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104,223

$51 B

businesses

contribution to GDP (2019)

70% micro-
companies, with 
fewer than five 
employees

Approximately one 
million employed 
in the greater 
construction 
sector

Industry at a glance
Why it matters

Residential construction signals trends in the general 
economy, linked to consumer spending, labour 
mobility, banking and inflation rates. Weak building 
activity flags a future slide in consumer spending 
on durable goods, furniture and appliances. Rubber 
and plastics manufacturing and wood manufacturing 
feel the trickle-down effects of a lag in new home 
construction. High investments in new residential 
construction indicate that the economy is strong or 
on the road to recovery. 
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Report highlights
The residential construction industry is 
expected to feel the effects of job losses 
and a shaken economy in late 2020 and 
2021, despite resilient building activity 
early in the year.

Stricter regulations around 
high-ratio mortgages may limit 
the positive impact of record low 
lending rates.

Trends like intergenerational 
housing, remote work and new 
technologies can help residential 
construction businesses recover 
more quickly.

4%
Reduction in housing starts  
is anticipated in 2020, and a 
further 14% in 2021, before 
rebounding in 2022.

50%
Presumed decline in immigration 
annually for the next two years, a 
driver of population growth and 
new housing.
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Housing 
starts:  
a key 
economic 
indicator

Housing starts represent the number of new homes built within a set 
timeframe. Although residential construction includes renovations, 
repairs and remodeling, the number of housing starts is a reliable and 
consistent indicator that reads the pulse of the industry.

Five economic drivers to watch

Employment
Job losses have a rapid and 
long-lasting impact on housing 
starts.

Uncertainty
Loss of investment income and 
volatile stock markets put the 
brakes on homeowner spending.

Immigration
Border closures means 
immigration could be reduced 
by 50% annually for the next 
two years.

Mortgage rates
Low lending rates will help 
cushion the blow, but new rules 
for high-ratio mortgages will 
limit the benefits.

Income
Reduced wages and higher 
debt loads leave less money for 
home investments.
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Employment

Shocks to the labour market are quick to affect the residential housing 
sector. Job losses trigger uncertainty and deplete disposable income. 
Canadians who have lost jobs may delay or reconsider home ownership 
and home investments. The labour market continues to be exceptionally 
weak. Recovery will be slow. The job market is expected to remain below 
capacity in the latter half of 2020 and beyond.

income

Usually, Canadians who suffer job losses and wage reductions 
have less disposable income and potentially higher debt 
and debt-servicing fees, triggering a decline in spending on 
homes and consumer goods related to housing.

Lower disposable income 
expected in 2020, a smaller 
drop than anticipated. Under 
normal circumstances, one would 
have expected a sharp drop in 
household income. Yet, workers 
who lost their job during the 
pandemic, saw their income 
compensated by the government. 
Higher than expected disposable 
income explains part of the 
stronger resilience in the housing 
market in 2020.

The Canada Emergency 
Response Benefit (CERB) 
payments increased household 
disposable income by 11.8% in 
the second quarter of 2020.

The CERB ended in October 
and other income support 
programs will end next summer.

Once the programs are over, 
consumers will experience 
reduced disposable income 
and might cut back their 
spending in 2021. Moreover, 
Canadians may consider 
diverting discretionary income 
to a rainy day fund, rather than 
investing or making payments 
on their homes. 

0.4%
Mitigating factor: Workers most affected 
by the job crisis were already less likely to 
be homeowners.

One in five Canadians works in 
accommodation and restaurants, arts 
and entertainment, and retail sectors, 
the hardest hit by job losses this year. 
Just 55% of workers in these sectors are 
homeowners, compared with the Canadian 
average of 69%.

18-to-24-year-olds have been most 
affected by job losses. Young adults in this 
cohort are typically five to 10 years away 
from buying a first home.

Three million Canadians 
lost jobs

Canadians remain 
out of work. 24% 
of jobs have yet to 
be recovered.

720 thousand

Canada’s 
unemployment rate, 
which is expected 
to remain close to 
10% for some time.

9%

March SeptemberApril May June July August
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Uncertainty

Emotions play a big role in spending, and this is particularly true when 
it comes to housing. For homeowners, volatile stock markets and even 
lost income on investments may cause many to cancel or postpone 
discretionary spending on housing.  

Uncertainty, alone, is expected to contribute to much of the decline in 
the residential construction industry in the second half of 2020.

Mortgage rates

The ability to access money is key to spending on 
new homes or renovations. Currently, more than half 
of Canadian households have a mortgage. When 
recessions hit, central banks usually reduce prime 
rates, which trickles down to bank lending rates. 
The purpose is to encourage individuals to borrow 
money so they can continue to spend and keep the 
economy moving. Recent rate cuts will help counter 
some of the negative pressures on the industry.

0.25% 
The Bank of Canada‘s overnight 
rate since March, which was 
cut by 150 basis points. Credit 
supply may be strained, however, 
as the Canada Mortgage and 
Housing Corporation introduces 
stricter standards for high-
ratio mortgages.

7% 
Anticipated 
boost to 
housing starts 
over the next 
two years due 
to the positive 
effect of 
mortgage rate 
cuts. 
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Chicago Boards Options Exchange (CBOE) Volatility Index

On the CBOE 
Volatility Index, a 
record high, was 
reached in March, 
signaling a drop in 
investor confidence. 
The VIX is expected 
to remain high (20 
or above) for the 
rest of the year.

82.7
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Immigration

Canada relies on immigration for about 80% of its population growth, 
which in turn fuels the demand for new homes. The housing market has 
drawn much of its momentum from immigration in the past few years.

3 
years

50%

One in five homeowners was 
born outside of Canada

Immigrants typically purchase a first home a few 
years after their arrival. The impact of reduced 
immigration on housing may not be felt until 
late 2022.

Presumed decline in annual immigration  
to Canada in 2020 and 2021.

Delayed impact : Lower immigration flow means 
slower population growth and less demand for new 
homes in a few years.
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How long will it take 
residential construction 
to rebound?
Three growth scenarios offer a glimpse of 
the recovery in housing starts
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Baseline scenario
The baseline scenario shows a 
recovery to 2019 levels by early 
2022. Following a 4% decline 
in housing starts in 2020, and a 
further 14% decline in 2021, the 
industry will rebound with 17% 
growth in 2022.

Optimistic scenario
In this scenario, housing starts 
return to pre-crisis levels by 
late 2021, or 30% faster than 
our baseline scenario. Following 
a decline of 2% this year, the 
industry would see further 8% 
decline in 2021 and will rebound 
by 16% in 2022.  
This outlook presumes no repeat 
spike in investor volatility, and 
a return to pre-crisis levels 
of employment and working-
age population growth in 
half the time estimated in the 
baseline scenario.

Pessimistic scenario 
This forecasts a prolonged 
recovery with housing starts 
declining by 6% in 2020 and a 
further 21% in 2021. The industry 
wouldn’t rebound to its pre-
pandemic pace before 2025, 
growing 16% in 2022, and 5% 
in 2023.
This outlook presumes a second 
wave of the virus triggering 
another spike in investor 
volatility, and a decline in 
building permits in the second 
quarter of 2021. Recovery time 
for employment and working-
age population growth to pre-
crisis levels is double that of the 
baseline scenario.

Housing starts in Canada 
Quarterly, seasonally adjusted at an annualized rate

30% faster 50% slower
Optimistic scenario  
industry recovery time

Pessimistic scenario  
industry recovery time
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Different regions, 
different forecasts  
for housing starts

Alberta  
-23%

British 
Columbia   
-19%

Saskatchewan 
+42%

Quebec 
+16%

New 
Brunswick 
+30%

Manitoba  
-15%

Nova Scotia 
-6%

Ontario 
+14%

Alberta is expected to see the 
biggest decline in housing starts 
in 2020.

The projected decline in new 
home construction is less acute 
in provinces that have been 
suffering a housing shortage in 
recent years: Saskatchewan and 
New Brunswick.

Newfoundland 
and Labrador 
-6%

Prince 
Edward 
Island 
-5%
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Positioning your 
construction 
business for 
recovery
Embracing new trends on the horizon could help 
some construction businesses recover faster than 
others. Changing demographics, a rise in remote 
work, climate change and advances in technology 
create new challenges and opportunities in the 
residential construction industry.

Trends in the residential housing industry 

Intergenera-
tional homes 

Climate 
change

Digital  
technology

Suburban and 
rural living 

Challenge

Affordability is 
a concern for 
aging boomers, 
new Canadians, 
and young adults 
looking to break into 
the housing market.

Opportunity

A rising trend of 
multiple generations 
living under one 
roof for builders 
who can think “big” 
when remodeling 
or constructing 
new homes.

Challenge

Affordability is once 
again a factor as 
city home prices 
continue to rise out 
of reach for many. 

Opportunity

A trend toward 
remote work, with no 
commute required, 
is already seeing 
people fleeing 
the urban core for 
larger homes in 
the suburbs and 
rural areas.

Challenge

Buildings are 
responsible for 
between 25% and 
40% of global 
energy use. Building 
code changes 
that demand eco-
friendly structures 
are putting 
pressure and 
increasing costs 
for businesses.

Opportunity

Homebuilders 
who embrace 
green building 
standards carve 
out a high-end 
market niche for 
savvy consumers.

Challenge

Modelling software, 
3D printers and 
aerial drones can be 
costly investments 
for small businesses.

Opportunity

Forming 
collaborative 
partnerships and 
embracing these 
technologies will 
help homebuilders 
increase 
productivity 
and lower costs 
over time.
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How builders can stay 
ahead in a downturn

Build relationships
Establish and maintain good 
relationships with decision-makers 
in municipalities, contribute 
expertise to policy changes, 
and stay informed on building 
code developments to speed up 
approvals, land acquisitions and 
building permits.

 
Grow vertically
During a slowdown in housing 
construction, it’s good to have a 
backup plan. Consider expanding 
your business by becoming a 
holding company, a property 
manager, a land acquisition firm  
or a supplier to the industry. 

Create partnerships
Businesses that work together 
frequently – such as a contractor 
and an HVAC firm – can create 
formal partnerships to improve 
margins, boost business, share 
technology and find cost savings. 

 
Diversify
Even as new home construction 
slows, other areas in the broader 
construction sector may escalate. 
Examine how your business could 
fit into multi-unit construction or 
infrastructure projects.
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Methodology
BDC identified five main 
indicators that influence the 
level of housing starts (Arnold, 
2018; Conference Board, 2019; 
Joshi, 2019; Hua, 1996; O’Sullivan, 
2014). Using the Global Economic 
Model from Oxford Economics 
(OE), multiple univariate 
specifications that model the 
selected indicators in the short- 
and medium-term were examined. 
The variables used typically have 
a delayed impact on housing 
starts, with effects on the 
residential construction industry 
felt in subsequent quarters. A 
multivariate model specification 
composed of all selected drivers 
of housing starts generated the 
quarterly forecasts.

The OE uses an error correction 
methodology, where multiple 
time series estimate the speed 
a dependent variable returns 
to its equilibrium after an 
exogenous shock. This large-
scale macroeconomic model 
has the advantage of being 
comprehensive, as it includes 
thousands of macroeconomic 
variables. The data is provided 
on a quarterly basis at a country 
level and on an annual basis for 
the 10 provinces.

BDC is here to help.
We provide business loans and advice to help thousands  
of entrepreneurs just like you grow and better manage  
their company.

	 Discover our advisory solutions for entrepreneurs.

	 Find out how we can help with financing.

Ce document est aussi disponible en version française.
ISBN: 978-1-989306-52-9 

ST-OUTLOOKCONST-E2009

1-888-INFO-BDC (1-888-463-6232) 
info@bdc.ca 
bdc.ca

For more information
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