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Introduction and Summary 
 
Buying a home - and especially the first-time purchase - is a landmark event in our lives. For many 
of us, it is one of the most challenging decisions to make. 
 

 The stakes are high, financially and in the impacts on our quality of life. 
 The issues that affect the decision are complex. 
 The personal impacts are very long-lasting, and there is a very strong sense of uncertainty 

about the future (about what we will need, about what our financial capacities will be, and 
about whether the purchase will ultimately prove to be a good decision). 

 The market environment in which we make those decisions is often highly-pressurized, 
forcing us to make decisions quickly but at the same time carefully. 

 The available and achievable options all-too-often don’t map very well against our hopes 
and expectations, and we have to make trade-offs between alternatives that are imperfect.  

 
I bought my first home on my 28th birthday (in 1983), and I still remember that experience vividly. 
The process was hard work, scary, challenging, and exhausting. It’s even more difficult for today’s 
first-time home buyers. (My first home was a single-family house that had been duplexed. I had 
a 1-bedroom apartment on the second floor, the first floor and basement were rented to a young 
family.) 
 
At the dog park, I sometimes meet young people (usually couples) who have recently bought their 
first home. If they’re agreeable, I quiz them about their experiences. I have learned that there are 
a lot of different ways that those decisions get made. Often, the buyers have made careful 
calculations which, to be honest, are a lot more sophisticated than mine were 38 years ago.  I’ve 
noticed three major types of calculations: 
 

 Budgeting and affordability (what level of monthly costs can I/we afford?). 
 Comparing the costs of owning versus renting. 
 Looking at housing as an investment – is it better to rent-and-invest or to buy a home? 

 
In addition to the various calculations, there is some reliance on intuition (especially a belief that 
in the long-term, they will be better off as owners than as renters), and there are cultural factors 
(encouragement from important people in our lives).   
 
Historically, a very large majority of us have been happy-enough with the decisions that we have 
made in challenging situations. Maybe that’s just luck – after all, during the past two decades 
interest rates have trended downwards and home values have increased very rapidly. That very 
favourable combination might have papered-over some bad decisions. But, I don’t think it’s just 
luck. Based on four decades of observations, I am comfortable that high stakes and hard work 
have caused most home buyers to make decisions that would have been in their best interests 
regardless of the price growth that occurred.  Moreover, and this is the point of this report, on 
multiple occasions my research has told me that home ownership is financially better than renting, 
for home buyers who expect to stay in the homes for long periods of time (say, for more than five 
years, and in this report it is assumed that home owners stay in their homes for 10 years. For 
people who move frequently, renting may often be a better choice financially.)  This research 
report compares the costs of owning and renting in four different ways: 
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 Using the most recent data, what does the comparison show for the cost of owning a home 
versus renting the same dwelling? 1 

 Looking backward: during the recent past, what have been the initial (first-month) costs of 
buying a home versus renting a similar dwelling and how has that evolved over time? 

 Looking forward, for someone buying a home now, how might the costs of home 
ownership compare to the costs of renting the same dwelling during the coming decade? 

 Then, for that 10-year period (at which time the dwelling would be sold), how might home 
ownership perform if it’s looked at as an investment? 

 
This research utilizes a unique and powerful dataset: 
 

 The dataset provides estimates of “fair market value”, market rents, and property taxes, 
for communities across Canada, for seven different house types.2  

 That database provides 278 different combinations (“cases”) of locations and types of 
dwellings, for which all three data elements are available. The distribution of the sample 
(by province and dwelling type), is summarized in the Appendix, in Table A-4. 

 In addition to this dataset, estimates are employed for other components of housing costs 
(utilities, repairs by home owners, home owners’ insurance, and condominium fees). 
These cost factors were derived via analysis of Statistics Canada data on consumer 
spending.  

 All of these cost factors have been updated, using data on inflation and housing market 
data from various sources. 

 In addition, analysis of ownership costs includes calculations of mortgage costs, using my 
estimates of typical “special offer” interest rates that are advertised by major lenders (for 
5-year fixed rate mortgages – lower interest rates can often be negotiated).  

 
In this report, results are summarized as the averages for the 278 cases. There is no pretense 
that the averages provide exact all-of-Canada data. That said, the data covers a wide range of 
conditions, across six provinces. More detail is provided in tables in the Appendix. 
 
This report has been sponsored by Royal LePage Real Estate Services/Bridgemarq Real Estate 
Services. The opinions and conclusions in this report are those of the author and do not 
necessarily reflect those of Royal LePage Real Estate Services/Bridgemarq Real Estate Services.  
 
 
About the Author 
 
Will Dunning is an economist, and has specialized in the analysis and forecasting of housing 
markets since 1982. Since the fall of 2000, I have operated a consulting company that specializes 

 
1 This is a strong assumption, that people will compare the same choices for owning versus renting. The second last 
page of the Appendix provides some quick thoughts on this. 
2 The seven house types are described on the last page of the Appendix to this report. The dataset originated in the 
Royal LePage Survey of Canadian House Prices, a quarterly data report that was terminated in 2014, when the 
methodology was changed.  That dataset was created from the opinions of real estate professionals across the 
country. Since then, methodologies for estimating pricing have become more rigorous and no doubt more reliable. 
Yet, even though this dataset is opinion-based, its unique combination of data elements makes it, in my opinion, 
reasonably useful as a research resource. Therefore, since 2014 I have curated that data, updated it, and used it in 
several reports that would otherwise have been extremely difficult to do.   
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in housing market analysis.  Clients of Will Dunning Inc. have covered a wide range of interests, 
including: 
 

 Departments and agencies in federal, provincial and municipal governments. 
 Non-governmental organizations, including non-profit advocacy groups, agencies, and 

industry associations.  
 Private sector clients include financial institutions, builders, investors, investment and 

asset managers, and law firms.  
 
 
Disclaimer 
 
This report has been compiled using data and methods that are believed to be reliable. Will 
Dunning and Will Dunning Inc. accept no responsibility for any data or conclusions contained 
herein. 

 

The Highlights 
 
The dataset of 278 cases has been used to compare the costs of owning versus renting, as of 
2021-Q2. This is discussed in the first major section below “Looking at First-Month Costs”.  
 
In a large majority of the cases, it costs more to own than to rent a similar dwelling. In these 
calculations it is assumed that the home buyer makes a 20% down payment and the initial 
mortgage is equal to 80% of the value of the home. 
 

 When mortgage costs are based on a 25-year amortization period, ownership costs are 
higher than rental costs for 220 out of 278 cases, or 79%. The average gap is quite large. 
In the first month, it averages $705 (based on a total ownership cost of $3,499 per month 
versus a rental cost of $2,795).  

 Based on 30-year amortization, the costs of ownership are reduced (averaging $3,183 
versus the rent of $2,795), and therefore the gap is smaller, at $388 in the first month. In 
this scenario, the cost of ownership exceeds the cost of renting for 191 of the 278 cases 
(69%). 

 
But, there is a further consideration, and some home buyers explicitly consider this: the mortgage 
payment includes repayment of principal. Based on 25-year amortization, in the first month, the 
average repayment for the 278 cases is $1,473 (the amount is smaller with 30-year amortization, 
at $1,157). While the home owner has to make the complete payment, the principal repayment 
component isn’t really a cost, it is a form of saving (which we often think of as “forced saving”). 
The home owner can calculate a “net cost” (which takes out the amount of principal repayment).  
On average, across the 278 cases, the net cost of ownership is $2,026 in the first month, which 
is $769 less than the cost of renting. Out of 278 cases, the net cost of owning is lower than the 
cost of renting in 253 cases (91%), and renting is less costly in only 25 (9%) of the cases.  
 
The estimates for the 278 cases are shown in Appendix Table A-1. 
 
In some places, I refer to this figure (the difference between net ownership costs versus renting) 
as the “ownership advantage”.  Based on these calculations, home ownership starts to make 
sense financially. But, the total cost of ownership is still quite challenging, due to the very large 
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amounts of forced saving that are required. Moreover, the very large required down payments are 
challenging. 
 
The second major section of the analysis, “Comparing First Month Housing Costs During the 
Recent Past” looks at changes in the cost relationships.  
 
This analysis is based on purchases that might have occurred during each quarter from the start 
of the dataset in 2014-Q4 until 2021-Q2. For each quarterly period, the first-month costs are 
calculated for owning versus renting. These estimates show that the cost differentials have varied 
over time. 
 

 In the last period, the calculated gap between total ownership costs versus renting was 
the largest of the entire analysis period. This happened because required principal 
repayments were extremely large. 

 On the other hand, looking at the net cost (which takes out the forced saving that is 
associated with repayment of principal) the ownership advantage was extremely large at 
the end of 2020 ($1,030, versus an average of $630 for the entire period). It was reduced 
in the first and second quarters of this year, but was still larger than average ($769 in 
2021-Q2). 

 
A chart in the body of this report contrasts the quarterly estimates of the ownership advantage 
with the housing sales rates reported by the Canadian Real Estate Association (“CREA”). That 
analysis shows a quite close relationship, with the result that a record high “ownership advantage” 
in the last quarter of 2020 is associated with a record high sales rate in the following period (2021-
Q1). This perspective, comparing the costs of owning and renting, shows that the frenetic market 
seen recently has been driven by Canadians pursuing what they see as their best interests, in 
exceptional circumstances that provided opportunities to buy homes. 
 
Looking at the past is interesting, and here it provides encouraging news, but it doesn’t necessarily 
tell us about the future relationship between owning and renting.  The third major section of 
analysis “Projecting Future Costs for Purchases Made Now” assumes that a purchase was 
made in 2021-Q2 and creates scenarios for housing costs during a 10-year period.  In these 
projections, most of the costs are assumed to increase by 2.5% per year. Mortgage payments, of 
course, are not automatically inflated. For fixed-rate mortgages, the payment (based on the 2021-
Q2 average interest rate of 2.186667%) stays the same for the duration of the term, and then a 
mortgage renewal will determine the future cost.  In this analysis, it is assumed that the initial term 
is five years, and then the mortgages are renewed at either 2.80% (the average of my “opinion-
estimates” of typical rates for 2014-Q4 until 2021-Q2) or 3.62% (which was the highest opinion-
estimate during that period). 
 
The result of fixed mortgage payments is that during the initial term of the mortgage, the total cost 
of ownership rises more slowly than the rent, and home ownership becomes increasingly 
advantageous. The calculations change at the time of renewal.   
 
The body of this report discusses the projections at a high level, concluding that for the entire 
projection period: 
 

 Total ownership costs will exceed total rental costs in most of the cases.  



 

Comparing Home Ownership versus Renting                  Page 5 

 But, the net costs of ownership (after adjusting for the forced saving due to principal 
repayment) are less than rental costs, and by large amounts for most cases. This is still 
the case even when the mortgage is renewed at the higher interest rate of 3.62%.  

 
Table 6 shows the averages of the projected costs for each of the six provinces that are included 
in the dataset. Detailed data in Appendix Table A-2 shows the results for the 278 cases (the 
average monthly costs during the projection period, for the housing cost scenarios).   
 
A further point that is occasionally discussed is that the buyers invest considerable amount of 
capital in home ownership, including the down payments, closing costs, and then the amounts by 
which total monthly costs exceed the cost of renting. Sometimes it is argued that people would 
be better off by investing that capital in other ways. In the fourth major analysis section “Home 
Ownership as an Investment”, this is investigated by calculating rates of return for invested 
capital for each of the 278 cases for the coming 10-years. These calculations build on the cost 
projections in the prior section, and add: 
 

 The initial investment includes the 20% down payment and a 2% allowance for acquisition 
costs. 

 Excess costs (the differences between the total costs of ownership versus renting) are 
treated as a further investment of capital. At the end of the 10 years, the property is sold.  

 A range of assumptions is used for the total change in value during the period (from -30% 
to +30%, in increments of 10 points). 

 In addition, a disposition cost is deducted, at 6% of the value.  
 
These projections indicate that even with price drops of 10%, about one-half of the 278 cases 
would be break-even as investments, and with no growth of home values, most purchases would 
generate a positive rate of return on investment. Home ownership can be justified financially 
without making aggressive assumptions about future growth of values.  
 
The final major section of this report “Government Policies Are Getting in the Way” briefly 
explores some implications for federal government policies. Two related policy recommendations 
are offered: 
 

 The interest rate used in the mortgage stress tests needs to be substantially reduced, to 
the maximum rate reported by the Bank of Canada in its official data for new mortgages 
with terms of five years or longer (since the start of 2013, the highest rate has been 
3.76%). 

 30-year amortization periods should be allowed for insured mortgages. This should be just 
the first step in a national conversation about mortgage amortization. 

 
The last page of this report argues that during the past 13 years, a cascading series of government 
policies related to mortgages has made it increasingly difficult for Canadians to make home 
buying choices that they believe are in their own best interests. That 13-year series of policy 
changes hasn’t solved housing problems in Canada: the policy actions are an important cause 
for the worsening that has occurred, and they have harmed Canadians. It’s time for a reset.  
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Looking at First-Month Costs 
 
Table 1 (on the next page) summarizes the results of the analysis, as of the final data point for 
the estimates (the second quarter of 2021).  These estimates indicate that on average for the 278 
cases, the total cost of renting (including utilities3 paid by the tenants) is $2,7954.  Assuming that 
the home buyer makes a 20% down payment, the total cost of owning (based on mortgage 
payment, property taxes, home owners’ insurance, repairs and maintenance, utilities, and 
condominium fees5) is $3,499 (based on a 25-year amortization period for the mortgage) or 
$3,183 (based on 30-year amortization).  As is shown in the second last row of this table, the 
monthly cost of owning (as of 2021-Q2) is on average $705 per month more expensive than 
renting similar dwellings (based on 25-year amortization) or $388 more expensive (based on 30-
year amortization). 
 
These initial calculations look at the very first month in which the person (or people) live in dwelling 
that they either own or rent. This analysis is as of the second quarter of this year. Later steps 
extend the analysis. 
 

 The next section looks at first-month costs for earlier periods. For example, if someone 
bought in 2014-Q4 based on the conditions that existed at that time, how would the initial 
monthly cost of ownership compare to the cost that would result if they rented the same 
dwelling? And so on, for each quarterly period from 2014-Q4 to 2021-Q2. 

 Then, the section titled “Projections…” does a different analysis: if a dwelling is purchased 
(or rented) in 2021-Q2, how would the costs change for the person that is owning or renting 
that dwelling, during a period of 10 years.   

 
Another step in the analysis is useful (and is important in understanding housing costs). The 
monthly mortgage payment consists of a mix of interest and repayment of principal. The 
repayment part of the payment should be seen as a form of saving rather than as a cost – yes, 
the home owner needs to make the complete payment, including both interest and principal 
repayment, but the principal repayment adds to the home owner’s bottom line, because debt is 
reduced. As is shown in Line 10 of the table, very large amounts of principal are repaid each 
month (more than one-half of the total mortgage payments, as shown in Line 11).  
 
In this perspective, the cost of finance is the interest part of the payment only, not the total 
mortgage payment. Therefore, Line 18 in the table shows a recalculated owner’s cost that 
excludes the “forced saving” that results from principal repayment. On this adjusted basis, home 
ownership ($2,026 in the first month) is much less costly than renting ($2,795) – a difference of 
$769 dollars per month (as shown in the last line of the table).  
 
While these calculations indicate that the “true” cost of home ownership (excluding principal 
repayment) is in general much lower than the cost of renting equivalent dwellings, the home owner 
has to be able to make the total payment: the very large amounts of mortgage principal that must 
be repaid each month are a significant barrier to home ownership. 

 
3 Estimated costs for utilities include water, fuel, and electricity. 
4 Estimated rental costs do not include any allowance for tenants’ insurance. 
5 Condominium fees are included in the calculations for three of the seven types of dwellings (town homes and the 
two types of condominium apartments). The average monthly cost shown in the table ($147) is based on all of the 
278 cases. For 111 cases for which a non-zero cost was included, the average monthly cost for condominium fees as 
of 2021-Q2 was $368.  
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Table 1 
Comparing Monthly Costs of Owning versus Renting as of 2021-Q2 

Line 
Number 

Line Item Averages for 278 Cases 
25-year 

Amortization 
30-year 

Amortization  
Renting 

1 Estimated Rent $2,515 
2 Utilities $280 
3 Rental Cost $2,795  

Owning 
4 Purchase Value $733,459 
5 Down Payment $146,692 
6 Initial Mortgage Principal $586,767 
7 Mortgage Interest rate 2.19% 
8 Mortgage Payment $2,538 $2,221 
9      Interest Component $1,064 $1,064 

10      Principal Repayment $1,473 $1,157 
11      Principal as % of mortgage payment 58.1% 52.1% 
12 Property Taxes $384 
13 Home Owners' Insurance $91 
14 Homeowners' Maintenance and Repairs $60 
15 Utilities $280 
16 Condo Fees $147 
17 Total Owners' Cost $3,499 $3,183 
18 Owners' Cost Excluding Principal Repayment $2,026  

Comparisons 
  

19 Total Owners' Cost versus Renting $705 $388 
20 Net Owners' Cost versus Renting -$769 

Source: calculations by Will Dunning Inc. 
Note: totals might not add, due to rounding 

 
 
The results vary across the 278 cases that are used in this analysis. The next table summarizes 
the results. As is shown in this table, the total monthly cost of ownership exceeds the cost of 
renting equivalent dwellings in most cases. On the other hand, after ownership costs are adjusted 
for the forced saving that results from principal repayment, the cost of ownership is more than the 
cost of renting for only 9% of the cases, and ownership costs less than renting for a large majority 
(91%) of the cases.   
 
In the Appendix to this report, a long table (Table A-1) provides the estimates (as of 2021-Q2) for 
each of the 278 cases. 
 

Table 2 
Summary of Cost Comparisons for 278 Housing “Cases”, as of 2021-Q2 

 Number (out of 278) % of 278 Cases 
Total Cost of Ownership Exceeds Rental 
Cost, Based on… 

  

     25-year Amortization 220 79% 
     30-year Amortization 191 69% 
Net Cost of Ownership (Adjusted for 
Principal Repayment) Exceeds Rental Cost 

25 9% 

Source: calculations by Will Dunning Inc. 
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The next table summarizes the results, showing average estimated costs for the six provinces 
that are represented within the data, as of 2021-Q2. These averages are unweighted, and 
therefore represent only the cases that are included in the dataset. They are not intended to 
represent the “true” averages for each of the provinces or the entire country. That said, I am 
comfortable that these estimates reasonably approximate the “true” comparative housing costs 
for the country. As is shown in the last column of the table, the calculated “ownership advantage” 
(the difference between the net ownership cost versus the cost of renting) is largest in 
Newfoundland ($2,380) and smallest in New Brunswick ($313).   
 

Table 3  
Comparison of Monthly Housing Costs for 278 Cases  

in Six Provinces, as of 2021-Q2 

Region 
Total Rental 

Cost 

Total Ownership 
Cost (25-year 
Amortization) 

Total Ownership 
Cost (30-year 
Amortization) 

Net 
Ownership 

Cost 

“Ownership 
Advantage” 

Alberta $2,239 $2,272 $2,101 $1,476 $763 
New Brunswick $1,745 $2,123 $1,974 $1,432 $313 
Newfoundland $3,816 $2,181 $2,021 $1,436 $2,380 
British Columbia $3,196 $5,150 $4,627 $2,716 $480 
Ontario $3,055 $4,370 $3,967 $2,496 $559 
Quebec $2,312 $2,514 $2,297 $1,506 $806 
All 278 Cases $2,795 $3,499 $3,183 $2,026 $769 
Source: calculations by Will Dunning Inc. 

 
 
In this table, the estimates for 2021-Q2 are summarized by types of dwellings.  
 

Table 4 
Comparison of Monthly Housing Costs for 278 Cases  

By Type of Dwelling, as of 2021-Q2 

Region 
Total Rental 

Cost 

Total Ownership 
Cost (25-year 
Amortization) 

Total Ownership 
Cost (30-year 
Amortization) 

Net 
Ownership 

Cost 

“Ownership 
Advantage” 

Detached 
Bungalow 

$2,503 $3,164 $2,874 $1,816 $687 

Executive 
Detached Two-
Storey 

$3,251 $3,990 $3,612 $2,233 $1,018 

Luxury 
Condominium 
Apartment 

$3,123 $3,750 $3,423 $2,226 $896 

Senior Executive $4,163 $5,484 $4,942 $2,964 $1,198 
Standard 
Condominium 
Apartment 

$1,915 $2,296 $2,126 $1,502 $413 

Standard 
Townhouse 

$2,074 $2,634 $2,420 $1,639 $435 

Standard Two-
Storey 

$2,661 $3,304 $2,999 $1,885 $776 

All 278 Cases $2,795 $3,499 $3,183 $2,026 $769 
Source: calculations by Will Dunning Inc. 
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Comparing First Month Housing Costs During the Recent Past 
 
The dataset has an initial effective date of 2014-Q4. This section provides estimates of housing 
costs for each quarter from 2014-Q4 to 2021-Q2. 
 
During that period, the average 
house price for the 278 cases 
increased at an average 
(annualized) rate of 8.0%. By 
contrast, the average rent rose 
by an average of 2.8% per 
year6. (In this chart, property 
values and rents are shown 
using scales that are 
proportional, to illustrate the 
extent to which property prices 
have grown much more rapidly 
than rents). 
 
Growth rates for property 
values and rents have varied across the country, The next table shows the growth rates for the 
six provinces that are covered in the dataset. This data indicates that property values have grown 
much more rapidly than rents in four of the six provinces (the exceptions being Newfoundland 
and Alberta, where the collapse of oil prices resulted in weak home buying for much of the period). 
 

Table 5 
Annualized Growth Rates for Property Values and Rents  

for 278 Cases in Six Provinces, 2014-Q4 to 2021-Q2 

Region 
Average Property 

Value 
Average Rent 

Alberta -2.8% -2.7% 
New Brunswick 6.1% 3.5% 
Newfoundland -1.1% 1.0% 
British Columbia 9.2% 4.6% 
Ontario 11.6% 4.1% 
Quebec 5.5% 2.1% 
All 278 Cases 8.0% 2.8% 
Source: calculations by Will Dunning Inc. 

 
 
The extremely rapid growth of property values has generated a lot of concern, from multiple 
perspectives, and especially about affordability and the severe challenges faced by young 
Canadians who would like to buy their first home. 
 

 
6 The average 2.8% rate of rent increase is calculated from the annual rental market surveys by Canada Mortgage 
and Housing Corporation for October 2014 to October 2020, supplemented by more recent data from Statistics 
Canada’s Consumer Price Index. Rates of increase vary by location. 
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Mortgage interest rates have 
varied over time. As of the start 
in 2014-Q4, my opinion-
estimate of typical mortgage 
interest rates (for 5-year fixed-
rate mortgages, advertised by 
major lenders) was 3.18%. 
Interest rates have been 
sharply reduced, to an 
extremely low 1.78% as of 
2021-Q1. There was a rise in 
the final quarter, to 2.19%. For 
a brief period (late 2017 to early 
2019), rates had been 
comparatively high. For the 
entire period, the average was 
2.8%. 
 
This chart shows the estimated 
monthly housing costs for each 
of those quarterly periods (the 
basis of the calculation is – if a 
home was purchased during 
each period, what would be the 
housing costs in the first month 
for that period?).  
 
 
 
 
 
 
 
 
These estimates indicate that 
(on average for the 278 cases) 
for buyers who make 20% down 
payments and take a 25-year 
amortization period, the total 
monthly costs of ownership 
have exceeded the costs of 
renting equivalent dwellings for 
the entire period. Over the 
entire period, the cost of owning 
exceeded the cost of renting by 
an average of $394 per month. 
As of the final datapoint in 
2021-Q2, the difference was 
very large, at $705 per month. 
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For a buyer who takes a 30-
year amortization period, the 
ownership costs are often 
higher than the cost of renting, 
but by smaller increments. For 
the entire period, the difference 
was $160 per month. As of the 
final datapoint, the difference 
was $388. 
 
 
 
 
 
 
But, when the cost of home 
ownership is looked at on a 
“net” basis (which excludes the 
forced saving that results from 
repayment of mortgage 
principal), the cost of home 
ownership has been 
considerably lower than the 
cost of renting. On average 
over the entire period, the 
“effective” cost of owning was 
been $630 per month lower 
than the cost of renting. The 
“home ownership advantage” 
has been even larger in recent 
times ($1,030 in 2020-Q4). For 
2021-Q2, even in the face of higher prices and increased interest rates, the home ownership was 
still very large, at an average of $769 per month  
 
The difference between the 
total cost of home ownership 
versus the “net” or “effective” 
cost is, of course the amount of 
mortgage principal that is 
repaid each month. On 
average, across the 278 cases, 
as of 2021-Q2, $1,473 in 
mortgage principal is repaid in 
the first month (for a 25-year 
amortization period; for a 30-
year amortization, the amount 
is lower, at $1,157 as of 2021-
Q2). Once mortgage payments 
commence, the monthly 
amounts of interest paid are slowly reduced and the amounts of principal repaid slowly increase. 



 

Comparing Home Ownership versus Renting                  Page 12 

Therefore, after the purchase is made, the ownership advantage will tend to rise gradually over 
time (before consideration is given to changes in rents).  
 
 
Some Implications 
 
These estimates indicate that the effective cost of home ownership is much lower than the cost 
of renting equivalent dwellings.7 Yet, there is a great deal of concern in Canada about the 
affordability of ownership. From this perspective, the challenges that buyers face aren’t so much 
the “effective” (or “net”) cost, but the extremely large amounts of forced saving that are required, 
as well as the increasingly large down payment requirements.  
 
The average buyer in this analysis might have a total income in the area of $150,000 (roughly 
one-quarter of the average mortgage amount). Required incomes vary, of course. Appendix Table 
A-6 provides approximate estimates of required incomes for each of the seven dwelling types, for 
the six provinces and for the total (the incomes required are calculated based on one-quarter of 
the mortgage amounts). Those income requirements range from about $40,000 to more than 
$400,000.  
 
Let’s do some simple calculations to illustrate the consequences (as of 2021-Q2): 
 

 The total cost of ownership (based on 25-year amortization) is 28% of the owner’s income. 
 Based on 30-year amortization, the total cost is 25% of income. 
 The rate of forced saving that results from principal repayment is about 12% of income 

based on 25-year amortization or 9% based on 30-year amortization. 
 The net or effective cost of home ownership is about 16% of income. 
 The cost of renting (including tenant-paid utilities) is about 22% of income. 
 Another calculation (to be explored in a later section, on government policies) is that if 

mortgage costs are calculated using the interest rate that is currently required by the 
mortgage stress tests (5.25%), the calculated total cost of ownership would amount to 
about 36% of income based on 25-year amortization or 33% based on 30-year 
amortization.  

 
A further challenge is that large price rises mean that much larger down payments are required. 
At current prices, a 20% down payment is equal to about a full year of income for the person or 
family that might be a candidate to buy the property. 
 
Yet, despite the challenges of the high total cost of ownership and large required down payments, 
Canadians are buying homes in very large numbers.  Some of them might be making the explicit 
calculations of net ownership costs versus rents (the first couple I quizzed at the dog park had 
done exactly that).   
 
I understand that for many buyers, their analysis is less complicated than the theoretic ideal, and 
will often be considerably more intuitive (such as a belief that home ownership is better than 
renting). This analysis indicates that even though decision-making might be less robust than I 

 
7 The second last page of the Appendix briefly considers that many people would rent a different dwelling than they 
would own. But, it concludes that in order to draw useful conclusions on owning versus renting, it is reasonable to 
assume that consumers choose between identical dwellings.   
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would prefer, the estimates that were developed in this section (and in a later section on 
Investment Analysis) suggest that the intuition is basically correct.  
 
This chart contrasts the cost 
advantage of home ownership 
(the difference between renting 
minus the net ownership cost), 
versus the rates of sales of 
resale homes, as reported by 
the Canadian Real Estate 
Association (expressed as 
“seasonally-adjusted annual 
rates”, or “SAAR”). This chart 
hints that there is a relationship 
between net costs and the 
sales rates.  
 
For example, the cost 
advantage was at its highest 
level in 2020-Q4 and sales were at their highest level in 2021-Q1. Then, the cost advantage was 
reduced in the first and second quarters of this year, and the sales rate has slowed. Similarly, in 
the middle of the chart, the cost advantages were relatively small and the sales rates were 
correspondingly low.  In this chart, there was one period (the second quarter of 2020, when the 
ownership advantage was increasing yet the sales rate fell. This one exceptional event does not 
disprove the theory, it just illustrates one of the very many extreme consequences of a global 
health emergency. 
 
A statistical analysis shows a quite strong relationship, that sales in each quarter are closely 
related to the “ownership advantage” in the previous quarterly period. 8  
 
 
There is an implication that we really need to have a national conversation about the impacts of 
the very high forced savings rate, which limits the abilities of Canadians to pursue their best 
interests in the housing market.  
 

  

 
8 In a regression analysis that looked at sales in each quarter versus the cost advantage for the prior quarter, the 
adjusted r-square statistic was 60%, which is quite good for a single-variable analysis. Similarly, the t-statistic of 6.2 
shows a very strong relationship. 
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Projecting Future Costs for Purchases Made Now 
 
After a home is purchased, the mortgage payment will generally be flat for a period of time. Other 
costs of ownership will tend to rise.  For renters on the other hand, there is an expectation of 
annual cost increases. 
 
The consequence is that in the years after the home is purchased, the total cost of ownership will 
tend to rise less quickly than rents (and therefore ownership becomes increasingly advantageous 
relative to renting).  
 
This section develops simulations that start in 2021-Q2 and assume that rents and the variable 
ownership costs will rise by 2.5% per year. (This is a conservative assumption, which might, based 
on past experience, understate the benefit of home ownership: during the prior analysis period of 
2014-Q4 to 2021-Q2, the average rent across the 278 cases increased by 2.8% per year and the 
non-mortgage ownership costs increased by 1.7% per year.)  
 
Mortgage costs are assumed to be flat for the first five years (since most mortgage borrowers 
take 5-year fixed-rate mortgages). After five years, the mortgage is renewed, and the payment is 
recalculated based on how much is still owed (and how much time remains in the amortization 
period). Two scenarios are developed, with the interest rate at renewal at either 2.80% (which is 
the average for the analysis period of 2014-Q4 to 2021-Q2) or 3.62% (which was the highest 
quarterly average rate seen during the analysis period). 
 
To manage the number of scenarios, all of the calculations assume 25-year amortization periods. 
 
In these calculations, a renewal after five years at a rate of 2.80% (versus the initial 2.19%) would 
cause the mortgage payment to rise by 5.7%. A renewal at 3.62% would increase the mortgage 
payment by 13.7%. 
 
A wrinkle in the calculations is that as the mortgage is repaid, the amounts of interest paid per 
month will fall gradually. This means that the net cost of ownership (excluding principal 
repayment) will actually tend to fall gradually over time.   
 
The results of the simulations are summarized in two charts and then a table.  
 
The first chart shows that with a 
renewal in five years at an 
interest rate of 2.80%, the cost 
of ownership will increase. 
Even so, the gap between the 
total cost of ownership versus 
renting will have been reduced 
(from an average of $705 at the 
start of the period to $610 in 
2026-Q2). At the end of the 
projection period, in 2031-Q1, 
the gap will be $351.   
 
For the 10-year analysis period, 
the average cost of home 
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ownership is $3,698 per month (as is shown in the second data column in the table below). This 
is $538 per month higher than the average cost of renting ($3,160). But, after making an 
adjustment for repayment of principal the average net cost of home ownership is $2,096 per 
month, or $1,064 per month lower than the cost of renting for the same period.    
 
This chart looks at a scenario in 
which the mortgage is renewed 
at the highest interest rate that 
has been seen in recent times 
(3.62%). In this scenario, the 
large rise for mortgage costs 
means that the gap between 
the total cost of owning versus 
renting will jump by a larger 
amount when the renewal 
occurs. From the initial gap of 
$705 per month in 2021-Q2, the 
gap will increase to $811 in 
2026-Q2. But, by the end of the 
analysis period, it will have 
been reduced to $553 per month.  
 
For the entire period, in this scenario with a renewal at 3.62%, the total cost of ownership will 
average $3,799 per month, which is $639 more than the average rental cost. But, after adjustment 
for repayment of principal, the average net cost of ownership is $2,251 per month, which is $909 
less than the cost of renting. 
 
To recap: in both of these scenarios for mortgage renewal, over a 10-year period, the average 
cost of home ownership is substantially lower than the cost of renting an equivalent dwelling, once 
repayment of mortgage principal is taken into account. 
 
This table summarizes the average results for the provinces. The Appendix provides a detailed 
table (Table A-2) with the results for the 278 cases.  
 

Table 6  
Scenarios for Average Monthly Housing Costs  

During 2021-Q2 to 2031-Q1, for 278 Cases 

Region 
Total Rental 

Cost 
Total Ownership Cost  Net Ownership Cost 

Renew at 2.80% Renew at 3.62% Renew at 2.80% Renew at 3.62% 
Alberta $2,532 $2,429 $2,484 $1,564 $1,648 
New Brunswick $1,973 $2,279 $2,326 $1,527 $1,600 
Newfoundland $4,315 $2,335 $2,386 $1,525 $1,604 
British Columbia $3,614 $5,396 $5,562 $2,749 $3,006 
Ontario $3,454 $4,612 $4,740 $2,575 $2,773 
Quebec $2,614 $2,666 $2,735 $1,569 $1,676 
All 278 Cases $3,160 $3,698 $3,799 $2,096 $2,251 
Source: calculations by Will Dunning Inc. 
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Home Ownership as an Investment 
 
To this point, the analysis has looked at monthly housing costs, and concluded that in most 
circumstances, home ownership costs less than renting.   
 
It can fairly be commented that the owners’ very substantial investments in down payments (and 
in the repayment of mortgage principal) have an “opportunity cost” (those financial flows could be 
invested and generate income, or they could be used to support other needs and wants). On that 
basis, it might still be the case that renting and investing could be financially advantageous 
compared to owning.  
 
In this section, home ownership is treated as an investment and returns on investment (“Internal 
Rates of Return”) are calculated.  This analysis takes into account: 
 

 The home owners’ down payments (20% of the purchase prices) are investments. 
 Additionally, allowances are made for closing costs (investments assumed to be equal to 

2% of the purchase prices). 
 The differences between the monthly total costs of owning versus the costs of renting are 

included: when the total cost of ownership exceeds the rental cost, the differential amount 
is treated as an additional investment; conversely, if the total cost of owning is less than 
the rental cost, the differential is a credit.  

 In addition, it is assumed that the home owners sell the properties at the end of the period. 
The proceeds of the disposition amount to the projected value of the property at the time 
minus the remaining mortgage principal. In addition, a selling cost is deducted, at 6% of 
the selling price. 

 Seven scenarios have been analysed for price appreciation over the 10-year holding 
period: -30%, -20%, -10%, 0%, +10%, +20%, and +30%. 

 In addition, this analysis has been completed for the two mortgage renewal scenarios.  
 Mortgage payments (and remaining principals) are calculated based on 25-year 

amortization. 
 No consideration is giving to income taxation in this analysis, as it is assumed that no 

costs are deducted for tax purposes and no income or capital gains are taxed. 
 
The next table summarizes the estimated rates of return, showing the projected Internal Rates of 
Return for each of the scenarios for price growth, and for the two scenarios for mortgage renewal. 
Table A-3 in the Appendix provides the average estimates for each of the six provinces that are 
included in the dataset. 
 
These estimates indicate that rates of return will be negative in most cases in the event of sharp 
drops in prices (20% or 30%). With a 30% drop in values, 233 out of 278 cases will have negative 
rates of return if the renewal is at 2.80% and 241 will have negative returns if the renewal is at 
3.62%. For 20% reductions, 203 will have negative rates of return in the 2.80% renewal scenario, 
and in 219 cases in the 3.62% scenario. 
 
Even with price reductions of 10%, rates of return are close to zero on average and about one-
half of the cases have positive rates of return (the detailed data indicates that if prices fall by 10% 
during the 10-year period: for renewals at 2.80%, 142 out of 278 cases will have negative rates 
of return; for renewals at 3.62%, 163 out of 278 cases will have negative returns).  
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If there is no growth in values, most of the cases will have positive rates of return. For renewals 
at 2.80%, 220 out of 278 cases have estimated rates above 0%, and 58 have negative returns; 
for renewals at 3.62%, 197 out of 278 have positive rates of return.  
 
In scenarios with total price growth of 10% (about 1% per year), almost all of the cases have 
projected positive rates of return (in the 2.80% renewal scenario, only 6 cases have negative 
returns and in the 3.62% renewal scenario only 16 have negative returns). About one-half have 
rates of return of 5% or more, which I would consider a reasonably attractive tax-free rate of 
return: in the 2.80% renewal scenarios, 143 out of 278 cases would have returns of 5% or more; 
in the 3.62% renewal scenarios, 132 would have returns of 5% or more. 
 
In the scenarios with price appreciation of 20%, virtually all have positive returns (just 2 out of 278 
are estimated to have negative returns) and majorities of the cases have projected rates of return 
above 5% (216 out of 278 for the 2.80% renewal scenarios and 191 for renewals at 3.62%).  
 

Table 7 
Projected Internal Rates of Return on Home Ownership,  

During a 10-Year period, for 278 Cases 

Assumed Appreciation of 
Property Value  

(Total During 10 Years) 

Average Annual Rate of Return 

Mortgage Renewal 
at 2.80% 

Mortgage Renewal 
at 3.62% 

-30% -10.5% -12.7% 
-20% -4.1% -5.3% 
-10% 0.0% -0.9% 
0% 3.0% 2.2% 

10% 5.4% 4.7% 
20% 7.4% 6.8% 
30% 9.1% 8.6% 

Source: calculations by Will Dunning Inc. 
 
 
A broader range of price growth rates could be covered: the range shown here covers average 
annual growth ranging from about -3% per year to about +3% per year. Based on events over the 
past few years, some people’s expectations might be for more rapid growth. Alternatively, some 
people might think that because prices have increased so much in recent times, values could fall 
by more than 30%. Even so, I don’t think it’s necessary to show a broader range: if prices fell by 
more than 30% that would obviously result in very negative rates of return, and similarly if prices 
rose by more than 30%, the calculated rates of return would be quite high.  
 
Opinions will vary on what is a reasonable rate of return. Bearing in mind that these are tax-free 
rates of return, some of us would be attracted to the scenarios with moderate assumed growth 
rates for home values. Others will consider low-but-positive rates of return acceptable, and 
therefore might justify home buying even if they believe that home values will not rise. On the 
other hand, people with high risk tolerances might consider a 10% return inadequate (even though 
it’s tax-free) and therefore wouldn’t be interested in home buying in any of these scenarios.  
 
 
These estimates indicate that if home buyers choose to assess their purchases as investments, 
many of us would be able to justify the decision using moderate assumptions about future 
changes in value: a decision to buy a home does not require aggressive assumptions.  
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It must also be noted that these calculations assume a moderate rate of growth for rents, at 2.5% 
per year: during the prior analysis period covering 2014-Q4 to 2021-Q2, the average increase in 
this dataset was 2.8% per year. If rents increase faster than the assumed 2.5%, then the projected 
rates of return to home ownership would be higher.  The projections also assume that non-
mortgage costs of ownership increase by 2.5% per year, whereas the average increase during 
2014-Q4 to 2021-Q2 was 1.7% per year. If a rate of increase lower than 2.5% had been used, 
the estimates rates of return would be higher. 
 
There is a corollary here related to purchases by investors who intend to rent out the properties. 
A lot of discussion in media and on the internet focuses on negative cash flow experienced by 
new investors. While investment purchases often have negative cash flows (total costs exceed 
rents), when repayment of principal is taken into account, most investments yield a positive net 
return. Analysis of rates of return for investment purchases would be quite similar to the home 
owner analysis, and would produce similar estimates.  Similar to home buyers, it appears that 
investors don’t need to make aggressive assumptions about growth of rents or property values.  
 
The analysis of home ownership versus renting also goes a long way to explaining why investment 
buying (often of condominium apartments, but also of ground-related homes) is a significant 
activity in Canada.  
 
Investment buying is receiving a lot of attention, especially for non-apartment homes, and there 
are many calls for policies to discourage that activity. I don’t see that as productive option: 
 

 The policies would do nothing to improve the real housing problem, which is an inadequate 
total supply of housing, and the policies might actually reduce construction of new 
dwellings, which would further impair future supplies. 

 Availability of rental supply, in all housing forms, is an important element of our housing 
system. 
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Government Policies Are Getting in the Way 
 
The message in this report is pretty clear: most Canadians believe that home ownership is in their 
best interest and I believe that most of the time they are right. This report is about the financial 
aspects, but there are other, non-financial factors that provide encouragement. 
 
Yet, in a lot of the news media and from our federal government, the messages are 
overwhelmingly the opposite. In recent times, there has been a lot of messaging that young 
Canadians need to get used to a lifetime of living in rentals, and that there’s nothing wrong with 
that.    
 
I am convinced that over the course of a lifetime most of us will be better off (financially, and in 
many non-financial respects) as owners rather than as renters. 
 
And, I’m confident that this opinion is supported by good analysis. 
 
But, during the past decade the federal government has taken a significant number of steps that 
make it harder for Canadians to realize their reasonable aspirations to own their homes.  The 
inhibiting policies have included: 
 

 The mortgage stress tests require people to prove that they can afford a mortgage interest 
rate that has no prospect of occurring in the foreseeable future. Do you know any credible 
analyst who expects the 5-year fixed rate mortgage rate to reach 5.25% during the next 
five years? I don’t. The current typical market rate for five-year fixed-rate mortgages (for 
August) is in the area of 2.0% to 2.25%. Variable rates are in the area of 1.4%.  As noted 
within this report, since the end of 2014, my opinion-estimate of typical rates (for five year 
fixed-rates) has averaged 2.8% and the maximum rate was 3.62%. (This is unofficial data. 
Official data from the Bank of Canada on actual contracted rates are similar.)  The federal 
government claims that the stress tests are about financial stability, but that's no longer 
true: if they were about financial risks, the policies would rely on realistic risk parameters 
(notably, a realistic expectation about future interest rates). The mortgage policies have 
evolved over time, and at this point they are really about suppressing home buying. But, 
the government just can't say that out loud. RECOMMENDATION: The interest rate used 
in the mortgage stress tests needs to be substantially reduced, to the maximum rate 
reported by the Bank of Canada in its official data, for new mortgages with terms of five 
years or longer (since the start of 2013, the highest monthly average has been 3.76%). 

 For insured mortgages, the maximum allowable amortization period is 25 years (prior to 
July 2012, 30 years was allowed – in other places, I have argued that the 2012 policy 
change continues to unduly weigh on first-time buying). Uninsured mortgages are widely 
available with 30-year amortization periods. While home ownership is intrinsically quite 
affordable in Canada (based on net costs that exclude principal repayment), one of the 
two great impediments to home buying has been the huge amounts of money that must 
be devoted to principal repayment each month. (In the analysis for this report, on average 
during the first month, based on 25-year amortization, $1,473 in principal is repaid. Forced 
saving through mortgage amortization amounts to about 12% of a typical buyer’s income. 
For 30-year amortization, the forced saving burden is a bit less onerous, at a typical 9% 
of income.)  RECOMMENDATION: 30-year amortization periods should be allowed for 
insured mortgages. This should be just the first step in a national conversation about 
mortgage amortization. 
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I have discussed elsewhere (as have many others) that inadequate supplies of housing are a 
major factor in the rapid price growth that has occurred in Canada. There just is not enough 
housing to meet our collective needs. In a paper published in May, I estimated that since 2006, 
Canada has produced about 450,000 fewer low-density homes (single-detached and semi-
detached) than required. Because not enough of that housing is available, and what is available 
has become more expensive, activity has shifted somewhat to medium-density (town homes): for 
town houses, new supply has been 130,000 more than the estimated requirement. In 
combination, a 450,000 shortage for single-detached and semi-detached and a 130,000 surplus 
for town houses means that “ground-related” housing was under-produced by more than 300,000 
dwellings during 2006 to 2020. That report can be found on my website - the second item on this 
page:  
 
https://www.wdunning.com/recent-reports 
 
In addition, in a Twitter post in May, I compared Canadian housing markets to an increasingly-
vicious, and highly-consequential, game of Musical Chairs: 
 
https://twitter.com/LooseCannonEcon/status/1395810375434752008 
 
During the Covid-19 emergency, exceptionally low interest rates created “space” in which house 
prices could increase substantially and still be affordable. There is no economic law or theory that 
housing prices must rise to fill that space. What happens to prices is determined by supply and 
demand. Unfortunately, the severe housing shortages that developed during the past decade and 
a half meant that prices did indeed rise very robustly in response to demand. If there was more 
housing supply, sales could have been even stronger than they were and the price increases 
would have been smaller.  
 
There has been improvement 
recently, and housing starts 
have strengthened during the 
past year, to more than the 
requirement that results from 
our changing population. As 
construction is completed on 
these new homes, the 
shortages will be reduced, but 
only partially. It would take at 
least a half-decade of elevated 
production to substantively 
address the very large 
accumulated deficit: Canadian 
housing markets are very likely 
to remain pressurized for some 
time.  
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Some readers will be concerned that relaxing the mortgage regulations and making it easier to 
buy will add to pressures in the housing market, resulting in further price growth. I’d like to respond 
to that as follows: 
 

 These policies have discouraged home buying, but they have not materially reduced total 
demand for housing (the combined need for ownership and rental housing across 
Canada). Therefore, to the extent that the policies have reduced movements into home 
ownership, they have resulted in increased demand for rentals, and this has contributed 
to the rapid rent growth that has been seen in much of the country. This has affected not 
just the relatively-well-off that are directly affected by the policies: it is also affecting low-
income Canadians and adding to the need for assisted housing.  

 The policies have made it more difficult to obtain insured mortgages and mortgages from 
federally-regulated lenders. In consequence, some buyers (we don’t have comprehensive 
data on this) have obtained mortgages from “alternative lenders”. The use of this outlet 
has meant that the impairment of home sales has been smaller than might have been 
expected.  But, the buyers who go to alternative lenders are paying interest rates that are 
higher than could be obtained from prime lenders (exceeding 3%, when rates in the area 
of 2-2.25% might be obtained from traditional lenders). In that respect, the policies have 
financially harmed those buyers, and it can also be said that this has raised risks for the 
broader economy. In this respect, the policies that are supposedly about reducing risk to 
the economy and the financial system, might have actually had the opposite effect. 

 A lot of people have the same opinion as I do, that the major issue in housing markets is 
supply shortages – Canada has not built enough housing to meet the needs of our growing 
population.  There might be an argument that by slowing home buying, the mortgage 
policies are “buying time” (until housing supply catches up to the requirements). How long 
is that going to take? For how long can young Canadians (in the hundreds of thousands) 
be expected to continue to pay rent, when they are actually very good candidates for home 
ownership, and see it as in their best-interests?   

 Since the fall of 2008 (under governments led by two political parties), a succession of 
changes to federal mortgage regulations has made it increasingly difficult for Canadians 
to buy homes9. While the policy changes have usually been explained as measures to 
reduce risks in the financial system, there has been an under-current that the government 
has wanted to reduce home buying, in order to reduce price growth and growth of 
mortgage indebtedness. But, despite 13 years of these cascading policies, the housing 
market pressures have gotten worse. There are multiple reasons for the supply shortages. 
One of those reasons is that federal government policies that inhibit home buying have 
impaired pre-construction sales of new homes (of all types), and this has constrained the 
growth of the housing inventory. In this way, federal government policies that were 
intended to reduce housing demand ultimately contributed to the extreme price growth 
that has occurred: the policies have had unintended negative consequences that have 
reduced supply, so that supply increasingly has fallen short of requirements, and this has 
worsened housing market conditions in Canada.  

 Thirteen years into this process of tightening of mortgage policies, it’s clear that the federal 
mortgage policies are part of the problem, not a solution. It’s time for a reset.  

 

 
9 Those changes have varied in their consequences. Some of them have had very little effect, others have been more 
severe, especially the elimination of 30-year amortization periods for insured mortgages (the summer of 2012) and 
the mortgage stress tests (for insured mortgages late in 2016 and for non-insured, federally-regulated mortgages at 
the start of 2018). 


