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Government Policy Reinforces Shift Toward
Rentals as a Primary Source of Housing

Policy changes could help revive the development pipeline.
Elevated borrowing costs, construction inflation, and government
development charges have weighed on purpose-built rental develop-
ment in Toronto for several years, contributing to a sharp slowdown
in construction starts beginning in 2024. However, recent federal

and provincial government initiatives under the Development Charge
Reduction Program aim to reduce municipal fees and expand financial
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incentives for rental housing. While these measures are unlikely to ma- VACANCY
terially affect near-term deliveries, they will improve project feasibility 3.8% 80
and are likely to support long-term development.
Vacancy rate BPS increase Y-O-Y
Demand is expected to stabilize over the medium term. Im-
proving homeownership affordability, supported by lower home prices
and borrowing costs, is expected to temper rental demand at the margin RENT
in the near term. At the same time, slower immigration is expected to $1,925 0.6%

lead to modest population declines this year. However, elevated living
costs, as evidenced by an average home price still over $1 million, keep
homeownership out of reach for many. As population growth returns to
more typical levels later next year and into 2028, Toronto’s long-term
rental demand should remain firmly intact.

Average effective Increase Y-O-Y

rent by year-end
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Employment growth has moderated significantly after several years
of strong expansion, with total employment in Toronto largely
unchanged through the first half of 2026. Looking ahead, continued
hiring in finance and professional services, education, healthcare,
and real estate-related sectors should partially offset softer labour
demand in retail and other consumer-facing sectors, as well as in
tariff-exposed industries such as manufacturing and transporta-
tion. This will lead to a more measured pace of job creation.
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Apartment completions are projected to increase by roughly 45
per cent in 2026, reaching more than 5,000 units and trailing only
the record level delivered in 2023. However, a sharp decline in
housing starts last year suggests new supply will moderate over the
near term as developers continue to face challenging financing and
construction conditions. That said, recent federal and provincial
initiatives to reduce development charges should improve project
viability, helping sustain long-term supply growth.
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VACANCY

INVESTMENT HIGHLIGHTS

Vacancy has increased meaningfully but unevenly across the

market. Newly completed, higher-end apartment

experienced the largest increase, with vacancy reaching double-digit
figures among top-tier properties. In contrast, vacancy in lower-tier,
mainly older buildings remains tight at just 3.1 per cent, suggesting
the market’s affordability challenge has eased little despite the

recent increase in overall availability.
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Toronto’s rental market is undergoing repricing. After reaching a

five-year high of 10 per cent in 2023, annual rent

stalled and, in some cases, turned negative as increased deliveries
intensify competition and affordability hurdles erode tenants’ pur-
chasing power. Much of this adjustment has been concentrated in
newly completed, higher-priced buildings as operators compete for
renters, while more affordable legacy properties continue to benefit

from more stable demand.
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buildings have

« Following three years of subdued investment activity,
the market has begun to recover. The apartment
transaction count increased by 57 per cent over the year
ended June, driven largely by properties valued above

$10 million. This pushed dollar volume up nearly 60 per
cent. Improving financing conditions and greater price
rediscovery have brought buyers back to the market,
particularly for well-located, stabilized assets.

«Values have reset following the rapid increase in
borrowing costs. Average apartment pricing has
moderated from the record levels reached in 2022,
while cap rates have expanded, improving going-in
yields for investors. Although liquidity remains healthy,
buyers have become selective, resulting in a wider bid-
ask spread and greater demand for more affordable,
value-add opportunities. This shift has been reflected in
deal counts, with mid-tier apartment assets accounting
for most of the investment volume over the past year.

26* « Despite near-term supply headwinds and some
short-term immigration challenges, Toronto remains
one of North America’s most compelling investment
markets. A nation-leading and growing economy,
high barriers to homeownership, and a return to more

growth has since
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typical population growth by 2028 are expected to
support long-term occupancy and rent growth. This will
reinforce investor demand once the current supply wave
is absorbed. In addition, the shrinking condominium
development pipeline is expected to limit future
additions to the secondary rental market, providing an
additional tailwind for apartment fundamentals.
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The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no representation, warranty or
guarantee, express or implied, may be made as to the accuracy or reliability of the information contained herein. Metro-level employment growth is calculated based on the last month of the quarter/
year. Sales data includes transactions sold for $1 million or greater unless otherwise noted. This is not intended to be a forecast of future events and this is not a guarantee regarding a future event.
This is not intended to provide specific investment advice and should not be considered as investment advice. Sources: IPA Research Services; Altus Data Solutions; Capital Economics; CMHC; CoStar

Group, Inc.; Oxford Economics; Statistics Canada
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