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Conference Presentation — Economic and Housing Market Outlook

24" Annual Hardlines Retail Conference “It’s All About The Experience”

e A turbulent world economy, affordability pressures and other risk factors reducing consumer confidence

e At the same time increased population and job growth elevating need for housing, renovation spending

e  Conference address by Peter Norman, VP & Chief Economist, Altus Group

e  This was Mr. Norman’s 10" address to the Hardlines Conference over the past 17 years

Synopsis

The international backdrop for Canada’s economic
performance continues to be a guessing game. There is
cautious optimism about potential world growth, with
the IMF forecasting a modest acceleration in 2020 after a
very weak 2019, but both of those estimates were revised
down recently reflecting the preponderance of global

risks weighing heavier on expectations.

Canada’s economy has seen an uneven start to the 2019
year. The first quarter was virtually flat and although the
second quarter jumped ahead at some 3.7% annualized, it
was mostly to do to special factors. On net, this resilience
is weakening, as global pressures, continued weakness in
housing and lingering troubles in the oil patch will
dampen GDP growth in the 2nd half and into 2020.

Nationally, strong labour force growth is matching recent
accelerating trends in population growth. Population
growth, thanks to international in migration, has been

fully 33% higher this year than the 10-year average.

Housing market expectations have been cautiously
optimistic so far in 2019. Starts are generally stable, but
resales have seen a sharp decline and then corresponding
rise since 2017 in sympathy to the stress test (those effects
are now done) and importantly, the sharp rise and

decline in interest rates over this period
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Going forward the housing starts forecast is very much
being influenced by contrasting factors: Economic
uncertainty alongside affordability concerns have some
buyers on the side-lines but lower mortgage rates and
increased population growth are bringing new buyers

into some key markets.

Home renovation spending reversed its long upward
course in 2018, primarily due to special factors in Alberta,
but continued to outpace new home construction. Total
residential renovation spending dropped to an estimated
$76.8 billion in 2018, a 5% decline in real terms from 2017.

Despite the decline, home renovation spending (included
repairs) still accounted for more than half of total
residential construction spending in Canada in 2018, and

is set to expand modesty in 2019 and 2020.
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If you have any questions, please reach out.

Peter Norman
Vice President & Chief Economist
Research, Valuation & Advisory

416-698-4653
peter.norman@altusgroup.com
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55+ - What Would a Global Recession Mean for the
Hardware Retailing Industry in Canada?

« Although Recession Risks are Rising, A Global
Recession Still Remote

« Trade Tensions; Brexit; Gulf Skirmishes all
Contributing to Risk

A Global Recession Would Mean Falling Employment
and Lower Incomes in Canada; Falling Consumer
Confidence; A Slump in Housing Investment

Canada Insulated from Last (08/09) Global Recession
Thanks to Soaring Commodity Prices: This is Not the
Case Today...
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Sharply Slowing U.S. and Risky International Context
Buffeting Canadian Economy

Year-to-Year % Change, GDP
60

Canada Economic
Outlook

2018

2016 [N =
2019 [ 5,

2017
2020

Year-to-Year % Change, GDP
60

50

40

0
AltusGroup

Ontario Economic
Outlook

2016 | O

2017

2013 I

2010 [
2020 |

alusgroucon R alus_grou;

-

4

Employment Growth (persons, 000s)

5 Year Mortgage Rate (banks, posted %)

Real Personal Dispasable Income per Capita (%)

Average
2008-17*

2018

Year-to-Year Change

2019f

AltusGroup

AltusExpertServices

* Annual average

alusgroup.con € alus_grou;

©@ EconomisiNoman

Source:

Consulting

5




11/14/2019

i L
Contributions to Canadian Economic Growth AltusGroup Job Growth Suddenly Soaring, Due to Ont. & Que. AltusGroup
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Home Resales and the Stress Test AltusGroup Home Resales and the Stress Test AltusGroup
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Recent Price Change, Existing Homes AltusGroup New Home Sales, Toronto AltusGroup
200 Y/Y % Change in Price, Monthly I 2-year price history (Sept. 2017-Aug. 2018) January-September
: I Sept. 2019 Y/Y price 3 40,000 0475
E 30,000 26331 25230
50 §§ I e . -
5&. 20000 | 15640 15619 14297 . 14,184
100 10000
o
50 2013 2014 2015 2016 2017 2018 2014 2015 2016 2017 2018 2019
0.0 N 24,000
5 o 270 106
& 18,000 1509 e
5.0 _g 11904 13,776 3
& 12,000 -
10.0 7455 65% 6656
X 6,000 2,749
o
-150 2013 2014 2015 2016 2017 2018 2014 2015 2016 2017 2018 2019
Canada Vancowver Calgary — Regna  Toronto  Ottawa Montreal Moncton — Guelph  Oakville
AltusExpert Services *Composite of nineteen (19) major markets AltusExpert Services
19
altusgroup.con (G Blus_grou; @ Economisthorman Source: Altus Group, MLS® HPI altusgroup.con @ alus_grou; @ Economisthorman Source: Altus Data Solutions

19 20

New Home Sales, Vancouver AltusGroup New Home Sales, Calgary AltusGroup
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ICI Construction Investment, Canada AltusGroup

ICI Construction Investment, Canada
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Moderating Housing Starts Forecast Ahead AltusGroup
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Forecast by Province Forecast by Province
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Residential Renovations Altus Group Alterations and Improvements, Composition AltusGroup

Residential Construction Spending, Canada, 2018, $Billions Alterations and Improvements, Canada, $2018, Billions

Alterations/
Improvements
$562

Total Total

Spending on New Spending on CESLELEIW Non-Residential
Dwellings Home $56.2 $20.2
$59.0 Renovations 1 (74%) (26%)
(43%) $77.0 :
(57%) Repairs

$190

Industrial
$2.3
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