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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 (coronavirus) pandemic:

· Revenue for the Canadian Hobby and Toy Stores industry has risen during the COVID-19 (coronavirus) pandemic.
Despite initial disruptions to retail operations, increased time at home has raised demand for industry products. For
more detail, please see the Current Performance chapter.

· Industry profit has decreased due to pandemic-related operating disruptions, though it is anticipated to recover as
these conditions ease. For more detail, please see the Cost Structure Benchmarks chapter.

· The industry has experienced increased assistance from the government in the short term as a result of the
coronavirus pandemic. For more detail, please see the Industry Assistance chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition The Hobby and Toy Stores industry in Canada sells a broad range of toy and hobby goods, such as traditional dolls

and toys, electronic toys (including video and electronic games), board games and hobby kits. Online retailers and
operators that sell used toys and hobby goods, art supplies and collectors' items are not included in this industry.

Major Players Toys "R" Us (Canada) Ltd.

Michaels Stores Inc.

GameStop Corp.

Main Activities The primary activities of this industry are:

Retailing toys

Retailing traditional and electronic games

Retailing magic supplies

Retailing hobby goods

The major products and services in this industry are:

Games and electronics

Traditional toys

Hobby supplies

Arts and crafts supplies

Other
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Supply Chain

SIMILAR INDUSTRIES

Children's & Infants' Clothing
Stores in Canada

Book Stores in Canada Department Stores in Canada Warehouse Clubs & Supercentres
in Canada

Used Goods Stores in Canada      

     

RELATED INTERNATIONAL INDUSTRIES

Hobby & Toy Stores in the US The Retail Market for Toys Toy and Game Retailing in
Australia

Toy Retailing in the UK
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Industry at a Glance
Key Statistics

$3.6bn
Revenue

Annual Growth

2017–2022

2.7%

Annual Growth

2022–2027

1.0%

Annual Growth

2017–2027

 

$102.2m
Profit

Annual Growth

2017–2022

-4.9%

  Annual Growth

2017–2022

 

2.8%
Profit Margin

Annual Growth

2017–2022

-1.3pp

  Annual Growth

2017–2022

 

1,587
Businesses

Annual Growth

2017–2022

0.1%

Annual Growth

2022–2027

0.5%

Annual Growth

2017–2027

 

14,733
Employment

Annual Growth

2017–2022

-0.5%

Annual Growth

2022–2027

0.7%

Annual Growth

2017–2027

 

$441.2m
Wages

Annual Growth

2017–2022

1.7%

Annual Growth

2022–2027

0.7%

Annual Growth

2017–2027

Key External Drivers % = 2017–22 Annual Growth

-0.6pp
National unemployment rate

1.0%
Total retail sales

0.0%
Leisure time

0.8%
Number of children aged 19 and
younger

 
Industry Structure

POSITIVE IMPACT

  Capital Intensity
Low   Regulation & Policy

Light / Steady

MIXED IMPACT

  Life Cycle
Mature   Revenue Volatility

Medium

  Concentration
Medium   Technology Change

Medium

  Barriers to Entry
Medium / Steady   Industry Globalization

Medium / Steady

  Competition
Medium / Increasing

NEGATIVE IMPACT

  Industry Assistance
Low / Steady

 

Key Trends

 Revenue growth has been constrained due to rising e-
commerce sales

 Competitive pressures have led many operators to cut down
on their workforces

 Children have outgrown traditional toys at an increasingly
younger age

 Business locations will likely rise as industry operators
continuously expanding

 Successful locations will differentiate themselves by offering
an enhanced customer service experience

 Older consumer markets will likely remain insulated from
online sales

 Industry profit will fall due to pandemic-related disruptions
weighing on operators' performance
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  Low Imports

  Low Customer Class Concentration

  Low Product/Service Concentration

  Low Capital Requirements

   

WEAKNESSES

  Low & Steady Level of Assistance

  Low Profit vs. Sector Average

  Low Revenue per Employee

   

OPPORTUNITIES

  High Revenue Growth (2017-2022)

  High Revenue Growth (2022-2027)

  High Performance Drivers

  National unemployment rate

   

THREATS

  Low Revenue Growth (2005-2022)

  Low Outlier Growth

  Leisure time
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Executive Summary Toy land: Recovering consumer confidence and retail sales will likely
support industry revenue growth

The Hobby and Toy Stores industry in Canada sells a wide range of discretionary goods and primarily consists of
small businesses with fewer than 10 employees. Over the five years to 2022, the industry has experienced mixed
performance amid rising competition from discount department stores and e-commerce sites. Increased time at
home during the COVID-19 (coronavirus) pandemic has boosted demand for industry products as disposable
income became freed up for at-home diversions such as hobby kits, video games and children's toys. However, e-
commerce channels captured a large share of this spending, constraining this industry's growth. Nonetheless,
industry revenue is forecast to rise, increasing an annualized 2.7% to $3.6 billion over the five years to 2022. This
includes an increase of 3.6% in 2022 alone as brick-and-mortar stores benefit from strong consumer spending.

Rising competition has created difficult operating conditions for many industry operators in recent years. As a result,
some of the industry's largest operators have struggled, with players such as GameStop Corp. being forced to close
stores to focus on more profitable locations. However, there have been some bright spots. For example, the midsize
store Mastermind LP has grown significantly through its focus on retailing specialty and educational toys, and
targeting markets with the highest retail potential. In addition, growing demand for crafting and hobby products has
benefited operators such as industry major player Michaels Companies Inc. Industry profit is projected to fall during
the current period due to pandemic-related disruptions weighing on operators' performance, though gradual
improvement is anticipated as these obstacles diminish. The average industry profit margin, measured as earnings
before interest and taxes, will account for 2.8% of revenue in 2022.

Led by an anticipated recovery regarding both consumer confidence and total retail sales as the Canadian economy
continues to grow over the five years to 2027, industry revenue is forecast to increase. Revenue will likely rise an
annualized 1.0% to $3.8 billion over the next five years. Yet, at the same time, IBISWorld projects that the industry
will continue contending with pressure from online retailers and discount department stores, limiting more robust
revenue growth potential for operators.
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Industry Performance

Key External
Drivers

National unemployment rate

Toys and hobby products are discretionary, so as consumers lose their jobs and contend with uncertain economic
futures, they tend to cut back on toy and hobby spending. When unemployment soared during the previous
recession, industry demand and revenue fell accordingly. The national unemployment rate is expected to decrease
in 2022.

 

Number of children aged 19 and younger

Children comprise the primary target market for hobby products and toy goods that this industry retails. Their
preferences dictate upstream manufacturing activity and the overall level of demand for toys and hobby products.
Therefore, as the overall number of children rises, demand for industry products will likely grow, increasing revenue
in turn. The number of children aged 19 and younger is expected to rise in 2022, representing a potential opportunity
for the industry.

 

Leisure time

Many of the products retailed by the Hobby and Toy Stores industry in Canada are used by adults in their leisure
time, especially video games and other electronic amusements. As the amount of leisure time Canadian adults have
increases, demand for the products this industry retails will also likely grow, raising industry revenue. Total leisure
time in Canada is expected to fall in 2022, posing a potential threat to the industry.

 

Total retail sales

The amount of total annual retail sales measures the overall health of businesses in the retail sector. As a retail
industry, the Canadian Hobby and Toy Stores industry will likely follow general Canadian retail trends, so an
increase in total retail sales will likely reflect an increase in industry revenue. The level of total retail sales is
expected to increase in 2022.
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Current
Performance

Operators in the Canadian Hobby and Toy Stores industry are engaged in
retailing a variety of toys, games and hobby and craft supplies designed
for all ages, with the largest share of products being children's toys.

Several years of mixed performance have given way to strong revenue growth over the five years to 2022 as
restrictions related to the COVID-19 (coronavirus) pandemic have led to Canadian consumers spending more time
at home. Higher disposable incomes have permitted households to increase expenditure on industry products to
stay entertained. However, the industry has experienced considerable competitive challenges in recent years. In
particular, rising external competition from discount department stores and e-commerce sites has placed pressure
on industry operators and infringed upon sales growth and profit. As a result, overall performance has been
constrained by these obstacles, especially e-commerce. IBISWorld estimates that industry revenue has increased at
an annualized 2.7% to $3.6 billion over the five years to 2022. This includes an anticipated increase of 3.6% in 2022
alone as the industry continues to benefit from strong consumer spending.

RETAIL ENVIRONMENT AND INDUSTRY STRUCTURE

The COVID-19 (coronavirus) pandemic has presented a major challenge to
brick-and-mortar retailers.

Temporary closures and lower in-store shopping have weighed heavily on operators of all sizes, especially smaller
shops lacking the financial resources of larger players such as Toys “R” US Canada Ltd. For the industry as a
whole, Canadians' increased time at home proved a considerable opportunity; as spending on various away-from-
home activities and services declined, more disposable income was available to spend on at-home entertainment,
including hobby kits, arts and crafts materials, video games and children's' toys. Consequently, the industry
experienced strong revenue growth as demand rose for industry products. According to Statistics Canada, retail
sales of toys and games rose 17.3% in 2020 compared to the previous year. However, a considerable portion of
these purchases were made online as consumers used the convenience and variety offered by e-commerce
platforms. As a result, revenue growth was constrained since not all aforementioned sales were made via industry-
relevant channels.

In recent years, the industry has increasingly come under threat from large discount department stores and mass
merchandisers. As a result, the number of industry establishments has been low, rising at an annualized 0.2% to
2,385 locations over the five years to 2022, as rapidly expanding players such as Mastermind LP, also known as
Mastermind Toys, marginally offset the closure of other enterprise's locations. The national scale of large retailers
enables them to achieve significant cost savings, and therefore, they can often offer lower prices than industry
operators. Meanwhile, the continual rise of online shopping has cut into retail sales significantly. While e-commerce
has influenced the performance of many industry operators, players such as GameStop Corp. have been particularly
affected by online retail channels as more games are pre-ordered and downloaded via the internet, diminishing in-
store game sales.
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Moreover, one of the most notable developments in the overall North American landscape has been the
complications of Toys “R” Us Inc., which was $5.0 billion in debt following its acquisition by various investment firms
in 2006. Over the past decade, the company was unable to both service the debt and invest properly in its
operations; it ultimately filed for Chapter 11 bankruptcy in 2017. However, while the company closed all of its US
stores in 2018, the Canadian business, Toys “R” Us (Canada) Ltd., was acquired by Fairfax Financial Holdings
Limited for $800.0 million, and its retail stores remained open. In 2021, the company was purchased by Putman
Investments, with plans for further expansion in the near term. Meanwhile, competitive pressures and pandemic-
related disruptions have led many operators to cut down on their respective workforces. Accordingly, IBISWorld
estimates industry employment has fallen an annualized 0.5% to 14,733 individuals over the five years to 2022.

Since most of the market is still controlled by large-scale retailers with national operations, these companies are
able to offer competitively priced goods, and their market share aids them in establishing relationships with
manufacturers to gain exclusive rights to products, which they can then sell at a higher margin. Over the past five
years, this has kept industry profit relatively stable. In 2022, industry profit, measured as earnings before interest
and taxes, is projected to account for 2.8% of revenue, down from 4.1% in 2017 due to rising operating costs
attributable to pandemic-related disruptions. However, as these obstacles continue to ease, profit is anticipated to
rise over the five years to 2027.

INDUSTRY TRENDS

Children aged 14 and younger are the target market for toy manufacturers,
and as a result, toy product development has generally been focused
toward specific age groups in this bracket.

However, given improvements in technology over the past decade, children have outgrown traditional toys at an
increasingly younger age and demand has instead grown for traditionally adult merchandise, such as personal
computers and digital gaming systems. In response, toy manufacturers began developing electronic and interactive
toys. Even traditional toy and game manufacturers have sought to enter the market, with established product lines
such as Lego and Monopoly offering high-tech takes on tried-and-true favourites.

Some toy analysts have also noted a trend moving toward more traditional social and creative toys. Many popular
sources of child-rearing information, such as the Mayo Clinic, have invested in marketing efforts encouraging
parents to limit the amount of time a child spends in front of computers, smartphones and tablets. Preliminary
studies by such groups have linked excessive screen time to obesity, irregular sleep patterns and even
psychological disorders. Consequently, demand for some traditional toy product lines, such as craft kits and building
sets, has been buoyed somewhat over the past five years. IBISWorld expects this trend to continue and help to
maintain a healthy balance between the shares of industry revenue accounted for by traditional toys and video
games.

Craft and hobby merchandise has also increased as a share of revenue over the past five years. As disposable
incomes increased and consumers spent more money on recreational activities, spending on hobby-related
activities also surged. With the rise of mobile platforms such as Pinterest and Etsy, young consumers have been
able to share ideas for creative projects, and as a result, the number of do-it-yourself projects has grown, boosting
revenue. In addition to growing demand from millennials, an aging population has also boosted demand for hobby
spending, since they often have more disposable income and more expensive hobbies. Further, this segment tends
to be the least in danger from the rise of e-commerce, particularly for crafting supplies, and growing demand and
less competition have enabled the relative prosperity of this particular segment of industry activities.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable

income
($)

2013 2,849 521 2,407 1,604 14,543 N/A N/A 383 N/A 29,342
2014 2,872 524 2,439 1,625 14,573 N/A N/A 393 N/A 29,430
2015 3,120 558 2,408 1,605 14,205 N/A N/A 415 N/A 30,157
2016 3,185 572 2,328 1,551 15,365 N/A N/A 417 N/A 29,674
2017 3,197 571 2,365 1,576 15,070 N/A N/A 405 N/A 30,400
2018 3,070 548 2,445 1,629 14,052 N/A N/A 417 N/A 30,440
2019 2,993 535 2,374 1,582 13,977 N/A N/A 406 N/A 30,628
2020 3,227 464 2,320 1,546 13,877 N/A N/A 410 N/A 32,862
2021 3,523 575 2,358 1,571 14,460 N/A N/A 432 N/A 33,299
2022 3,648 584 2,385 1,587 14,733 N/A N/A 441 N/A 32,696
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Industry Outlook
Outlook The Hobby and Toy Stores industry in Canada projected to experience

growth over the five years to 2027 as the Canadian economy and the
broader retail environment recover from the COVID-19 (coronavirus)
pandemic.

Consumer spending, for instance, is projected to increase at an annualized 2.2% over the next five years, with total
retail sales also expected to grow an annualized 1.9% during the same period. These increases will serve as
opportunities for industry operators to further expand after experiencing improved performance in 2022. At the same
time, however, the industry is expected to continue to endure challenges from discount department online retailers
capable of providing popular items conveniently and at lower prices. Overall demand from e-commerce is projected
to grow 8.7% over the five years to 2027, constraining growth of traditional brick-and-mortar industry establishments.
As a result, IBISWorld forecasts industry revenue will increase at an annualized rate of 1.0% to $3.8 billion over the
next five years.

COMPETITIVE ENVIRONMENT

Large discount retailers are expected to remain a significant source of
competition for industry operators moving forward, although operating
conditions will be difficult for them as well.

For example, Target Corporation was forced to exit the Canadian retail market in 2015 after failing to keep its
operations profitable. The industry's largest players have experienced mixed results, with Toys “R” Us (Canada) Ltd.
having maintained performance in recent years despite its parent company's struggles in the United States.

GameStop Corp., another industry player, has struggled to adapt to the changing video game market in recent
years. Meanwhile, one of the industry's newer participants, Mastermind LP, also known as Mastermind Toys,
expanded significantly over the five years to 2022. While it currently has 68 total stores, the company stated in
October 2018 that it planned to have as many as 120 stores nationwide over the coming years. With larger
operators holding the line and smaller players continuously expanding, IBISWorld forecasts the number of industry
establishments will rise, increasing an annualized 0.5% to 2,447 facilities over the five years to 2027.

With supercentres anticipated to pose a continual threat , the competitive environment for industry operators will
likely remain intense, with price competition preventing more significant profit growth. Nevertheless, industry profit is
projected to increase over the next five years as pandemic-related disruptions continue to ease. Additionally, online
retailers are expected to absorb an increasing amount of the rising demand for industry products moving forward,
and will remain a primary source of external competition for industry operators. E-commerce sites enable consumers
to compare products and prices with virtual ease, and demand for such sources will likely continue to rise as
consumers purchase an increasing amount of goods online. Video game products are particularly popular online
purchases, as they are among the most expensive industry products, and consumers often research and compare
prices on these items before they make a purchase. To compete with these sites, industry operators are expected to
expand their own e-commerce channels and offer services such as free shipping and returns.

Lastly, industry revenue growth and increased efforts by industry establishments to differentiate themselves will
likely lead to increased employment; successful locations will differentiate themselves by offering an enhanced
customer service experience, which most competitors are incapable of doing. Industry employment is forecast to
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increase at an annualized rate of 0.7% to 15,247 workers over the five years to 2027.

MORE INCOME, MORE TECHNOLOGY

On the supply side, advances in product design and the continued
development of electronic and interactive toys will likely help to further
drive revenue as consumers seek out innovative and fun new products.

Further, as economic conditions improve and the next generation of video game consoles is released, consumers
will likely increase their spending on electronic goods, benefiting revenue and helping to expand video games and
related hardware as a share of industry revenue. However, most products will likely continue to be purchased online,
the sales of which are not considered industry relevant. Meanwhile, the movement among parents to limit screen
time for younger children is forecast to continue, prompting increased spending on more traditional toys and board
games.

Hobby supplies and arts and crafting materials have been strong performers over the five years to 2022 in terms of
the industry's product segments, which is likely to continue over the next five years. This segment has mainly
benefited from an aging population. Without full-time jobs, baby boomers will have more leisure time to participate in
hobbies. In addition, consumers in these age brackets tend to have higher levels of income and take part in more
expensive activities, providing an additional revenue boost. Further, this segment will likely continue to benefit from
relative insulation from online sales, as many consumers prefer to buy such goods directly in a retail environment
where they can benefit from evaluating the products in-person before buying them.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable
income  ($)

2022 3,648 584 2,385 1,587 14,733 N/A N/A 441 N/A 32,696
2023 3,720 619 2,403 1,597 14,910 N/A N/A 447 N/A 32,758
2024 3,756 623 2,419 1,607 14,996 N/A N/A 450 N/A 32,885
2025 3,779 627 2,429 1,614 15,059 N/A N/A 452 N/A 33,215
2026 3,803 631 2,435 1,617 15,141 N/A N/A 455 N/A 33,602
2027 3,829 635 2,447 1,625 15,247 N/A N/A 458 N/A 34,063
2028 3,866 641 2,467 1,638 15,399 N/A N/A 462 N/A 34,405



Hobby & Toy Stores in Canada February 2022

16 IBISWorld.com

Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

The industry is growing at a slower rate than the Canadian economy

There is a medium level of technological change in the industry

There is complete market acceptance of the industry’s products

IBISWorld estimates that the Hobby and Toy Stores industry in Canada is currently in the mature stage of its
economic life cycle. Over the 10 years to 2027, industry value added (IVA), which measures an industry's
contribution to the overall economy, is expected to increase at an annualized rate of 1.1%, while Canadian GDP is
expected to grow at an annualized rate of 1.7% during the same period. This IVA consequently indicates that it is
growing at a slower rate than the economy in aggregate, which is one of the principal characteristics of an industry
in maturity.

Moreover, the industry also has a relatively stable downstream market composition due to the complete market
acceptance of its products, which are hugely popular to all ages. There is a medium level of technological change
that characterizes the industry as well, although many new products are just more advanced versions of existing
options, so fundamentally, the nature of the industry's goods is stable. However, trends can shift consumer demand
significantly. For instance, electronic toys have emerged as a key industry product line for younger children. One of
the damaging aspects of the industry is that many of its products are also for sale at large mass merchandisers and
discount online retailers. Therefore, industry operators suffer compared with stores that can provide a wide variety of
additional goods alongside industry products, limiting the industry's growth potential and cementing its mature
status.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Consumers in Canada

2nd Tier

Used Goods Stores in Canada

Key Selling Industries
1st Tier

Toy, Doll & Game Manufacturing in Canada

Toy & Craft Supplies Wholesaling in Canada

2nd Tier

Plastic & Resin Manufacturing in Canada

Iron & Steel Manufacturing in Canada

Rubber Product Manufacturing in Canada

Products & Services

  Due to the inclusion of hobby and toy and game stores in the Canadian
Hobby and Toy Stores industry, retailers sell a wide variety of products.

Moreover, companies across the industry are increasingly selling electronic products in response to recent
increased demand for video games, smartphone apps and other technologically enabled amusements compared
with previous decades.

TRADITIONAL TOYS

Traditional toys are expected to account for the largest share of industry
revenue in 2022.

This category of products includes dolls, action figures, plush toys, toy cars and trucks, blocks and baby toys,
among other products. Revenue generated by traditional toys has decreased marginally as a share of industry
revenue in recent years. This trend could be in part due to quicker growth in other segments of the population, which
has expanded demand for games and hobby materials rather than children's toys. Moving forward, toy
manufacturers and retailers expect traditional toy and game sales to remain at a similar level. While Canada is
expected to experience slightly faster growth regarding the number of children aged 19 and under over the five
years to 2027, an increasing number of children have begun using products traditionally marketed to older children
and adults, such as handheld tablet computers and video game systems. Regardless, this segment is expected to
remain the largest industry segment over the next five years. Additionally, increased time at home due to COVID-19
(coronavirus) pandemic related restrictions has contributed to increased toy sales at the close the current period.
IBISWorld estimates that traditional toys account for 27.8%% of industry revenue in 2022.

ARTS AND CRAFTS SUPPLIES

While traditional toys account for the largest share of industry revenue,
the industry is also heavily influenced by demand for products generally
used by consumers older than children.
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The second-largest share of industry revenue aside from the other category is generated through the sales of arts
and crafts materials. Though this segment has remained stable as a share of revenue over the five years to 2022, it
is estimated to account for 19.2% of revenue over the current year. These materials tend to be fairly popular with a
variety of age groups, although sewing and related products are more commonly used by older generations. In
recent years, the rise of social media platforms such as Etsy, which help to spread crafting ideas and projects, has
helped to broaden its appeal particular to millennial demographics. Industry major player Michaels Companies Inc. is
particularly known for its range of arts and crafts products, and it has steadily expanded its domestic footprint over
the five years to 2022.

HOBBY SUPPLIES

The hobby supplies segment is expected to account for 17.8% of industry
revenue in 2022.

This segment has generally experienced a profit margin higher than the industry average over the past five years,
largely due to the lower cost of hobby products, a growing millennial consumer base and relatively lower competition
from online retailers and other sources of pricing pressure. Hobbyists can be of any age and that helps to insulate
this segment against particular demographic swings, with this product segment remaining stable as a share of
revenue over the past five years. The creative opportunities offered by this segment's products position the segment
to benefit from backlash against electronic toys by consumers that are interested in other forms of creativity and
interaction, as well as parents that are concerned about their children spending too much time in front of the TV and
computer screens.

GAMES AND ELECTRONICS

The segment for games includes any variety of board game and traditional
puzzles.

In addition, electronic toys and video games are included alongside these classic industry products. While board
games remain a popular item, some of the industry's highest margin items include, but are not limited to, video game
consoles such as the Nintendo Switch, Sony Corporation's PlayStation and Microsoft Corporation's Xbox, as well as
their various games and accessories. Demand for these products is highly dependent on the availability of new
consoles, which exposes the segment to a high degree of volatility. However, purchases of video game software
have declined over the past several years as digital pre-order and download options have grown in popularity. The
revenue of major player GameStop Corp., has steadily diminished as a result of this trend.

Electronic versions of traditional toys and games have entered this segment in recent years, particularly in cases
where technology can enhance the features these products have traditionally offered. For example, traditional board
and card games, such as Uno and Monopoly, are now available in handheld electronic form, giving individuals the
option to play against a computer instead of a human opponent, while also enabling more convenient, portable play.
Additionally, traditional plastic building block manufacturer Lego has introduced its high-tech Mindstorms product
line in recent years, which builders can use to integrate servomotors and touch-sensitive remote controls into their
creations and then control their movements with a programming interface.

This segment has experienced external competition over the past five years on the part of the growing smartphone-
and tablet-based game application development industry. A countervailing trend of “digital fatigue” has boosted
interest in traditional board games, largely among older millennial consumers. The COVID-19 (coronavirus)
pandemic has recently bolstered this segment, offsetting past declines as interest in electronic toys and traditional
board games have risen due to an increased amount of leisure time spent at home. Despite general decline in sales,
video games still remain a substantial component of the segment. IBISWorld expects electronic toys and games to
account for 11.7% of industry revenue in 2022, having risen from 9.5% in 2017.

Demand
Determinants

Demand for the Hobby and Toy Stores industry in Canada is largely
dependent on trends in real household disposable income, advances in
technology, consumer preferences and seasonal sales fluctuations.

Of these, fluctuations in disposable income have the greatest influence on demand for toy and hobby goods. As the
level of disposable income increases, consumers have greater discretionary power, and hence, are willing to buy a
greater quantity and variety of industry products such as toys. Demand for hobby products, however, is often
inversely proportional to disposable income levels. Although arts and crafts products are discretionary, they are
often used in do-it-yourself projects, which appeal to cash-strapped consumers that prefer to create their own
product rather than pay a premium for finished designs.

Advances in product design and technology play a central role in demand for toy goods at the retail level. As
consumer electronics have become more popular, toy customers have demanded more advanced functionality out
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of electronic and computer-based toys. Sales for new video games are dependent upon the release cycle of new
generations of gaming consoles. Consequently, when the major console companies have not released a new
gaming system in several years, demand drops as consumers would rather wait for a new system than buy new
games for an old system.

Consumer preference also plays a major role in determining demand for industry products. The age compression
phenomenon has further increased demand for electronic toys, for instance, as younger consumers increasingly
demand electronic products generally targeted at adults and older children. However, consumer preference trends
can also drive customers away from electronic toys. In recent years, media reporting has reflected concerns from
parents that children are spending too much time on the computer and looking at video screens.

Demand for the industry's hobby and toy merchandise is also largely seasonal. Typically, close to 30.0% of toy retail
sales occur in the fourth quarter leading up to the holiday gift-giving season, according to a 2018 report released by
the National Retail Federation (latest data available). Seasonality also affects specific product types. Sales of
outdoor hobby projects increase in the spring, and travel games spike in popularity during summer vacations. Hobby
and toy stores, similar to many operators across the retail industry, experience lower demand in periods of bad
weather, as consumers are less likely to leave their homes to go shopping during extreme cold or precipitation.

The COVID-19 (coronavirus) pandemic contributed to a rise in demand for hobby products, toys, and video games
due to consumers spending more time at home. However, much of this spending was made over e-commerce
channels, which have risen in popularity over the five-years to 2022, moderating the total effect on industry revenue
growth in recent years as brick-and-mortar shops experienced lower increases in sales.

Major Markets

  CONSUMERS AGED 24 AND YOUNGER

While consumers aged 24 and younger account for the smallest share of
the market at an estimated 1.1% of industry revenue in 2022, they are
nonetheless the most influential age group for operators belonging to the
Hobby and Toy Stores industry in Canada.

Children do not have the income to purchase toys themselves, but they are one of the major target markets for the
toy industry and either influence or are directly responsible for a huge amount of industry revenue. Moreover, people
under the age of 24 make up a significant portion of demand for video games, particularly as the age compression
phenomenon has resulted in younger children being more interested in electronic games. The share of revenue
generated by this age group tends to fluctuate in line with demographics and per capita disposable income levels, as
this age bracket typically has the least disposable income of any other segment of the population, and is less likely
to save and more likely to increase consumption when incomes rise. Over the five years to 2022, this segment has
remained stable as a share of industry revenue.

CONSUMERS AGED 25 TO 54

Consumers that are aged between 25 and 54 make up the second-largest
market segment for industry operators, accounting for a total 67.8% of the
market.

Consumers aged 25-34 account for 18.3%, with the 35-44 demographic accounting for 30.7%; those aged 45-54,
18.8%. This category contains mostly the parents of children under the age of 18. Since children rarely have their
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own income, parents belonging to this market segment are the primary buyers of goods, including toys, for their
children. Consumers aged between 25 and 54 are typically employed, and thus, have a steady income, enabling
them to freely spend on industry items. Adults in this segment also make up a significant portion of the market for
video games. According to a 2018 study that was conducted by the Entertainment Software Association of Canada
(latest data available), the average Canadian video game player is 34 years old. This age segment is also the
largest market for hobby and craft merchandise. Over the past five years, this segment has decreased marginally as
a share of industry revenue due to more profound growth in the market segment consisting of consumers aged 55
and older. This segment's share of the market has remained relatively stable over the five-year period despite
COVID-19 (coronavirus) pandemic related disruptions temporarily altering consumers' shopping habits.

CONSUMERS AGED 55 AND OLDER

Consumers aged 55 and older are expected to account for the remaining
31.1% of industry revenue in 2022.

This demographic is largely composed of parents and grandparents purchasing gifts for their grandchildren. This
segment has grown over the five years to 2022, as the population has aged and people have been living longer and
spending more money. The older segment of the population is also increasingly engaging in do-it-yourself projects.
These consumers generally have more free time, and low-impact crafting activities have become progressively
popular. In addition, adults belonging to this population segment, particularly those aged between 55 and 64, tend to
have a high and stable level of disposable income and fewer direct dependents, meaning they are able to spend on
more expensive hobbies, in addition to other pursuits, more freely.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

As merchandise trade figures are classified into the relevant upstream industries, the Hobby and Toy Stores industry
in Canada has no international trade. However, fluctuations in international trade can have an effect at the retail
level. For example, an influx of lower-priced imports may increase price competition between industry operators, as
large discount retailers and wholesalers generally have access to these goods through large-scale international
distribution networks. Similarly, an appreciation in the value of the Canadian dollar may enable retailers to purchase
increased amounts of specialty imported toys or hobby goods, broadening the product lines available on their
shelves and increasing their appeal to niche markets.
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Business
Locations

  As with most retail industries, the location of establishments in the Hobby and Toy Stores industry in Canada falls broadly in line
with the country's overall population distribution. This is because downstream consumers, such as individuals and families,
purchase the vast majority of industry-retailed products, so demand for hobby and toy goods, and therefore hobby and toy
retailers, will generally be greatest in regions with a larger number of residents.

An estimated 39.1% of all hobby and toy stores in Canada are located in Ontario, which is also the country's most populous
province. In addition to the many small, independent toy and hobby retailers this province is home to, it also contains the
headquarters of a variety of industry-relevant companies, including Mastermind Toys, Scholar's Choice, Michaels Companies Inc.
and Toys “R” Us (Canada) Ltd. Hobby and toy retailers establish locations close to densely populated urban centres to take
advantage of the large customer base and to stay informed about consumer trends and preferences. Large Canadian cities
contributing to Ontario's dominance include Toronto, Ottawa, Hamilton and Kitchener.

In addition, population hubs such as Montreal, Gatineau and Quebec City have led the industry's hobby and toy retailers to set up
shop in Quebec, which is home to an additional estimated 20.3% of industry establishments in 2022. Meanwhile, British Columbia
is home to a projected 15.5% of industry establishments in 2022, as the province is home to the major cities of Vancouver and
Victoria. Population growth in British Columbia in particular has helped support the province's share of industry establishments
over the five years to 2022. Alberta is expected to account for 12.8% of establishments in 2022, making it the fourth-largest
province in terms of the number of business locations and population.

In addition to lacking large, central customer bases, sparsely populated Canadian provinces are generally beset by difficult terrain
and harsh weather, rendering distribution and retail activity difficult for the hobby and toy supply chain, including consumers.
Therefore, relatively remote and lightly populated Canadian provinces such as Manitoba (3.1% of industry establishments), New
Brunswick (1.7%), Nova Scotia (2.5%) and Saskatchewan (2.8%) are home to few industry locations compared with the more
populous provinces.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Medium

The Hobby and Toy Stores industry in Canada is ultimately best characterized by a moderate level of market share
concentration, with the four largest companies in the industry estimated to generate 54.1% of total revenue in 2021.
The industry has a range of participants. While large multinational operators such as the Michaels Companies Inc.
and Toys “R” Us (Canada) Ltd. account for the majority of industry facilities across Canada, there is also a wide
range of smaller retailers located across the country that help to bring down the industry's overall market share
concentration. Yet, at the same time, larger, national-scale operators have maintained a notable share of the market
in recent years due to their scope and brand recognition. The industry's market share concentration is expected to
rise over the coming years, especially as some of its medium-sized companies continue to gain traction. For
example, Mastermind Toys has reported that its retail footprint has expanded quickly to 68 stores in 2021.
Nonetheless, the industry is still dominated by small, privately owned toy and hobby companies. In fact, according to
the latest data available from Statistics Canada, an estimated 40.0% of all hobby and toy stores in Canada are
nonemployers, which means that they are run as sole proprietorships, with an additional 71.4% employing fewer
than 10 employees.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Attractive product presentation:
An appealing product display will attract consumers, including children and adults.

Having an exclusive sales contract:
Stores with exclusive rights to high-demand products, such as new video game consoles or hot seasonal toys, will
attract customers.

Having a cost effective distribution system:
Companies that can cut the cost of transporting goods from their own regional distribution centres, third-party
wholesalers or toy and hobby manufacturers will experience a higher profit margin.

Management of seasonal production:
Toy sales are highly seasonal. Companies that can best establish efficient seasonal product ordering, displays and
hiring will have more business and a higher profit margin.
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Cost Structure
Benchmarks

  Profit

Profit varies among industry retailers based on a company's size and
the specific products it sells. Larger stores are generally able to achieve
extra cost savings by buying merchandise in bulk, while smaller stores
that cannot achieve such savings may incur higher purchasing costs
and a lower margin. Arts and crafts and hobby supplies tend to have a
higher margin than many other industry products, so major players
such as Michaels Companies Inc. typically have a profit margin
exceeding the industry average. Competition from large operators both
within the industry and outside the industry has driven many smaller
players out of business.

The COVID-19 (coronavirus) pandemic initially weighed heavily on
industry profit as lockdowns and sales fell, with smaller operators being
hit the hardest. However, as pandemic related restrictions have eased,
industry profit is expected to have partially recovered. To this end,
IBISWorld estimates that industry profit, measured as earnings before
interest and taxes, has fallen from 4.1% of revenue in 2017 to an
estimated 2.8% in 2022. Nonetheless, IBISWorld projects industry profit
to recover over the five years to 2027 as pandemic-related disruptions
to industry operations ease.

 

  Wages

Toy and hobby retailers rely on employees for daily operations such as
customer service, maintenance of store displays and inventory checks.
Total industry expenditure on wages has largely remained stable as a
share of revenue over the five years to 2022, comprising an estimated
12.1% of revenue in 2022, having declined from 12.7% in 2017.
Technological improvements have generally enabled industry
companies to get by with fewer employees. However, wages and
employment have both fallen at similar rates over the past five years,
ensuring the stability of wages' share of revenue overall.
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  Purchases

Purchase costs are expected to remain the largest expense for industry
operators in 2022, accounting for an estimated 67.4% of revenue.
Purchases as a share of industry revenue have also remained fairly
stable over the five years to 2022, though purchases tend to vary
between operators depending on the size of the company in question
and the nature of the product. Moreover, purchases are higher for
certain retailers such as GameStop Corp., which generate a significant
amount of revenue through retailing more expensive items such as
video games.

 

  Marketing

Marketing and advertising initiatives have become increasingly
important to industry operators over the past five years, as external and
internal competition have heightened for toy and hobby retailers.
Industry operators have consequently actively engaged in advertising
through print publications, direct mailing circulations, TV, radio and
online advertisements to set themselves apart from department stores,
and to increase their general brand awareness. In 2022, IBISWorld
estimates that marketing expenditures will account for 1.5% of industry
revenue, declining marginally over the past five years from 1.6% of
revenue in 2017.

 

  Depreciation

Depreciation costs account for an estimated 1.1% of industry revenue
in 2022, a level that has remained consistent over the past five years.
Depreciable assets for industry retailers include owned land and
properties, computer inventory systems, cash registers and other point-
of-sale computer systems.

 

  Rent

Rental costs are expected to account for 6.7% of revenue in 2022, as
retailers that do not outright own all of their property may need to pay
rent on retail space, storage space, office space, parking areas and, in
some cases, regional distribution centres. Rental costs have risen over
the past five years from 6.4% of revenue in 2017 despite the
pandemic's negative affect on commercial rents in recent years.
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  Utilities

Water, electricity, gas, telephone and other telecommunication utilities
costs have remained relatively stable as a share of revenue over the
past five years. Utilities are expected to account for 1.0% of revenue in
2022.

 

  Other Costs

All other costs, including legal fees and insurance expenditures, are
anticipated to account for the remaining 7.5% of industry revenue in
2022.

 

Basis of
Competition

Competition in this industry is    Medium and the trend is Increasing

  The Hobby and Toy Stores industry in Canada is subject to strong price
competition.

As in many retail industries, hobby and toy retailers price products to maximize returns while remaining competitive
with other companies offering the same products. This price competition has induced many industry operators to
offer price-matching guarantees, wherein a retailer will match a competitor's price on an identical product. However,
industry operators have been careful in adopting this policy, since unmonitored price matching can jeopardize a
company's profit margin.

Industry operators also compete on the quality and selection of their products. Generally, consumers will prefer to
shop at stores that offer the best range and quality of products, and the largest industry operators often offer tens of
thousands of different types of products. Companies in the industry can attempt to gain a competitive advantage by
securing licences to well-known and desirable brand name products.

Customer service also serves as an important basis for competition among operators, particularly in the hobby
segment, where employees can encourage customers to buy more by offering specific knowledge and advice about
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product functionality, usage and performance. Over the five years to 2022, operators have increased their focus on
enhancing the customer experience by providing better training to employees. In addition, retailers have introduced
educational classes to introduce consumers to products and hobbies and maintain customer loyalty.

EXTERNAL COMPETITION

This industry has increasingly experienced high external competition
from discount retailers such as Walmart, which are outside the scope of
the domestic industry.

Large retail chains are generally able to maximize their cost savings by establishing relationships with upstream
manufacturers and purchasing large volumes of inventory at bulk prices, which translates into discounted final
products for customers. As a result of this behaviour, industry operators have experienced increased pricing
pressures. Moreover, due to the benefits accrued to discount retailers as a result of their economies of scale, large
discount retailers are able to acquire the most visible business locations, such as those in areas with high levels of
consumer traffic. Smaller industry operators may not have the capital to access such desirable locations, and their
share of industry sales may suffer accordingly.

In addition to discount retailers, toy rental companies are also beginning to pose a threat to industry operators,
particularly in times when consumer confidence is low. Toy rental companies, such as the Ottawa-based Just Play,
boast that they can save families money and reduce toy clutter while also offering the convenience inherent to online
ordering. While the market for toy rental is fairly small, it remains an innovative option that cuts into industry growth.

As electronic toys have come to dominate the industry market, pressure from non-toy related play activities can also
pose a threat to revenue. If parents decide that their children are spending too much time playing video games and
engaging in other screen-based activities, they may opt to either make more traditional toy purchases such as
building blocks, dolls or action figures, or encourage children to pursue leisure activities that occur outside of the
industry's scope altogether, such as musical instrument lessons, sports or school-sponsored group activities.

Furthermore, e-commerce has grown in importance as another source of external competition for the industry, a
trend accelerated by changes in consumer habits due to the ongoing COVID-19 (coronavirus) pandemic. While
many industry operators offer online shopping platforms, the e-commerce space remains dominated by large
players such as Amazon, which offer an expansive selection at competitive prices. Brick-and-mortar industry
establishments are likely to continue to lose sales to e-commerce channels, which are anticipated to grow as a
share of purchases over the five-years to 2027. Online purchases have proven especially disruptive to traditional
video game retailers as consumers turn to digital orders and downloads to access the latest releases.

Barriers to
Entry

Barriers to Entry in this industry are    Medium and the trend is Steady
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  New operators planning to enter the Hobby and Toy
Stores industry in Canada are expected to experience
some challenges. Although most industry operators are
small and independent retailers, large companies both
within and external to the industry benefit from economies
of scale and hold enough market share to exhibit pricing
pressure on the products retailed by the industry. These
larger operators are often able to purchase a wide variety
of merchandise at discounted prices and pass savings on
to consumers in the form of lower final product prices,
with little negative effect on their margin. These large
companies may also be better able to negotiate exclusive
product contracts with toy and hobby goods
manufacturers, further increasing competition for new
industry entrants. In addition to increased cost efficiency
and access to exclusive products, some established
industry retailers benefit from high visibility and name
recognition, which can make it even more difficult for new
entrants to attract consumers and stay competitive.

The initial cost of establishing or purchasing a retail outlet
and inventory can be expensive and may be an additional
barrier for new entrants. Prospective operators may have
difficulty securing the necessary capital to build or
purchase a new store, particularly in desirable locations
where property costs are higher. In addition, operators
require a line of credit for the purchase of store inventory,
which can be quite extensive depending on the nature of
the merchandise stocked. Retailers need to have
established relationships with suppliers to guarantee a
consistent and reliable supply of quality products, which
may also be a barrier for new entrants. Nonetheless,
40.0% of establishments in this industry are sole
proprietorships, indicating the relative feasibility of starting
and maintaining a small business in the Canadian Hobby
and Toy Stores industry.

Barriers to Entry Checklist

Competition Medium  

Concentration Medium  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Light  

Industry Assistance Low  

Industry
Globalization

Globalization in this industry is    Medium and the trend is Steady

  Domestic operators

Most operators in the Hobby and Toy Stores industry in Canada operate on a regional or local scale, with several
stores across a relatively small area. Major companies, however, have wide national and international store
networks. Moreover, the relative ease of ordering toy products online has encouraged even small industry
companies to extend their business into the United States. Both Mastermind Toys and Scholar's Choice offer
shipping to anywhere in the United States through their online ordering system.

Meanwhile, the largest operator in the domestic industry is Toys "R" Us (Canada) Ltd. While this company was
formerly the domestic subsidiary of the larger Toys "R" Us Inc., that company has since filed for bankruptcy.
Following this, the Canadian business was sold to Fairfax Financial Holdings Limited, an Ontario-based holding
company, in 2018, with all Toys "R" Us stores in Canada remaining open under the original Toys "R" Us brand
name. In 2021, the company was in turn purchased by Putman Investments, a Canadian based investment fund.

Foreign operators

The second-largest operator in the Canadian Hobby and Toy Stores industry, the Michaels Companies Inc., is a US-
owned company with more than 100 domestic retail outlets. In addition to foreign companies operating domestically,
the industry also experiences competition from online and discount retailers such as Amazon.com Inc. and Walmart
Inc., which pose a larger threat to industry players than potential foreign operators do. Therefore, IBISWorld expects
domestic operators to remain dominant in this industry over the five years to 2027 despite the industry's medium
level of globalization.
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Major Companies

Major Players Toys "R" Us (Canada) Ltd.

Market Share: 27.2%

Brand Names Toys R Us, Babies R Us, Tabeo

  Toys “R” US Inc. was originally established in 1948 as a baby furniture store located in Washington, DC. Over the
years, the company shifted its focus to toys and dominated the market for decades as the first one-stop shop for
children's toys, expanding its presence all across the world and selling a huge range of toys and other products.
According to the company's final annual report, it generated $11.8 billion in total revenue in fiscal 2016 (year-end
January) and employed more than 64,000 people across almost 1,700 stores worldwide.

The company first entered the Canadian market in 1983, and its domestic business is known as Toys “R” Us
(Canada) Ltd. Its Canadian operations are headquartered in Concord, ON, and consist of 81 retail outlets across the
country with over 5,000 employees. Over the five years to 2022, the company's domestic footprint has been mostly
stable, although prior to the reporting period, the company did close some poorly performing stores.

Toys “R” US (Canada) Ltd.'s parent company faced significant problems prior to the start of the current period,
although the fate of its domestic stores has ultimately been disentangled from the company as a whole. It was
acquired by a group of equity investors led by KKR Group, Bain Capital and Vornado Realty Trust in 2006 for $6.6
billion. However, this deal had since left the company with $5.3 billion in debt that it found difficult to service over the
following decade. As a result, this debt, along with various other factors, led the company to declare bankruptcy in
2017. In 2018, the company closed its United States stores, though the company has since reopened two of its US
stores under its new owners, Tru Kids Brands. Nevertheless, this activity remains unrelated to the company's
presence in Canada. This is primarily because, in June 2018, the company's Canadian stores were acquired by
Fairfax Financial Holdings Limited for $300.0 million. This acquisition made Toys “R” Us (Canada) Ltd. private and
simultaneously permitted all remaining retailers to remain open and profitable, protecting the company's exit from
the Hobby and Toy Stores industry in Canada. In 2021, the company was bought by Putman Investments, which
announced planned expansion of operations over the five-years to 2027.

Financial performance
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Toys “R” Us (Canada) Ltd.'s industry-relevant revenue has risen at an annualized rate of 3.4% to an estimated
$992.6 million over the five years to 2022, with mixed performance at the beginning of the five-year period offset by
strong sales growth in recent years due to a COVID-19 (coronavirus) related rise in toy purchases. While company
stores temporarily closed due to provincial lockdowns, increased time at home and higher disposable incomes
contributed to a notable rise in the purchase of children's toys. While industry-relevant revenue is projected to have
steadily grown due to these factors, the extent of this growth has been held down by a rising share of online toy
orders, which are excluded from the industry.

Furthermore, company performance may have been negatively affected during the beginning of the period by
confusion among the general public, as many consumers likely assumed that the parent company's Canadian retail
outlets would also be closing. However, in an August 2018 Globe and Mail article, the company's president outlined
efforts the company has made to boost sales by improving the customer experience. For example, the company
added spaces for children to test toys and games in an effort to make the store more experiential and consumer
focused. While in-store activity has been affected by pandemic-related changes to customers' shopping habits, Toys
“R” US Canada is projected to have maintained performance throughout the period. Company operating profit,
defined as earnings before interest and taxes, is anticipated to reach $27.1 million in 2022.

 
Toys "R" Us (Canada) Ltd. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 840.9 N/C 33.5 N/C
2018 817.4 -2.8 25.6 -23.6
2019 815.9 -0.2 25.5 -0.4
2020 888.2 8.9 4.9 -80.8
2021 944.0 6.3 27.2 455.1
2022 992.6 5.1 27.1 -0.4

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD)

The Michaels Companies Inc.

Market Share: 17.7%

  Founded in 1973 and headquartered in Irving, TX, the Michaels Companies Inc. (Michaels) comprises the leading
arts and craft retailer in North America. The company employs over 45,000 individuals across the United States and
Canada, with an estimated 34,000 on a part-time basis. Overall, Michaels offers more than 40,000 different types of
products that are either associated with internal brands or external vendors. In fiscal 2020 (latest data available,
year-end January), the company operated 1,274 stores across the United States and Canada and generated $7.0
billion in total company-wide revenue across all operating segments.

The company participates in the Canadian Hobby and Toy Stores industry through sales at domestic retail outlets,
which consist of over 100 stores across 10 provinces, with its Canadian headquarters located in Mississauga, ON.
The company offers a variety of products, including general and children's crafts, home and seasonal products,
scrapbooking supplies and framing goods and services, all of which are industry relevant.

In 2006, investment companies Bain Capital, the Blackstone Group Inc. and Highfields Capital Management LP
purchased Michaels in a deal worth $6.0 billion. The company made improvements to its distribution network in
2008 by implementing a hybrid distribution network that stocked slower-selling products only in distribution centres
closest to vendors. This method resulted in reduced transportation costs and made store employees increasingly
efficient in processing merchandise receipts. The company then reentered the market in June 2014, prior to the
beginning of the current period, with an initial public offering worth an estimated $500.0 million. Since then, the
company has focused on growing its business by opening new facilities, providing an enhanced customer service
experience and expanding its product offerings. A rising share of the company's sales have come from e-commerce,
a trend recently accelerated by disruptions to brick-and-mortar retail operations due to the COVID-19 (coronavirus)
pandemic. In April 2021, Apollo Global Management acquired The Michael's Company for $4.1 billion.
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Financial performance

While the vast majority of stores are located in the neighbouring United States, an estimated 9.0% of total company
sales are generated in Canada. Over the five years to 2022, Michaels' industry-relevant revenue is expected to rise
at an annualized rate of 1.0% to $647.3 million. The company has experienced mixed performance over the five-
years to 2022, with several years of estimated revenue decline partially offset by strong sales growth during the
latter half of the period, when sales of arts and craft products rose as the COVID-19 (coronavirus) pandemic led to
creative consumers spending more time at home and with higher disposable income for the purchase of company
products. However, the extent of estimated industry-relevant revenue growth was tempered by the temporary
closure of company stores and the rise in online sales' share of revenue. Michaels' financial performance has
remained steady, with operating profit, defined as earnings before interest and taxes, projected to stand at $66.0
million in 2022.

 
The Michaels Companies Inc. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 616.2 N/C 86.6 N/C
2018 602.2 -2.3 64.4 -25.6
2019 599.9 -0.4 60.9 -5.4
2020 597.6 -0.4 60.5 -0.7
2021 625.0 4.6 64.5 6.6
2022 647.3 3.6 66.0 2.3

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end January

GameStop Corp.

Market Share: 6.3%

  GameStop Corp. (GameStop) is the world's largest video game retailer, selling new and preowned video game
hardware, software and accessories at 4,816 stores across 10 countries. The company began as a part of software
retailer Babbage's in 1996. After a series of mergers and acquisitions, GameStop formally became an independent
company when it was spun off of its then-parent Barnes & Noble Inc. in 2004. As of the company's fiscal 2020 report
(latest data available, year-end February) GameStop employs an estimated 12,000 full-time salaried and hourly
employees, in addition to between 17,000 and 23,000 part-time hourly employees worldwide. In fiscal 2020,
GameStop generated total revenue of $6.8 billion from its global operations across all operating segments.

The company participates in the Canadian Hobby and Toy Stores industry through its 253 Canadian retail locations,
with revenue from its Canadian operations accounting for less than 10.0% of total annual revenue. Due to
GameStop's focus on video game products, the company's revenue trends strongly correlate with release cycles of
new game consoles and popular games. The company's main reportable segments are designated by geography.

Company revenue has declined as the video game market has shifted towards digital purchases and e-commerce.
Online downloads of new game releases have diminished the company's store traffic as gamers' purchasing habits
shift to these convenient alternatives. As a result, the company has closed many of its locations, redirecting its focus
toward e-commerce. Additionally, in response to the rise digital purchases and game downloads, the company is
likely to place more emphasis on sales of gaming hardware, including computers and monitors, as software
purchases decline. However, hardware products carry a lower margin than typical software, which poses a further
challenge to the company, especially considering added competitive pressure from larger online retailers such as
Amazon.

Financial performance

Over the five years to 2022, IBISWorld estimates that GameStop's industry-relevant revenue has decreased at an
annualized rate of 16.2% to $230.8 million. Industry-relevant revenue is estimated to have undergone significant
volatility during recent years due to COVID-19 (coronavirus) pandemic related disruptions to brick-and-mortar retail.
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Various company locations closed amid provincial lockdowns, while a sharp rise in company e-commerce sales
further affected Gamestop's performance in 2020. While an easing of pandemic restrictions contributed to an
estimated uptick in industry-relevant sales in 2021, the company is anticipated to incur continued operating losses.
In 2022, Gamestop's operating loss is projected to stand at $11.1 million as store traffic continues to decline. Due to
these developments, Gamestop has closed many of its Canadian locations, shuttering 46 stores in 2020 alone for a
total of 253 locations (latest data available). Further closures are anticipated as the company directs its focus to e-
commerce operations amid major shifts in the video game retail market.

 
GameStop Corp. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 557.1 N/C 15.0 N/C
2018 535.0 -4.0 -51.3 N/C
2019 433.9 -18.9 -31.3 -39.0
2020 228.5 -47.3 -9.6 -69.3
2021 234.1 2.5 -12.6 31.2
2022 230.8 -1.4 -11.1 -11.9

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end January

Other Companies Mastermind Toys

  Market Share: 2.9%
  Mastermind Toys (Mastermind), formerly known as Mastermind Educational Technologies Inc., is a privately owned

specialty toy retailer based in Toronto. The company was founded as an educational software business in 1984 by
brothers Andy and Jonathan Levy. Since then, Mastermind has grown to employ over 2,000 workers across its 68
locations located across eight Canadian provinces. The company also ships its specialty toys, books and games to
all of North America. Mastermind was fully family owned until 2010, when Birch Hill Equity Partners Management
Inc. purchased a significant but undisclosed stake in the company. Although the company is private and therefore
does not publicly release its financial information, Mastermind has quickly expanded, opening over half its locations
over the past decade, with plans of opening more stores as the company remains profitable. However, this
expansion has been slowed by COVID-19 (coronavirus) pandemic related disruptions. While Mastermind sells a
range of products that are similar to industry leader Toys "R" Us (Canada) Ltd., its stores are on average about one-
fifth the size. IBISWorld estimates Mastermind's industry-relevant revenue will total $104.0 million in 2022,
representing a market share of 2.9%.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Low

  The Hobby and Toy Stores industry in Canada is normally
not very labour-intensive. However, basic labour is required
for operators to run a successful store. Stores require
worker input for various activities involved in a store's daily
operations, including management, marketing, register
operations, inventory stocking, managing shelves and
customer service. As a result, the cost of labour within the
Canadian Hobby and Toy Stores industry is the second-
highest cost category for industry operators, at an
anticipated 12.1% of industry revenue in 2022. Moreover,
for every $1.00 that industry operators are expected to
spend on labour in 2022, only an estimated $0.09 is
expected to be spent on capital assets, leading to a low
level of capital intensity for the industry in aggregate. This
figure has remained fairly stable over the five years to
2022.

Despite this industry's high reliance on labour, some
expenditure on capital is also required. Operators must
invest in renting land and buildings, fixtures and fittings,
cash registers, point-of-sale (POS) systems, storage units,
distribution infrastructure and other industry-relevant
equipment. In more recent years, some stores have
implemented computer scanning technology that simplifies
labour tasks and therefore minimizes the level of human
error involved in processing purchases. POS systems have
enabled operators to computerize their inventory, resulting
in better stock control and cost efficiencies. However, many
stores are not profitable enough to invest in such
expensive equipment.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Very Low Rate of
Innovation

Very
Unlikely

A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

High Innovation
Concentration

Likely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Medium Ease of Entry Potential A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Low Rate of Entry Unlikely Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Very Low Market
Concentration

Very
Unlikely

A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent technologies entering the industry is low, which limits the potential for innovations. A low rate does
not mean that innovations cannot occur, just that the likelihood of some innovation materializing as a threat is lower.
However, the concentration of technologies is high in this industry. This suggests that industry operators have exposure to
potentially unforeseen areas of innovation.

Industry operators are exposed to a low rate of new entrants and a moderate level of entry barriers. This combination of
factors creates an environment where entry trends are not a key threat of disruption.

Major market segments for industry operators are relatively diversified. The spread of market segments suggests that there
are limited entry points other than those already served my incumbent operators.

Technological innovation has recently affected, and is expected to continue
affecting, the Hobby and Toy Stores industry in Canada.

The rise of e-commerce platforms has led to decreased consumption at many of the industry's brick-and-mortar retail
locations, as consumers are finding shopping online increasingly convenient and cost effective. In response, the industry,
as with other retail industries, has been in the process of implementing its own technological innovations to retain in-store
shoppers. One such initiative is the introduction of self-checkout stations. These stores hope that the move drives
increased foot traffic by improving the customer experience and leveraging the labour cost savings to keep their prices
competitive.

The level of technology change is    Medium

  Advancement in distribution logistics represents the biggest change in
technology that has affected the Hobby and Toy Stores industry in Canada in
recent years.

Before the introduction of electronic data interchange (EDI), retailers relied on printed orders, delivery notes and invoices to
both request and receive merchandise from suppliers. The development and implementation of EDI effectively
computerized this process, enabling operators to streamline the ordering process and benefit from resulting cost
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efficiencies. Retailers have also benefited from increased accuracy and timeliness of information transmitted from suppliers,
which further translates into cost efficiency, due to better inventory management.

The installation of point-of-sale (POS) systems has further enabled retailers to access detailed information on product
sales, their margin, profit and inventory. This information can be used to provide a better product mix to consumers, assist
with the reordering process, ensure that popular items are always in stock and aid management with the compilation of
company budgets.

The adaption to an increase in e-commerce sales also aided the level of technological growth within the Hobby and Toy
Stores industry. Retail stores are beginning to add more technological experiences within the store; the goal of this is to
enable customers to be hands-on in the store and test out whatever they may want to buy. These types of in-store
experiences are hoping to attract more customers to retail stores instead of e-commerce sales.

Advances in product innovation have a direct influence on industry performance by helping to shape demand for its
products. Since the mid-2000s, youth demand for electronics has directed toymakers to develop technology-based
children's toys and gadgets. For example, the Lego Group, a major upstream toy manufacturer, designs and makes various
programmable robot construction sets that permit builders to use their creations to navigate obstacles and follow paths. Toy
designers have also developed tablet computers for children, which feature learning activities to help children improve their
reading, phonics, spelling, music and math, in addition to traditional entertainment programs. Hobby product manufacturers
have also embraced technological change, updating model airplane and railroad kits to include wireless control systems,
including smartphone applications that interface with the vehicles. Video game development is also strongly dependent on
the pace of technological development. Sony Corporation primarily focused on hardware innovation for its new console,
whereas Microsoft Corporation focused on a new software development platform for games. Profit and revenue for
companies that sell video game hardware will likely fluctuate based on the speed of technological developments that will
inform the design and release of new consoles.

Revenue
Volatility

The level of volatility is    Medium

  The Hobby and Toy Stores industry in Canada exhibits a low to moderate level
of revenue volatility.

Consumers are price conscious and toys and hobby goods are discretionary. Therefore, spending on toys and hobby goods
strongly depends on the health of the overall economy, consumer confidence and disposable income levels. If consumers
feel confident in their overall economic well-being, retail spending will generally increase and industry revenue will likely
also follow suit. Over the five years to 2022, industry revenue has increased as much as 9.1% in 2021 and has decreased
as much as 4.0% in 2018 as e-commerce trends weighed on traditional brick-and-mortar industry retailers. The COVID-19
(coronavirus) pandemic is estimated to have positively affected industry revenue growth as demand for toys and hobby
goods rose. However, any growth was tempered by a considerable share of orders being fulfilled online. Over the five years
to 2022, industry revenue fluctuated an average 4.6% year-over-year, with recent volatility largely due to higher spending
on industry goods at the close of the period.

Moreover, the cyclical nature of revenue with regard to the industry's video games segment also contributes to revenue
volatility for this industry. Revenue for retailers that focus on these goods, such as GameStop Corp., will likely fall when no
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new video game consoles are on the market, and will likely soar after a new console is released. However, as major game
companies release new consoles, IBISWorld expects the subsequent sales to contribute to a higher rate of revenue growth,
though this may be hindered in the short term as a result of the coronavirus pandemic.

Regulation &
Policy

The level of regulation is    Light and the trend is Steady

CANADA CONSUMER PRODUCT SAFETY ACT

The Canadian government passed the Canada Consumer Product Safety Act
(CCPSA) into law in December 2010.

This law serves as an update to the Hazardous Products Act, Canada's previous consumer product safety legislation, which
had not been updated in 40 years. The CCPSA has an entire section entitled Toy Regulations, which outlines specific
standards that consumer products must meet to be permitted to stay on the market as a toy product. For instance, Section
42 of Toys Regulations mandates the maximum length a yo-yo's string may be to prevent choking hazards. Although most
of these regulations primarily affect toy manufacturers and importers, the CCPSA can have an influence on the revenue
brought in by operators in the Hobby and Toy Stores industry in Canada since the act also enables Heath Canada, the
government's public health arm, to issue a mandatory recall of products released to market that do not meet these
standards. A government-issued recall of this type could wreak havoc with retailers' inventory schedules and ability to meet
customer demand, which could in turn affect profit and revenue for individual companies and the industry as a whole.

OTHER LEGISLATION

National and provincial level regulations apply to the Hobby and Toy Stores
industry as they do to all other retail industries in Canada.

These regulations include tax policies, minimum wage laws and equal wage standards, the Canada Occupational Health
and Safety Regulations (ensuring appropriate working conditions and occupational safety) and marketing regulations
designed to protect consumers from false advertising.

COVID-19

In response to the COVID-19 (coronavirus) pandemic, many operators were
required to temporarily close their stores as business restrictions were
implemented.

Upon reopening, operators are likely to require or encourage social distancing, a maximum number of customers, personal
protective equipment and screening of both employees and customers. The Retail Council of Canada has provided a
comprehensive overview of health and safety requirements by region given that variation between provinces regarding
these protocols.

Industry
Assistance

The level of industry assistance is    Low and the trend is Steady

As a result of tariffs already being assessed and incorporated at the relevant
upstream merchandise manufacturing levels, operators in the Hobby and Toy
Stores industry in Canada do not receive any direct governmental or financial
assistance.

However, at the same time, several industry associations representing various levels of the toy and hobby supply chain
may provide industry retailers with useful market and product information while representing their interests in both the
national and international arenas. These associations include the Neighbourhood Toy Stores of Canada; the Canadian Toy
Association; and the National Retail Hobby Stores Association, a US organization that also includes Canadian hobby store
owners; and the International Council of Toy Industries.

COVID-19

In response to the COVID-19 (coronavirus) pandemic in Canada, the federal government's Economic Response Plan to
COVID-19 and the various programs it created has sought to assist operators across a wide range of industries whose
business operations have been negatively affected by the ongoing pandemic. Companies were able to apply for Canada
Emergency Business Account interest-free loans, which provided up to $40,000 to small businesses, or the Canada
Emergency Wages subsidy, which covered up to $847.00 in weekly wages for eligible employers. The availability of
assistance has changed as the pandemic has progressed, with earlier programs eventually phased out or updated to best
reflect the circumstances of the business environment.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Per capita
disposable
income ($)

2013 2,849 521 2,407 1,604 14,543 N/A N/A 383 N/A 29,342
2014 2,872 524 2,439 1,625 14,573 N/A N/A 393 N/A 29,430
2015 3,120 558 2,408 1,605 14,205 N/A N/A 415 N/A 30,157
2016 3,185 572 2,328 1,551 15,365 N/A N/A 417 N/A 29,674
2017 3,197 571 2,365 1,576 15,070 N/A N/A 405 N/A 30,400
2018 3,070 548 2,445 1,629 14,052 N/A N/A 417 N/A 30,440
2019 2,993 535 2,374 1,582 13,977 N/A N/A 406 N/A 30,628
2020 3,227 464 2,320 1,546 13,877 N/A N/A 410 N/A 32,862
2021 3,523 575 2,358 1,571 14,460 N/A N/A 432 N/A 33,299
2022 3,648 584 2,385 1,587 14,733 N/A N/A 441 N/A 32,696
2023 3,720 619 2,403 1,597 14,910 N/A N/A 447 N/A 32,758
2024 3,756 623 2,419 1,607 14,996 N/A N/A 450 N/A 32,885
2025 3,779 627 2,429 1,614 15,059 N/A N/A 452 N/A 33,215
2026 3,803 631 2,435 1,617 15,141 N/A N/A 455 N/A 33,602
2027 3,829 635 2,447 1,625 15,247 N/A N/A 458 N/A 34,063

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

Per capita
disposable
income (%)

2013 0.39 5.38 1.09 1.07 3.75 N/A N/A 3.09 N/A 1.58
2014 0.81 0.63 1.32 1.30 0.20 N/A N/A 2.50 N/A 0.30
2015 8.63 6.46 -1.28 -1.24 -2.53 N/A N/A 5.52 N/A 2.46
2016 2.08 2.43 -3.33 -3.37 8.16 N/A N/A 0.45 N/A -1.61
2017 0.35 -0.04 1.58 1.61 -1.92 N/A N/A -2.74 N/A 2.44
2018 -3.98 -4.14 3.38 3.36 -6.76 N/A N/A 2.78 N/A 0.13
2019 -2.51 -2.40 -2.91 -2.89 -0.54 N/A N/A -2.45 N/A 0.61
2020 7.84 -13.2 -2.28 -2.28 -0.72 N/A N/A 0.98 N/A 7.29
2021 9.15 23.8 1.63 1.61 4.20 N/A N/A 5.19 N/A 1.32
2022 3.57 1.54 1.14 1.01 1.88 N/A N/A 2.22 N/A -1.81
2023 1.97 5.99 0.75 0.63 1.20 N/A N/A 1.35 N/A 0.18
2024 0.95 0.77 0.66 0.62 0.57 N/A N/A 0.64 N/A 0.38
2025 0.60 0.52 0.41 0.43 0.42 N/A N/A 0.46 N/A 1.00
2026 0.65 0.62 0.24 0.18 0.54 N/A N/A 0.55 N/A 1.16
2027 0.67 0.71 0.49 0.49 0.70 N/A N/A 0.70 N/A 1.37

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2013 18.3 N/A N/A 196 13.5 6.04 26,363
2014 18.2 N/A N/A 197 13.7 5.97 26,968
2015 17.9 N/A N/A 220 13.3 5.90 29,194
2016 17.9 N/A N/A 207 13.1 6.60 27,114
2017 17.9 N/A N/A 212 12.7 6.37 26,888
2018 17.8 N/A N/A 218 13.6 5.75 29,640
2019 17.9 N/A N/A 214 13.6 5.89 29,069
2020 14.4 N/A N/A 233 12.7 5.98 29,567
2021 16.3 N/A N/A 244 12.3 6.13 29,848
2022 16.0 N/A N/A 248 12.1 6.18 29,946
2023 16.6 N/A N/A 250 12.0 6.20 29,993
2024 16.6 N/A N/A 250 12.0 6.20 30,015
2025 16.6 N/A N/A 251 12.0 6.20 30,029
2026 16.6 N/A N/A 251 12.0 6.22 30,031
2027 16.6 N/A N/A 251 12.0 6.23 30,032

Figures are inflation adjusted to 2022
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Additional Resources
Additional
Resources

Canadian Toy Association
http://www.canadiantoyassociation.ca

International Council of Toy Industries
http://www.toy-icti.org

National Retail Hobby Stores Association
http://www.nrhsa.org

Statistics Canada
http://www.statcan.gc.ca

Industry Jargon AGE COMPRESSION
The phenomenon where children outgrow toys at a younger age than the target market, resulting in greater demand
for more adult-like merchandise.

DO-IT-YOURSELF (DIY)
A method wherein consumers personally create, build and/or design their own projects and products without the
assistance of professionals.

TWEENS
Children between the ages of eight and 12.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
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players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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