
1

State of the residential
development market

Observations and approaches

Greater Toronto Area - Winter 2022-23



2

GTA residential 
development  
market overview

The residential development market has benefitted
from a long run of price appreciation and consistently 
strong returns for developers, investors and lenders.
The price appreciation has been even more pronounced
in the Greater Toronto Area (“GTA”) following years
of a consistent imbalance in supply and demand coupled 
with inexpensive debt. Investors have played a huge role, 
being significant purchasers of new product. For the first
time in years, the market faces unprecedented headwinds 
from multiple sources.

In response to rapid inflation following COVID-19, the
Bank of Canada increased its overnight rate by 425 basis
points in the span of 11 months, from a historical low
of 0.25% to 4.50%. It is the highest overnight rate since
October 2008. With Canada’s inflation rate still at 6.3% as
of December 2022, and a target of between 2.00% and
3.00%, there is a possibility of one more interest rate hike
in 2023 before rates stabilized or decline.

As a result, most lenders increased their 5-year fixed 
mortgage rate to rates above 5%. In the GTA, the average 
increase in monthly payments for new mortgages is 
$2,100 per month. The Canadian household debt-to-GDP 
ratio of 106% is already the 4th highest in the world. In-
terest rate hikes are meaningful to homeowners and in-
vestors.

Suddenly, the cost of capital has risen dramatically for 
investors, homeowners and developers alike. The double 
blow to the market is that while demand was negatively 
affected resulting in lower prices, costs are skyrocketing. 
Brought on by the COVID-19 pandemic, the development 
market has experienced construction delays, supply
chain concerns and cost overruns. According to JLL, 
there was a 20.3% increase in residential development 
costs in 2021 alone. While there are signs of slowdowns 
in construction cost growth, costs are still up over 30% 
compared to two years ago.

The effects of these forces are materializing quickly. While
single-family homes experienced the sharpest decline from
record highs, sales price for GTA condominiums also de-
creased by 8% since Q2 2022 and 11% since Q1 2022. Sales 
volume and net absorption were more heavily impacted. 
Total sales for condominiums are down 50% year-over-year 
and 55% from Q1 2022. In addition, it is estimated that        
10,000 condo units projected to release in 2022 have been 
delayed or cancelled as developers wait out this period of un-
certainty.

Making matters worse, many existing condo investors
are looking to exit the market to crystallize past gains
and avoid future losses, further disrupting current market
pricing and the spread between market and pre-sale pricing.
Long-term, immigration-driven population growth and a
need for housing will help stabilize the market. But in the
near-term, developers and lenders must be proactive in
navigating this turmoil.

Source: EY-Parthenon, Urbanation , Condos.ca, JLL, Statistics Canada

+425 bps

Bank of Canada interest rate
hikes in span of 11 months

+$2,100
Change in average new 
mortgage payment vs. 
new mortgage pre-hike

0-25 bps
Expected further interest
rate increases in 2023

10,000
Delayed condo unit launches 
originally slated for 2022

+10-15%

Residential development 
costs, 2022 

+30-35%

Residential development 
costs, 2021 and 2022

-18%

Avg. home resale price
Q4’22 vs. Q1’22

-11%

Avg. condo resale price
Q4’22 vs. Q1’22
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Rising cost 
environment

Developers with fixed-price trade agreements are not 
immune to these concerns. Many trades are threatening
to walk off job sites if developers refuse to agree to higher 
costs, as trades are also facing inflationary pressure.

Adding to these concerns, the City of Toronto approved
a 46% increase in development charges for residential 
buildings that will be phased in to be in full effect by
May 1, 2024. This could translate into an additional
$25K - $45K in development charges per condo unit.
New provincial legislation may help to combat further 
increases, but as it stands government fees still represent 
a significant part of the cost structure.

Other factors driving up costs include the increase 
in affordable housing requirements which are ab-
sorbed by other unit purchasers.

Recently, there are signs of a slowdown in cost growth. 
As development activity slows and supply chains improve, 
there is a strong possibility of cost deflation in 2023 
although unlikely to pre 2021-levels.

A combination of affordability concerns and a desire to 
minimize urban sprawl has shifted most new development 
to high-rise condos and rental apartments. Roughly three 
quarters of all new units are multi-unit developments.

As the second-densest city in North America and with 
significant protections over the Greenbelt north of the  
city, development land is scarce in the GTA.

Source: EY-Parthenon, Bullpen Research & Consulting

In recent years, cost inflation was a key driver of 
rising pre-development pricing. While the consumer 
price index has risen sharply, construction cost has 
experienced an even greater increase, as illustrated 
in the graph to the right. This is due a combination 
of factors including supply chain delays, volatility
in raw materials and labour market shortages.

Impact of inflation and rising construction costs
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Our observations 
and insights

Source: EY-Parthenon, Bullpen Research & Consulting, Altus, Condos.ca 

Due to the lag effect 
in pre-sale pricing, 
the graph on the left 
demonstrates a point 
at which it significantly 
exceeds market pricing. 
At this point, buyers are 
better off walking away 
from their deposits, 
adding further risk to 
active projects. It will 
be challenging to go 
to market with large 
presale price increases 
while achieving enough 
sales demand.

As shown in the graph above, historical averages 
demonstrate that condo market pricing has typically  
moved in step with total costs.

Traditionally, more predictable cost inflation enabled this 
scheme to work well. However, today’s unprecedented run 
of cost inflation was not anticipated by many developers. 

In contrast to market pricing, pre-sale pricing is more 
volatile. It is a developer’s best estimate of market 
price at initial launch, several years before completion. 
Consequently, developers that have presold most units 
are more likely to be impacted, having sales price points 
insufficient to cover rising development costs and 
lengthened timelines.

With higher interest rates, rising cost of living and the 
threat of an upcoming recession, the market may not 
bear the requisite price increases to cover higher costs. 
Already, there is evidence of slowing sales and lower
pricing. A near-term market shock could be on the horizon.

In the long-run, market forces should balance as future 
projects are delayed, reducing inventory and raising
prices. For example, land value could decline in response. 
Unfortunately, active projects are unlikely to realize this 
relief as these costs are fixed or incurred. A market 
rebalancing will occur but not immediately.

With these unexpected 
costing pressures, the 
economics of development 
are challenging.

Illustration of shortfall risk: 
Average cost buildup vs. market & presale pricing for Toronto condos
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Further accelerating this cost shortfall  
is the extended timelines being faced  
by developers. 
Common themes include the following:

• Temporary COVID restrictions delayed construction.
• Backlog on zoning and site plan applications.
• Rising development charges.
• Supply chain shortages for building materials.
• Construction labour shortages.
• Difficulty accessing additional capital to cover  

cost overruns.
• Chain reactions from delays causing disputes  

with other stakeholders.

In particular, a shortage of trades and materials has  
had a significant domino effect on entire development 
project timelines. The delay of a key trade or material  
can cause a bottleneck to the entire construction process.

Projects under active construction are at most risk  
of a shortfall, as they have already locked into pre-sale 
pricing, and may not have the ability to pause  
construction partway.

Illustration of the impacts of longer timelines and rising cost inflation
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Lack of clarity on a stressed project, 
coupled with rapidly changing 
market conditions, further strain 
relationships between developers, 
lenders and other stakeholders, 
adding to challenges in finding and 
implementing a sensible solution. 

Measures developers have taken to 
address project challenges include:
• Delaying or stalling construction, and exploring cost 

saving measures such as adjusting architectural designs
• Attempting to cancel or amend existing sale contracts, 

while incentivizing existing purchasers to stay
• Attempting to pass through additional costs through 

closing process
• Raising additional capital through partial divestment  

or refinancing
• Other measures that are less common include 

repositioning the property

Potential risks of these measures:
• Higher holding, financing costs and potentially  

delayed occupancy compensation, if applicable
• In the absence of a voting mechanism that is available 

in a formal restructuring, developers that try to impose 
price increases could face heightened risk of disputes, 
litigation and regulatory scrutiny if a few dissenting 
purchasers take action

• Significantly higher-than-expected closing costs could 
lead to disputes, causing delays in occupancy and closing

• Difficulty in determining funding requirements and 
sourcing capital in light of the above uncertainty 
and risks    
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How we can help

Leading restructuring  
knowledge with deep real  
estate market insights 

In today’s rapidly changing market environment, 
addressing a potentially distressed real estate project 
is a complicated, time-sensitive process that demands 
experience, market knowledge and creativity. For a  
project that is significantly underwater and/or faces 
significant disputes among stakeholders and funding  
risk, a formal restructuring represents an effective  
option to preserve value and revitalize the project.  
Our interdisciplinary team is uniquely positioned to  
work with developers, lenders and other stakeholders, 
either inside or outside of court, to obtain clarity on  
the project, swiftly stabilize the situation and develop 
strategic solutions.

When a formal restructuring becomes necessary,  
EY, in court officer roles, can provide broader  
support in formulating, reviewing and implementing  
these strategies.

1  Risk management strategy

2  Operational Strategy 

3  Capital Strategy 

4  Delivery strategy

5  Repositioning strategy

6  Divestment strategy

7  Recovery strategy

Data analytics  
and ingestion
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Construction assessment
• Cost-to-complete analysis
• Risk and schedule assessment
• Tender and contract review
• Confirm authority approvals and compliance

Market
• Capital markets access  

(e.g., alternative financing advisory  
and assessment)

• Brokerage capabilities
• Valuation and appraisal
• Real estate market research & analysis
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Our integrated 
team

LegalEY’s service model 
Integrated Strategy & Transactions advisory services

EY’s service model:  
Integrated Strategy & Transactions advisory services

Compared to a tradition service model, where different service providers are engaged for various 
real estate services, EY offers an integrated service offering that supports you through every step 
of the project lifecycle. 

We can take on more complex real estate mandates that require unique perspectives and knowledge 
from a variety of workstreams and specialists. 

Strategic  
Advisory

Litigation

Tax

Valuation

Turnaround and 
Restructuring 

Strategy

Working 
Capital

Real Estate 
Brokerage 
Services

Capital  
Markets

Special Situations

Operational 
Strategy

EY offers an integrated service  
offering that provides support 
throughout the project lifecycle. 

We have a dedicated team of senior advisors focused on 
the real estate market with a strong knowledge of portfolio 
strategy, cash flow assessment, valuation, tax and deal 
structuring. Our team will support all facets of the work 
required to develop strategic options that meet your 
business imperatives.

Our integrated real estate practice has extensive 
experience in resolving complex, contentious situations, 
bringing objectivity to our analysis and interaction with  
all stakeholders while advocating for our clients’ interests.

We have experience working as a firm-wide team to 
increase efficiencies and knowledge sharing, providing 
sound advice to our clients.

You and your legal counsel will have access to the full 
capabilities of a firm that seamlessly connects diverse 
areas of knowledge to address key business issues.
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Our credentials demonstrate strong 
experience in the following areas:
advising real estate companies across 
Canada, resolving disputes involving real 
estate assets, real estate and construction 
restructurings, and executing real
estate transactions involving complex 
organizational structures. The Ontario 
Superior Court of Justice has recognized 
EY’s knowledge in real estate and related 
tax issues.

Transaction Real Estate (“TRE”)
•  Real estate advisory services

Manage risks and assess opportunities to enhance 
and unlock value through optimization.

• Valuation advisory services
Provide real estate valuation for clients in the context
of stakeholder negotiations, distressed real estate 
and disputes as well as succession and tax planning.

• Transaction advisory services
Assess real estate assets and market trends with
the objective of evaluating each unique acquisition
or disposition opportunity in the context of our clients’ 
businesses. In the case of dispositions, strategically 
position the asset in the market to increase sales 
proceeds. We also frequently advise clients on their 
real estate transaction process and maintain the role
of lead financial advisor.

Turnaround and Restructuring Strategy
• Operational restructuring advisory services

Offer advice to identify and implement short-term and
sustainable improvement of operational performance 
and financial results to drive EBITDA and enterprise 
value.

• Working capital advisory services
Assist organizations in their transition to a cash-focused 
culture and help implement the relevant metrics. This of-
ten involves improving visibility and confidence over fu-
ture cash flows, which is key for businesses to 
efficiently manage capital.

• Financial and core restructuring advisory services 
Assist organizations and their stakeholders to navigate
through restructuring processes with a view to 
maximizing the returns to creditors and/or to rescue the 
company as a going concern, if it is commercially viable. 
We have acted in various financial advisor and/or court 
officer roles in many highly complex restructuring and 
turnaround situations in Canada and across the globe.

Supported by other EY transaction-focused practices, such as:

• The Transaction Tax team understands tax attributes 
of assets and businesses and develops and implements 
strategies to have those tax attributes accrue to our 
clients to the extent possible.

• Our Capital Markets professionals assess the borrowing 
capacity of assets and businesses and arrange 
competitive financing opportunities as appropriate. 

Experience and 
qualifications

Our 130+ real estate and restructuring 
professionals bring broad, deep and 
well recognized credentials across the 
Canadian real estate industry, serving 
property developers, investors, owners 
and operators. 

Our team holds the following accreditations:

• AACI – Accredited Appraiser
• CBV – Chartered Business Valuator
• CFA – Chartered Financial Analyst
• P. Engineer
• CPA – Chartered Professional Accountant
• Registered Real Estate Sales Representatives  

and Brokers (AB, ON, BC)
• Chartered insolvency and Restructuring Professional
• Licensed Insolvency Trustee
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Turnaround & Restructuring Strategy

Alex Morrison
Partner
416 941 7743 
Alex.F.Morrison@parthenon.ey.com

John Barrett
Partner
416 943 2638 
John.F.Barrett@parthenon.ey.com

Brian Denega
Partner
416 943 3058 
Brian.M.Denega@parthenon.ey.com

Michael Hayes
Partner
416 932 6052 
Michael.Hayes@parthenon.ey.com

David Saldanha
Partner
416 943 4431 
David.Saldanha@parthenon.ey.com

Simone Carvalho 
Associate Partner 
416 943 2085
Simone.Carvalho@parthenon.ey.com 

Gus Tertigas
Associate Partner
416 932 6247 
Gus.Tertigas@parthenon.ey.com

Allen Yao
Vice President
416 943 3470 
Allen.Yao@parthenon.ey.com

Murray McDonald
Partner
416 943 3016 
Murray.A.McDonald@parthenon.ey.com

Stuart Clinton
Partner
416 943 3042 
Stuart.Clinton@parthenon.ey.com

Sharon Hamilton
Partner
416 943 2153 
Sharon.S.Hamilton@parthenon.ey.com

Karen Fung
Partner
416 943 2501 
Karen.K.Fung@parthenon.ey.com

Brent Beekenkamp 
Associate Partner 
416 943 2652
Brent.R.Beekenkamp@parthenon.ey.com 

Jeffrey Kerbel
Associate Partner
416 943 3545 
Jeffrey.D.Kerbel@parthenon.ey.com

Fiona Han
Vice President
416 943 3739
Fiona.Han@parthenon.ey.com

Transaction Real Estate

Zachary Pendley 
Partner
416 943 5465 
Zach.Pendley@ca.ey.com

William Jegher
Partner
514 879 8143 
William.Jegher@ca.ey.com

Andrew Evans 
Associate Partner
604 891 8445 
Andrew.Evans@ca.ey.com

Steve LeFaivre
Associate Partner
613 598 4874 
Steve.LeFaivre@ca.ey.com

Duncan Yang* 
Associate Partner
416 943 3185 
Duncan.Yang@ca.ey.com

Jay Charbonneau
Vice President
416 943 2429 
Jay.Charbonneau@ca.ey.com

Saheel Mehta 
Vice President 
416 943 3748
Saheel.Mehta@ca.ey.com 

James Rosenthal
Vice President
416 941 3100 
James.Rosenthal@ca.ey.com

* Real estate broker for Ernst & Young Real Estate Services Inc.

EY  |  Building a better working world 

EY exists to build a better working world, helping to create 
long-term value for clients, people and society and build  
trust in the capital markets. 

Enabled by data and technology, diverse EY teams in over 
150 countries provide trust through assurance and help 
clients grow, transform and operate. 

Working across assurance, consulting, law, strategy, tax  
and transactions, EY teams ask better questions to find new 
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or more,  
of the member firms of Ernst & Young Global Limited, each of which  
is a separate legal entity. Ernst & Young Global Limited, a UK company 
limited by guarantee, does not provide services to clients. Information 
about how EY collects and uses personal data and a description of the 
rights individuals have under data protection legislation are available  
via ey.com/privacy. EY member firms do not practice law where  
prohibited by local laws. For more information about our organization, 
please visit ey.com.

© 2022 Ernst & Young LLP. All Rights Reserved. 
A member firm of Ernst & Young Global Limited.
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This publication contains information in summary form, current as of the date of publication,  
and is intended for general guidance only. It should not be regarded as comprehensive or 
a substitute for professional advice. Before taking any particular course of action, contact 
Ernst & Young or another professional advisor to discuss these matters in the context of your 
particular circumstances. We accept no responsibility for any loss or damage occasioned by 
your reliance on information contained in this publication.
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