quantify the
drivers of HPA. From 1999 to 2015, we estimate that home prices grew at a compounded annual growth
rate (CAGR) of +5.6% in Toronto and +6.2% in Vancouver. In comparison, the S&P/TSX Composite Total
Return Index CAGR was +5.3%, while the S&P500 Total Return Index CAGR was +4.1%. On a real return
basis (adjusting for inflation), the 1999 to 2015 HPA CAGR is +3.5% for Toronto and +4.5% for Vancouver.

Conclusions from our analysis: 4 factors explain 85% to 90% of HPA since 1999 for Toronto and
Vancouver. Those 4 factors were: lower interest rates; higher incomes; and to a much lesser extent
slightly higher percentage of incomes used to make mortgage payments and larger down payment gifts
from family members. 70% to 75% of HPA can be explained by lower interest rates and higher incomes.
Of the remaining 10-15% HPA not explained by the 4 factors, this reflects other factors that are difficult
to quantify (geographic constraints, “foreign” buying), but which we discuss in further detail in our note.

Canadian governments and regulators are exploring potential measures that might cool the housing
market. Governments (Federal, B.C., and at the municipal level, Vancouver and Victoria) and regulators
(OSFI, BC’s FICOM) are exploring various measures and/or collecting data that would impact the housing
market.

Looking ahead, if launched, China’s Qualified Domestic Individual Investor program (QDII2) has the
potential to be a material driver of further home price appreciation in Toronto and Vancouver.
Although exact details (and launch date) are unclear, we believe that the program would allow
individuals with a minimum net worth of US$150,000/C$200,000 to be able to invest up to 50% of their
assets outside China in real estate and securities.

Our conclusions from this analysis are consistent with our mortgage industry sector thesis. As we
have written previously, we expect HPA in Toronto and Vancouver to remain strong in the short-term,
but eventually moderate reflecting affordability challenges. Bigger picture, we believe annual mortgage
loan growth will likely slow from +6.2% Y/Y today to about +4.0% over the next couple of years, although
factors including low interest rates and positive employment growth are likely to sustain mortgage loan
growth near current levels in the near-term. We believe mortgage loan losses will increase modestly
over the next year, reflecting Alberta’s challenges, but remain low by historical standards reflecting
continued positive employment and economic growth elsewhere in Canada.

For more details, please see our May 27, 2016 report “Canadian Mortgage Primer, 7th Edition - Outlook
and overview of the Canadian mortgage market”, which gives a detailed overview of outlook for
the Canadian mortgage market and also provides an overview of the structure and answers common
questions we get asked about the Canadian housing and mortgage market.

We remain concerned about HPA in Toronto and Vancouver, BUT we think job losses (not price
declines) are the better leading indicator of potential future losses for lenders/insurers. Home prices
are +30% Y/Y in Vancouver and +15% Y/Y in Toronto, but we note that Toronto and Vancouver have
amongst the best economic and employment growth rates within Canada. It is important to understand
that changes in home prices have not been good predictors of mortgage loan losses in Canada. We
believe employment growth has been a better leading indicator of mortgage losses. Employment growth
in Canada remains positive, but we also point out that U.S. employment growth remains positive, which
historically was positive for Canadian employment growth and assuming this relationship holds, this
suggests that the “soft landing” scenario remains achievable.

Disseminated: July 15, 2016 14:30ET; Produced: July 15, 2016 01:14ET
Priced as of prior trading day's market close, EST (unless otherwise noted).

All values in CAD unless otherwise noted.
For Required Non-U.S. Analyst and Conflicts Disclosures, see page 8.

https://rbcnew.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=Rbcnew&id=replaceme@bluematrix.com&source=mail&encrypt=109d2667-654c-46cc-b44d-c4924c86f6ca
https://rbcnew.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=Rbcnew&id=replaceme@bluematrix.com&source=mail&encrypt=109d2667-654c-46cc-b44d-c4924c86f6ca


Four factors explain ~85-90% of HPA since 1999 in Toronto and Vancouver 
We estimate that ~85-90% of home price appreciation (HPA) in Toronto and Vancouver 
since 1999 can be explained by 4 factors (see the first section in Exhibit 1): 

1. Lower interest rates; 
2. Higher incomes; and to a much lesser extent 
3. Slightly higher % of incomes devoted to mortgage payments; and 
4. Larger down payment gifts from family. 

70% to 75% of HPA can be explained by lower interest rates and higher incomes. Of the 
remaining 10-15% HPA not explained by the 4 factors, this reflects other factors that are 
difficult to quantify. We discuss these factors in more detail later in our report. 

Explaining our methodology 
1. Home prices 
From 1999 to 2015, we estimate that home prices grew at a compounded annual growth 
rate (CAGR) of +5.6% in Toronto and +6.2% in Vancouver. In comparison, the S&P/TSX 
Composite Total Return Index CAGR was +5.3%, while the S&P500 Total Return Index CAGR 
was +4.1%. On a real return basis (adjusting for inflation), the 1999 to 2015 HPA CAGR is 
+3.5% for Toronto and +4.5% for Vancouver.  

In Toronto, from 1999 to 2015, we estimate home prices increased from $241,000 to 
$580,000, a +140% increase or almost $340,000 (see Exhibit 1). In Vancouver, we estimate 
home prices increased from $306,000 to $802,000, a +162% increase or almost $500,000. 

Whereas we used the December 1999 home price reported by the Canadian Real Estate 
Association (CREA), we used the average of 3 other sources for the December 2015 home 
price estimate (CREA Home Price Index, Brookfield RPS, Teranet). The reason is that CREA’s 
data is computed using a simple average of all home sales during a period. In our view, the 
December 2015 home price reported by CREA was likely skewed significantly upward by a 
higher proportion of high-priced home sales. We think the 3 other home price metrics better 
control for the impact that home sales mix can have in determining home prices. To support 
this decision, we note the 3 other sources gave December 2015 home prices that were close 
together, whereas the CREA home price was 26% higher than the average of the other 3 for 
Vancouver (+10% higher than the average of the 3 sources for Toronto). 

2. Computing the impact of lower interest rates 
We estimate that lower interest rates account for 39% of the increase in home prices in 
Toronto and 34% in Vancouver from 1999 to 2015. To compute this, we computed the 
annual mortgage payment for a home purchased in 1999 with the following assumptions: 

 Down payment: 5%; 

 Mortgage rate: 7.25% for a 5-year fixed rate mortgage; 

 Amortization period: 25 years; and 

 Payment frequency: bi-weekly. 

As a result, the 1999 annual mortgage payment was $20,000 in Toronto and $25,000 in 
Vancouver. In order to compute the impact of lower interest rates, we re-ran this calculation 
keeping all of the variables constant, BUT we used mortgage rates as of December 2015 
(~2.75%, so almost 500bps lower than 1999). Ultimately, lower interest rates resulted in HPA 
of $133,000 in Toronto and $167,000 in Vancouver from 1999 to 2015. 
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3. Computing the impact of higher after-tax income 
We estimate that higher after-tax incomes account for 29% of the increase in home prices 
in Toronto and 40% in Vancouver from 1999 to 2015. To compute this, we computed that 
the percentage of after-tax income in 1999 (for each respective city) that went to mortgage 
payments was 36% in Toronto and 56% in Vancouver.  

Assuming that homebuyers in December 2015 were devoting the exact same percentage of 
after-tax income to mortgage payments, BUT taking into account higher after-tax incomes in 
2015 vs. 1999, we then re-ran this calculation to determine the increased mortgage size and 
corresponding home price. Ultimately, higher incomes resulted in HPA of $100,000 in 
Toronto and $200,000 in Vancouver from 1999 to 2015.  

We think growth in after-tax income in Toronto and Vancouver has been driven by: 

 Strong economic growth. For example, Toronto and Vancouver are expected to have 
the best or amongst the best economic growth this year within Canada;  

 Strong employment growth. Since the worst of the credit crisis, the unemployment rate 
in Toronto declined from 10.2% to 6.7% and in Vancouver, declined from 8.3% to 5.4%; 
and 

 Lower income tax rates. From 1999 to 2015, the top marginal personal income tax rates 
decreased by ~650bps for Torontonians and ~850bps for Vancouverites (excluding a 
temporary 200bps tax on high income earners in B.C.). 

 

4. Computing the impact of devoting more income to mortgages 
We estimate that borrowers setting aside a slightly higher percentage of after-tax income 
to make mortgage payments account for 17% of the increase in home prices in Toronto and 
only 4% in Vancouver from 1999 to 2015.  

In Toronto, we estimate the percentage of after-tax income devoted to mortgage payments 
increased slightly from 36% in 1999 to 40% in 2015. While this does suggest Torontonians are 
“stretching” a bit more relative to 1999 to buy a home, we do not think this increase is 
necessarily overly concerning given the increase is relatively modest but more importantly, 
even at 40%, it remains well below the levels Vancouverites have coped with for decades. 
The ~+400bps increase in after-tax income devoted to mortgage payments in Toronto 
resulted in HPA of $58,000 from 1999 to 2015. 

In Vancouver, we compute the percentage of after-tax income devoted to mortgage 
payments increased slightly from 56% in 1999 to 58% in 2015. Housing affordability has been 
consistently weak for decades, so while Vancouverites are “stretching” a bit more relative to 
1999 to buy a home, it is reasonable that the increase is much lower than that in Toronto 
given Vancouver’s persistent affordability issues. The ~+150bps increase in after-tax income 
devoted to mortgage payments resulted in HPA of $21,000 from 1999 to 2015. 

5. Computing the impact of larger family down payment gifts  
We estimate that larger down payment gifts from family members account for 5% of the 
increase in home prices in Toronto and Vancouver from 1999 to 2015. 

To compute this, we took survey data done by Mortgage Professionals Canada (formerly 
CAAMP). We multiplied the home price by the average down payment and the percentage of 
the down payment that came as a gift from family members. Relative to 1999, the increase in 
down payments coming from family members in 2015 was about $16,000 in Toronto and 
$23,000 in Vancouver.  
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Exhibit 1: Lower interest rates and higher incomes largely explain the increase in Toronto and Vancouver home prices since 1999 

Toronto Vancouver Notes

KEY TAKEAWAY

Home price - December 2015 estimate $580,000 $802,000

Home price - December 1999 241,000 306,000

Home price increase (1999 to 2015) $339,000 $496,000

Explained by lower interest rates (133,000) (167,000)

Explained by increased after-tax income (100,000) (200,000)

Explained by increased % of after-tax income used to make mortgage payments (58,000) (21,000)

Explained by increased down payment gifts from family (16,000) (23,000)

Dollar amount of other factors driving home price increase (1999 to 2015) $32,000 $85,000

% of home price increase explained by the 4 factors above 91% 83%

Home prices

Average home price - December 1999 A $241,000 $306,000 Source: CREA

Estimated average home price - December 2015 (average of 3 sources) B $580,000 $802,000 Source: CREA HPI, Brookfield RPS, Teranet

$0.10 $0.26

Impact of lower interest rates

Mortgage interest rate - December 1999 7.25% 7.25% 5-year fixed rate (prime discounted rate)

Mortgage payment (annualized) - December 1999 C $20,000 $25,000 5% down payment, 7.25% interest rate, 25-year amortization, bi-weekly payments

Mortgage interest rate - December 2015 2.75% 2.75% 5-year fixed rate (prime discounted rate)

Mortgage size (2015) to keep payment the same as in 1999 (but using today's rates) D $355,000 $450,000 5% down payment, 2.75% interest rate, 25-year amortization, bi-weekly payments

Mortgage size in 1999 (using 1999 mortgage interest rates) E = A x 95% LTV $229,000 $291,000 5% down payment multiplied by the December 1999 average home price

Home price appreciation since 1999 due to lower interest rates F = (D - E) ÷ (1 - 5%) $133,000 $167,000 Take differential of above and gross up mortgage amount by 5% to get home price

Impact of higher after-tax income

Average after-tax income - 1999 G $54,000 $44,000 Source: Statistics Canada

% of average after-tax income devoted to mortgage payments - 1999 H = C ÷ G 36% 56% After-tax household income divided by annual mortgage payments in 1999

Average after-tax income - 2015E I $77,000 $73,000 Source: Statistics Canada (RBC assumption: 0% real income growth in 2015)

% of average after-tax income devoted to mortgage payments - 1999 H 36% 56% Assume the same % as in 1999 (per above)

Mortgage payment (annualized) - 2015E (using 1999 payout ratio) J = H x I $28,000 $41,000 Amount annually paid towards mortgage payments

Difference - 2015E vs. 1999 K = J - C $8,000 $16,000

Home price appreciation since 1999 due to higher after-tax income $100,000 $200,000 5% down payment, 7.25% interest rate, 25-year amortization, bi-weekly payments

Impact of devoting a higher % of after-tax income to mortgage payments

Estimated average home price - December 2015 B $580,000 $802,000

Annual mortgage payments - 2015 L $30,000 $42,000 5% down payment, 2.75% interest rate, 25-year amortization, bi-weekly payments

Average after-tax income - 2015E I $77,000 $73,000

% of after-tax income used to pay mortgages - 2015E M = L ÷ I 40% 58%

% of after-tax income used to pay mortgages - 1999 H 36% 56%

Change vs. 1999 N = M - H +318 bps +150 bps

Home price appreciation since 1999 due to higher % of income used to pay mortgage $58,000 $21,000

Impact of gifts from family members

Homes purchased in the 1990s

Average down payment % O 19% 19% Source: Mortgage Professionals Canada (formerly CAAMP) survey

% of down payment sourced from family members P 15% 15% Source: Mortgage Professionals Canada (formerly CAAMP) survey

Average down payment gift from family members ($) Q = A x O x P $7,000 $9,000 Take 1999 average home price multiplied by 2 items above

Homes purchased during 2011 to 2015

Average down payment % R 21% 21% Source: Mortgage Professionals Canada (formerly CAAMP) survey

% of down payment sourced from family members S 19% 19% Source: Mortgage Professionals Canada (formerly CAAMP) survey

Average down payment gift from family members ($) T = B x R x S $23,000 $32,000 Take 2015E average home price multiplied by 2 items above

Home price appreciation since 1999 due to higher down payment gifts U = T - Q $16,000 $23,000  

Source: Company Data, Statistics Canada, CREA, Brookfield RPS, Teranet, Mortgage Professionals Canada, RBC Capital Markets Estimates
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Other factors that likely help explain the increase in home prices 
Factor #1: Geographic constraints 
We think geographic constraints limited residential development and densification, which 
have contributed to rising home prices. Furthermore, HPA has also likely been driven by an 
increase in development costs (e.g., municipal-related costs/fees, permitting) and 
construction costs (e.g., labour, construction materials). Finally, we think local resistance to 
development/densification (i.e., NIMBYism) has helped constrain the construction of new 
housing supply. For example, in the past few years in Vancouver, a number of recent 
Community Plans (which span 20-30 years) that were up for renewal saw fierce resistance by 
locals living in those neighbourhoods to various proposals of densification.  

Toronto’s land constraints are largely driven by the Ontario Greenbelt, which restricts 
development and covers areas to the north, west and east of the Greater Toronto Area, and 
Lake Ontario, which constrains development to the south.  

Vancouver has numerous land constraints that we believe help explain why home prices 
are significantly higher than other parts of Canada. Vancouver has a scarcity of land as the 
city is bordered by mountains to the north, ocean to the west, is in reasonably close 
proximity to the U.S. to the south in addition to having the Fraser River intertwine the city. 
Not only that, but Vancouver also has the Agricultural Land Reserve (which covers large areas 
to the south and east of Vancouver), which minimizes non-agricultural development. 

Over time, Vancouver has adopted different housing types to address housing 
affordability. Some homebuyers are able to afford their mortgages by renting out their 
basement suite (common in Vancouver, and we think slightly less so in Toronto) and if 
constructed, rent out their laneway home, which are residential units attached to an existing 
house’s detached garage (laneway units tend to be up to 650ft2, but can reach 900ft2 on 
large lots). Laneway homes are common in Vancouver, but are largely not existent in 
Toronto, which to us suggests that Toronto’s single-family detached home prices could still 
rise further if laneway houses and further densification efforts are permitted.  

In addition to laneway homes, basement suite rentals and other densification solutions 
(e.g., low and high-rise condos, turning multiple properties into many townhomes), other 
Vancouver housing solutions include coach homes, whereby a standard lot is transformed to 
include one smaller house in the front and one smaller one in the back with little yard space 
and no garage. There are also micro condos, which are typically less than 300ft2 in size. 

Factor #2: “Foreign” buyers 
The impact of “foreign” buying in Toronto and Vancouver, remains unclear and largely 
anecdotal (although various levels of government are currently seeking to gather more 
information), although there are some points worth considering. 

 Foreigners are likely small in number, but arguably significant in impact. Although it is 
likely that “foreigners” do not comprise a significant percentage of home sales, they are 
arguably the marginal buyer and for those buying in the high end of the market, the 
ramifications are such that they likely drag up home prices in the mid- and low-end of 
the market (i.e., they impact everyone).  

 Safe haven reputation. We think demand for Canadian real estate partly reflects a view 
that Canada is a safe haven for investment by global investors reflecting a stable political 
system, strong financial system and quality education, healthcare and social services. 
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 Absence of measures to curb foreign buying coupled with measures adopted by other 
countries arguably made Canadian real estate more attractive. Notwithstanding recent 
announcements by various levels of government in Canada seeking to gather data 
and/or evaluate potential measures to address the foreign buyer issue, Canada had been 
quiet regarding measures to address foreign buying. However, countries such as the 
U.K., U.S., Australia, Hong Kong and Singapore have in recent years (and historically) 
implemented measures to curb home buying by foreign investors: 
o U.K. – The U.K. significantly increased its stamp duty land tax (aka, land transfer tax 

in Canadian parlance) twice in the past 2 years. In late 2014, the change was that for 
home purchases as primary residences, at its highest threshold of >£1.5MM, every 
incremental dollar was subject to a 12% tax (previously it was a 7% tax rate applied 
to the entire purchase price for homes >£2.0MM). Earlier this year, new stamp 
duties went into effect for investor purchases of second homes, whereby at its 
highest threshold of >£1.5MM, every incremental dollar was subject to a 15% tax. 
Furthermore, the recent Brexit vote and resulting economic uncertainty in the U.K., 
could result in global real estate investors incrementally looking to invest in Canada 
(vs. the U.K.). 

o U.S. – Earlier this year, the Treasury Department announced plans to temporarily 
require title insurance companies to identify the buyers behind all-cash purchases of 
high-end real estate in New York and Miami.  

o Australia – There is a ban on foreigners purchasing existing real estate (they can buy 
new homes, subject to Foreign Investment Review Board approval), but there have 
been additional measures both at a national level, but also at a local level (e.g., 
withholding taxes, absentee owner land tax, higher stamp duties, proof of residency 
and citizenship when buying property in Sydney). More recently, certain Australian 
states have or appear set to further increase land and property taxes on foreign 
buyers. 

o Hong Kong – Foreign buyers are subject to an additional 15% stamp duty for homes 
purchased. 

o Singapore – Foreign buyers are subject to an 18% stamp duty for homes purchased. 

In contrast, in Canada, land transfer taxes/stamp duties on a $1MM home are 3.2% of 
the purchase price in Toronto and 1.8% in Vancouver. 

 Immigration, particularly the investor immigrant program for wealthy applicants. In 
the past decade, net immigration brought in +860,000 in Toronto (population: 6.5MM) 
and +320,000 in Vancouver (population: 2.5MM).  
However, according to a Citizenship and Immigration Canada (CIC) report, during 2007 
to 2011, just over 10,000 business immigrants were admitted to Canada under the 
Investor Immigrant Program (IIP). To qualify, an applicant under the Investor Immigrant 
Program was required to provide an $800,000 5-year fully-refundable interest-free loan 
to the government (was $400,000 prior to 2010) and have a minimum personal net 
worth of $1.6MM (was $800,000 prior to 2010). The IIP was eliminated in 2014 due to 
limited economic benefits, although a separate IIP for Québec remains and has similar 
qualification criteria as the old Federal IIP.  

During a 5-year period from 2007 to 2011, just over 10,000 IIP applicants were admitted 
to Canada, which we estimate ~6,500 settled in B.C. and ~3,300 in Ontario. However, 
these figures are very likely higher (potentially significantly higher) as a CIC report also 
noted that of the applicants admitted through Québec’s IIP between 1995 and 2010 
(and filed taxes in 2010), 50% of them ultimately resided in B.C. and 30% in Ontario. 
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 Canadian homes “on sale” driven by a weaker Canadian dollar. In the past 2 years 
(when oil prices started to decline), the Canadian dollar depreciated by 21% relative to 
the U.S. dollar and 13% relative to the Chinese renminbi, thereby making Canadian 
home prices more attractive. 

 

Looking ahead, China’s QDII2 program could potentially drive prices higher 
If launched, China’s Qualified Domestic Individual Investor program (QDII2) has the 
potential to be a material driver of further home price appreciation in Toronto and 
Vancouver. Although exact details are unclear, we believe that the program would allow 
individuals with a minimum net worth of US$150,000/C$200,000 to be able to invest up to 
50% of their assets outside China in real estate and securities (e.g., shares, bonds, mutual 
funds, insurance products, financial derivatives, etc.). Currently, restrictions on Chinese 
citizens include being limited to purchasing only US$50,000/year in foreign currency and are 
subject to restrictions on investing in real estate. Furthermore, should QDII2 proceed, it 
appears it would initially launch in Shanghai, followed by Shenzhen, Tianjin, Chongqing, 
Wuhan and Wenzhou.  

Although QDII2’s launch has been discussed since 2015, the actual launch date is unclear as 
it appears China may be looking to balance the desire to liberalize its market (by increasing 
foreign investment in China and allow Chinese citizens to invest more abroad) and 
internationalize its currency, but at the same time avoid further devaluation of the renminbi. 
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