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Executive Summary

Housing matters in modern strategies for economic success. It is a complex and important
consumption good and asset, and the housing system is one of the key integrative systems in
the society and economy, like the labour market or the financial system. Yet thinking on
economic and housing policies is disconnected in Canada, Ontario, and Toronto. This study
seeks to supply some of the missing connections between housing and the economy in the city
of Toronto. It draws upon existing research and data to develop an overview of how the housing
sector affects the development of the metropolitan economy.

It is important to make these connections, because Canadian housing policymakers and
advocates have eschewed economic arguments for housing and set the social consequences of
inadequate housing provision at the centre of policy debates; they have failed to make the case
for housing effects on economic and environmental outcomes. This neglect has atrophied the
field of housing economics within Canadian universities. Canada lags countries such as the
United States, Australia, and the United Kingdom in researching relevant issues.

Globalization has changed metropolitan housing markets like that of Toronto. Deregulation of
special housing finance circuits has brought housing and capital markets closer together in an
era of lower inflation. Deregulation in trade has also created new opportunities for specialization
and rising incomes, but also required new labour market flexibilities and supported rising
inequalities in labour market incomes; in the housing sector this has meant that households with
real income growth are expressing significant rising per capita demands for housing. At the
same time, many in the Toronto labour force, usually the bottom half of earners, have
experienced no or minimal gains in real incomes over the last decade.

Older and younger workers have gained the least in the income distribution. This finding has
great significance for the future of the city. When differences in wealth are assessed—and the
ownership of housing assets lies at the core of these differences—there has been a more
marked increase in inequality in Canada, Ontario, and, in all likelihood, Toronto.

In many other countries, globalization has encouraged governments to assess tax, debt, and
spending decisions more carefully and to root housing policies more firmly in economic
decision-making. After making cutbacks in housing, several countries are reassessing the
importance of housing policies in dealing with the dysfunctional inequalities and market failures
that globalization has brought. Canada and Ontario, however, have not moved in this direction
and Toronto seems, relative to most major OECD cities, to be starved of the resources, powers,
and intergovernmental cooperation in housing policies that typify successful cities in the global
economy.

With its growing population, particularly a growing population of low-income households, the
housing stock in Toronto is under pressure, while many middle- and upper-income households
are leaving the city for new, single detached homes. Another worrying trend is seen in the
housing careers of recent immigrants. When compared with earlier waves of new Canadians,
recent immigrants are living longer in rental homes, making less progress up the income
distribution and seeing their children lag in school and job market performance. The Toronto
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Housing for the Toronto Economy iii

housing system must be effective in absorbing regional, national, and international moves to
ensure the city’s long-term competitiveness.

Much of the growth in low-income population in the city, until the early 1990s, was absorbed by
social rental housing. Social renting now caters to less than half the expanding set of poor
households and this share is falling rapidly.

In the city’s private rental sector, rent increases have been modest relative to house prices, but
have been increasing at rates faster than incomes in the lower end of the income distribution,
raising the real burden of housing payments for Toronto’s poorer households. Vacancy rates
were above average between 2002 and 2004, but since then have fallen significantly.
Arguments that a high rental vacancy rate means that no policy stimulus for rental investment is
needed no longer have any basis in market realities.

Poor housing and neighbourhood outcomes have direct productivity effects and can raise costs
of non-housing programs aimed at raising human capacities. Human capital levels related to
child socialization and learning as well as teenage job and university readiness are significantly
affected by housing and neighbourhood quality. Health effects, both physical and mental, which
arise from poor housing and neighbourhoods also affect the economy through lowered levels of
labour market participation, absenteeism, and reduced productivity.

New housing output in the metropolitan area has doubled since 1996. Within the City of
Toronto, much of the new stock is in the form of condominium apartments and townhouses; in
the GTA as a whole, less than half of new homes are now single-family dwellings. This
substantial supply has supported city cost competitiveness for now. But the longer-term
prospect is a greater concern, as the environmental and commuting cost consequences of
sprawling patterns of development are likely to be high.

The Toronto housing market has not experienced the recent instabilities of many U.S. markets,
although it may become more exposed in future business cycles. The major housing-to-
economy effects that are likely to affect the GTA in the next two years will flow through reduced
exports to the United States and the rise in the Canadian dollar as home defaults in the United
States erode consumer confidence and wealth there through 2008. The fundamental Toronto
housing problems are not about a frothy cycle gone sour, but about the fundamentally reshaped
geographies and inequalities that have emerged for poorer renters in the metropolitan areas
over the last decade.

Residential spread and poverty concentration have private, community, and wider social costs
that have to be addressed to meet competitiveness, cohesion, and sustainability goals. But
more work needs to be done to ascertain the scale of the spillover effects involved and their
growth effects. The report concludes with recommendations for further study, and for measures
to help make the connection between housing and the economy at the local, provincial, and
federal levels.
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1. Housing and the Economy:
Disconnected Policies, Fragmented Ideas

Housing is tightly connected to the Canadian economy. Paying for housing comprises on
average a fifth of household incomes and is usually the largest element of consumer spending.
Housing wealth and mortgage debts are, respectively, the most commonly held assets and
liabilities for Canadians. The construction of new houses and the repair and renovation of old
homes typically generates 6 percent of employment in the member countries of the
Organisation for Economic Co-operation and Development (OECD). Housing affordability in
Canada’s cities and communities, not just for the poor, is the subject of continuing research and
debate. The collapse of the U.S. housing boom and the emerging trend of reduced household
spending, falling prices, and rising defaults has emphasized the potential national and global
consequences of millions of local choices.

Housing booms and busts, fears and realities, fill front pages as well as financial columns week
in and week out, from Chicago to Sydney. Housing is central to the economics of households,
neighbourhoods, cities, and nations. Yet housing policy is often detached from economic
considerations. The only element of housing market performance that routinely appears in city
performance ranking studies is the rate of house price appreciation. That indicator, although it
reflects economic strength, also reveals housing system failure or sluggishness.

While economic policy makers have paid little attention, at least until recently, to housing
systems, housing policy makers, bureaucrats, planners, housing providers, and advocates pay
equally little attention to the economic arguments for housing. Instead, the social consequences
of unequal and inadequate housing provision are at the centre of policy debates. These
approaches emphasize “rights” and “needs.”

This paper was written to set housing systems and outcomes in the context of wider
connections to the economy and, through an economics lens, the environment. The aim is a
better understanding of both economic and housing policies.
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2 Housing for the Toronto Economy

Making connections: Housing, incomes, stability, and productivity

Perhaps the best-known connection between housing and the economy is the fact that demand-
stimulating fiscal and monetary policies affect housing investment and, through multiplier
effects, construction employment, income, and aggregate demand in the economy. Immigration,
income growth, and interest rate changes also affect the housing system and the wider
economy.

More recently, it has become evident that house price instability over the business cycle,
through house price and wealth effects, may reinforce economic booms or deepen economic
busts. This effect was noticeable in the U.K. economy between 1988 and 1993, the Japanese
economy from 1991 to 2005, and the U.S. economy from 2005 onwards. Similar, if less
pronounced, effects have been observed in the Australian, New Zealand, U.K., and other
European economies (notably Sweden, Spain, and the Netherlands), where home equity
withdrawal has caused economic instability. Canada has been largely shielded from these
problems, perhaps because the housing market has been relatively stable by international
standards. The issues now need to be addressed. Hot property markets are not good for all
places and all people at all times.

The effects of the housing sector on the economy (and vice versa) appear to run in cycles. The
effects also differ from place to place. But while multipliers, job generation, and cyclical
instabilities are important, they do not constitute all the economic effects of housing. Analysis
has to go much further.

This study also explores an additional set of housing-economy connections that are largely lost
in economic modelling of the sector. Housing outcomes, such as housing wealth patterns,
poverty concentrations, or sprawling development, shape future growth prospects for places.
These changes often take place through what are referred to as spillovers or externalities. For
example, there is evidence that:

. inadequate space for families has a negative effect on children’s learning behaviour and
therefore on the future human capital of a city or community;

. dwelling size, quality, and location affect the health of the residents, that is, the health of
part of the workforce;

. concentrating the unemployed in certain neighbourhoods distorts labour market
information systems;

. suburban sprawl affects economies through congestion and environmental pollution
effects;

. housing design influences both the reality and perception of crime and security, with

implications for economic development.

These linkages are seldom considered in housing policy-making. Forecasts for city planning
essentially ignore them. City competitiveness strategies fail to make even the most obvious
connections between housing assets, mobility, health, and labour supply. Macroeconomic
models simply assume such messy features away. But these impacts have effects that go
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beyond questions of income and business cycles to fundamental issues of productivity and
growth.

Changing Toronto: Origins and aims of the study

The TD Bank recently published Update on The Greater Toronto Area (GTA) Economy (2007),
which draws attention to the pros and cons of change in the GTA over the last five years and
the progress and omissions in the policy sphere. The report comments critically on housing and
poor neighbourhood outcomes. For example, TD Bank rightly points out that many Toronto
residents have gained very little over the last decade, especially when growing housing costs
are netted from flat incomes. A more effective housing system could help address such growth
issues for the future.

Toronto Community Housing Corporation and the Toronto Community Foundation have
sponsored the present report to provide an even more detailed assessment of housing and
neighbourhood effects in the development of the city economy. This report is intended to:

. provide a framework of economic ideas that can be used to assess the effects of housing
systems on city competitiveness and city futures:’

. use that framework to review the role of housing in the Toronto economy and identify key
housing outcomes;

. identify potential modifications in housing policy and practice to enhance the competitive
performance of the city, as well as social cohesion and environmental sustainability.

This study draws upon existing research and data to develop an overview of how the housing
sector affects the development of the metropolitan economy. There is plenty of data on
Toronto’s housing system as well as on income effects and house cycle and stability patterns.
However, the research on the spillover effects from housing on productivity more generally is
sparse, mixed, and dispersed over different fields of expertise (health, crime, education, etc).
Appendix A includes a review of the available information on housing and neighbourhood
spillover effects for four areas of concern:

. housing, child development, and education;
. housing and health;

. housing, crime, and security;

. housing and environmental consequences.

The exploratory findings in this study are intended be used as the basis for further discussion
with relevant Toronto experts to assess their adequacy and determine how to fill knowledge

gaps.

1 An earlier macroeconomic/regional version of this approach is set out in Maclennan (1994). Similar metropolitan
studies in the European context are set out in Anderson et al. (2007).
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4 Housing for the Toronto Economy

The structure of the report

Chapter 2 explains why housing outcomes and the performance of city housing systems has
usually been missing in explanations of competitive city change and provincial scans of success
factors in economic development.

Chapter 3 outlines the broad economic contexts in which city housing systems operate, focusing
particularly on globalization, environmental sustainability, and population aging.

Chapter 4 identifies the key drivers of change in the Toronto metropolitan housing system and
the effects of the economy on housing outcomes.

Chapter 5 offers conclusions on housing patterns and policies in Toronto and a series of policy
recommendations.

Appendix A summarizes case studies of housing and neighbourhood feedback effects on the
environment, children and schooling, health costs, and security to support a policy case for
wider thinking and wider action on Toronto housing.
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2. Housing as an Economic System

Housing as an economic good

Housing is what economists call a multi-attribute commodity. People’s homes have internal
attributes such as size, design, layout, finishing materials, heating, and insulation systems that
provide not just shelter and working and living space, but also comfort and opportunities for self-
expression. External attributes include the lot on which the housing sits, the streetscape, and
the neighbourhood context of social and recreational opportunities, public and private services,
and familiar physical environments, as well as access to sites within the larger community that
the members of the household use for work, shopping, schooling, socializing, and play.

There are three immediate and major consequences of the variety in attributes.

1. Dwellings and neighbourhoods are joint purchases—you cannot have one without the
other—and house prices reflect neighbourhood attributes as well as the attributes of the
individual house.

2. Dwellings differ in the mix and quality of the attributes that they possess and this difference
is reflected in house prices at any point in time. But quality can change over time, so house
price figures need to be adjusted for quality variation.?

3. Housing represents durable capital to meet a wide range of household requirements; it
therefore forms a large component in household economic decisions.

Canadian households, on average, spend a fifth of their incomes on housing. Proportions differ
between renters and owners and between old and young, but Toronto residents spend between
a fifth and a half of their household income on housing. Given rising house prices, housing, net
of mortgage debts, now comprises the major asset of Canadian households, about 43 percent
of total assets on average. So housing shapes not only what people have left to spend or save

2 Canadian cities lack the extensive databases of local, quality-adjusted information available in other countries
such as Australia and the United Kingdom.
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6 Housing for the Toronto Economy

after providing a home, but also increasingly shapes what households will have to use for
retirement, to help children with education or other needs, or to leave as an inheritance.

The fixed physical nature of housing has four further policy-relevant implications.

4. When the demand for housing increases, it takes time to provide new supply. In the short
term, lags in supply are reflected in prices and vacancy rates.

5. Housing is a major driver of the construction industry.

6. The ways in which housing is planned, built, and maintained shapes neighbourhoods and
whole communities as well as individual homes.

7. Although housing is seen as a private choice, each person’s house creates positive and
negative spillovers for others. For example, the failure to maintain a home by one owner can
affect others. Similarly, poor insulation or housing built at low residential densities may have
negative environmental externalities.

Given these well-known features of housing, why has the economics of housing been missing in
much Canadian housing policy debate and approaches to city competitiveness?

Missing arguments

The housing sector, both nationally and in metropolitan areas, is managed, organized, and
lobbied for by those with an interest in social policy. Issues of poverty and social justice (that is,
moral arguments) dominate proposals to put resources towards affordable homes. That
approach understates the economic effects of good and bad housing outcomes and their policy
relevance. Federal homelessness policies, and elements of housing policy, sit within the realm
of social policy. That approach is necessary but not sufficient as a basis for housing policies
across all orders of government.

At the same time, the planning is largely separate from economic issues and analysis. Planning
forecasts for housing in Toronto make no use of basic concepts of housing market adjustment,
such as the elasticity of housing supply, or price and income demand elasticities. Housing
sector analyses and related policy analyses tend to be linear or extrapolative. More often than
not, studies of the future of housing in the metropolitan area, including official planning
forecasts, use simple demographic extrapolations as the basis of planning and public
investment decisions.

Understanding and using economic ideas are not beyond the abilities of planners. CMHC, for
instance, has developed useful data and modelling capacity, but has not allied the two sets of
skills in the context of metropolitan housing markets. Nor has it sponsored much basic research
(nor indeed has the Social Sciences and Humanities Research Council) to explore the wider
economic impacts of housing systems.

For its part, the economics profession has done little to push forward theoretical models and
empirical studies to inform housing policy decision making. At Statistics Canada’s annual socio-
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economic conference in 2007, amid almost a hundred papers, only one presentation dealt with
housing issues (a useful review by Oreopoulos of neighbourhood effects). Literature on city and
regional competitiveness, and related performance indicator studies (including the otherwise
excellent work of the Ontario Institute for Competitiveness and Prosperity) are systematically
weak on housing sector effects.

In the United Kingdom, by way of contrast, the Treasury has a strong analytical capacity in
housing economics and a track record of understanding how the sector matters in the economy,
at the national, metropolitan, and local levels (see Her Majesty’s Treasury, 2006). The analytical
framework has evolved significantly over the last two decades. Nothing similar exists for
Toronto.

Many models of economic change view the housing sector as a smooth transmission system, in
which income and household numbers (on the demand side) trigger predictable responses. This
is simply assumed rather than empirically known in Canadian economic thinking. There are no
modern estimates of the most basic response limits or supply elasticities. There are no
performance indicators of housing system flexibility or response or supply capacity in economic
development thinking. Rising house prices are usually seen as a good thing, as they reflect the
buoyancy of consumer incomes and demand. But they may also symbolize supply constraints
and local system failures in information, construction markets, policy, planning, and
infrastructure provision.

It takes the self-evident problem of homelessness and low-income housing shortages prevailing
in boom situations, as recently experienced in Calgary, to alert some economists to the fact that
there are economic as well as social negatives of rising house prices. The ambiguity about
rising house prices and what to do about them reflects a lack of clarity in economic thinking
about the role of housing in city development.

Multipliers

The standard macroeconomic approach to housing was, especially in years of cyclical
downturns, to argue that housing construction and renovation is a large sector of the economy
with significant short-term effects on aggregate income and employment. Although the costs of
housing shortages and obsolescence has received some passing attention, mostly in relation to
their effects on labour mobility, it was the short-term macro arguments that prevailed.

Although it is useful to assess how changing housing spending will affect income, employment,
and tax revenues, it is also important to recognize that not only are there similar effects in other
areas of spending, but that raising taxes to pay for such spending will reduce funding to meet
other demands, either now or in the future. Unfortunately, the main economic argument made
by the housing lobby in policy circles is often dismissed by economic policymakers as just
another case of special pleading.
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Cycles, booms, and busts

By the end of the 1980s the growing cyclical instability of some regional and national housing
markets had moved the focus of analysis from the short term to the length of the business cycle.
The concern in European countries, Australia, and New Zealand—most of which have had
house price inflation rates well above the Canadian average over the last decade—has been to
ensure a “soft landing” after the boom.

In the United States, the soft landing has turned hard. The effects of housing market contraction
and mortgage defaults on interest rates, consumer demand, and investor confidence has
damaged the U.S. dollar. The downturn in the United States is causing job losses in the Toronto
metropolitan area, compounding the 100,000 manufacturing jobs lost in the last five years.
Meanwhile, the spread of ownership of mortgage-backed securities based on sub-prime lending
in the United States throughout the global capital market has generated losses in France, the
United Kingdom, China, and Australia and led to liquidity problems and raised risk premiums
across the global financial system. Housing matters, locally and globally.

Empirical evidence from the United States over the last five years and the United Kingdom a
decade or more ago has shown that changes in the housing market can reinforce both booms
and busts, and add to cyclical instabilities in the economy. Instability, in turn, is regarded as bad
for growth and productivity in the longer term. Researchers have identified at least three
channels or transmission mechanisms in the housing sector that add to cyclical instability.

First, in the upswing, employment and local incomes rise, leading to increased immigration into
an area at rates faster than those at which the construction sector can respond, so prices and
rents also rise. This effect can be particularly pronounced at the top end of the market, where
profits are related to senior executive payments, especially in the financial sector; high-end
houses often boom long and early in an upswing. Conversely, in the downswing, prices fall and
demand decreases; lagged supply from the boom period enters a falling market and depresses
home values and rents even further. (Housing supply is relatively inelastic and developers’
expectations are seldom perfect, so housing effects are usually less stable than the market as a
whole.)

Second, the cycle affects more than just housing starts and new home prices. In general, as
markets show signs of upward price pressure, the buying and selling of existing homes also
increases, stimulating demand for related goods, such as furniture, carpets, and appliances.
This activity usually has an upward effects on prices. The opposite occurs when the sector
begins to contract.

Third, in owner-occupied housing markets, rising prices can induce expectations of further rising
prices, so that new home buyers accelerate their entry into the housing market. Similarly, falling
prices reduce search and trading activity.

There are other ways in which rising house prices affect consumption and employment. When
house prices rise, households feel wealthier (although this may be, for most people, an illusion).
There is a sustained debate at present whether this leads to an increase in household spending.
Some economists argue that rational homeowners have already built an assumption about
future price rises into their lifetime consumption and savings decisions, so that current price
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rises induce little additional spending. Others point to a new propensity, facilitated by financial
deregulation, to use housing equity (by taking second or third mortgages to increase
consumption on non-housing goods. For instance, in the United Kingdom in 1990, it was
estimated that housing equity withdrawal added some 6 percent (or two years’ worth of growth
effects) to consumption at the peak of the boom.

When market prices begin to rise, many homeowners tend to perceive the time as propitious for
a move. If they sell and buy locally, raising the turnover rate, overall housing shortages are
unaffected, but there is some rematching of household preferences and choices.?

Beyond a certain point, rising house prices may discourage first-time buyers while benefiting
existing owners who feel wealthier. At the same time, increased levels of trading affect the local
economy, by increasing demands for surveying, real estate, financial, removal, and repair
services. Homeowners also draw on housing equity to refurbish homes with new carpets and
appliances. Retail sales trends in Canada appear to have some correlation with house price
rises and market turnover, moderating some of the local effects of industrial decline. In that
sense, a housing boom helps the local economy, along with wider construction effects.

There is general agreement that changes in housing wealth contribute to stability at the macro
level in the upswing. In the downswing, rising interest rates combined with high debt-to-asset-
value ratios create the potential for mortgage defaults. The international evidence is that
households can cope with high housing payments in the short to medium term, giving up
anything except the house, but unemployment among homeowners leads to severe house price
depression and further negative effects on housing values and consumption.

One of the reasons to be concerned about cyclical instability in housing is that unduly large or
unsynchronized cycles may hamper a community’s growth prospects. It should also be a
concern that the significant cost increases for existing bricks and mortar, which reduce the post-
housing-cost incomes of households, are regarded with apparent equanimity in economic
policy. Furthermore, the long-term effects of so much of the wealth of individuals resting in
housing rather than enhanced human capital are not well understood, but one might speculate
that the fact that individuals make gains without any productive effort does little for the
innovative and entrepreneurial character of an economy over time.

The precise mechanics of boom-and-bust scenarios varies from country to country and even
city to city. But there is little doubt that they exist, are important, and are connected to shortages
of affordable rented housing. A better understanding of how Toronto markets are changing and
what these changes mean for the long term is required. There is a case for identifying how total
sales volumes and values shift over the cycle in any metropolitan area (and whether Toronto is
more or less unstable than competitor cities in North America) and how this translates into local
demand, employment, profitability in real estate services, and effects on the local tax base.

One related policy question concerns the extent to which lower-income households are, through
rental supply shortages, forced to make ownership choices. Lack of attention to lower- and

3 Inthe Toronto Real Estate Board Area, at the bottom of the market there were about 35,000 sales of single de-
tached houses in 1995, but as prices rose, the number climbed to about 80,000 a year in the early 21st century.
Condo sales also rose through that period.
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middle-income rental housing shortages can fuel market instabilities and contribute to price
rises and that may destabilize the cyclical path of economic activity as well as have negative
effects on longer-term growth, for instance, by discouraging immigration by moderate- and low-
income households. Do such effects matter in Toronto?

The U.K. government and, more recently, other European economies have made explicit
assessments of how housing market instability and the sluggishness of housing market supply
impair national and local economic stability. Land use planning systems and the nature of
mortgage markets (they differ across countries) have a role to play, but the U.K. Treasury’s
analysis also highlighted the inflationary consequences of shortages of low-income housing.

Multiplier effects from housing investment may have important short-term effects on city
employment and incomes, and housing outcomes can affect the stability of a metropolitan
economy. Indeed the recent TD Update Report (2007) draws attention to both phenomena,
noting that high levels of housing market activity have compensated for post-2002 contractions
in employment in manufacturing (attributed to the strong Canadian dollar), and that the end of
the housing boom may have significant effects for the retail and related sectors of the GTA
economy. These issues are explored further in Chapter 4.

There are also wider, often more subtle effects of housing on productivity and growth in the
longer term that are missing from in the analyses of housing lobbyists and economic modellers
alike. For example, there is evidence that housing and neighbourhoods, shaped by the housing
system, affect individuals’ economic performance and opportunities. Further research is needed
on these connections.

Growth and productivity

Productivity growth lies at the heart of a city and nation’s competitiveness (OECD, 2006).
National and macroeconomic studies of productivity attempt to assess productivity
developments and gaps, such as the emerging gap in output per person, hour, or worker
between Canada and the United States since the mid-1980s. The analyses are largely based on
conceptual models that explain productivity in terms of inputs of capital and labour; any
unexplained residual effects are attributed to technical progress. Little attention is paid to the
role of land in the economy and issues of land, place, connectivity, property, housing, and
infrastructure.

International econometric studies show a clear increase in productivity or growth from
infrastructure investment, yet the effect of housing investment on long-term growth has received
little study. Surely the supply of accessible, well-connected spaces to live, work, and shop
affects the capacity and efficiency of production processes in any economy. Yet there are few
modern systematic studies of how the spatially fixed investment sectors of transport,
infrastructure, or commercial or residential property shape rates of local economic growth.

There is some interest in the consequences of “booms” in house prices or in the importance of
housing quality and variety for attracting the “creative class.” These analyses may be important
in particular times and places, but they have precluded the development of any systematic
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method for assessing how housing outcomes affect the performance of the economy. The
economic development policy community (including the OECD) ignores “land.”

It could be argued that the heterogeneity of housing assets and the difficulty of measuring
accessibility militate against estimating the effects of these factors in economic progress. But
ascribing progress merely to human and investment capital ignores the role of place-based
investments and the housing and land sectors.

Across Canada, at least in the larger cities, the emerging perspective in business is that
infrastructure underinvestment, inadequate transit systems, and shortages of affordable housing
are constraining competitive growth in Canadian cities. The Toronto Board of Trade made these
points forcibly in its 2006 review and these sentiments are echoed in the 2007 TD Update for
the Greater Toronto Area. Yet with a few notable exceptions, studies of regional and city
competitiveness, economic success, or performance studies (see, for example, the series of
reports by the Ontario Institute for Competitiveness and Prosperity) focus on human capital,
business capital, and innovation.

The recent TD Update is a rare document, not just in Canada, but in the other OECD countries.
It combines an understanding of how global and macroeconomic changes (such as the effects
of the rise of the dollar on manufacturing employment) affect places, and how the nature of
housing, infrastructure, and labour markets within the city provide more or less competitive
responses to these external challenges. It is a useful model for others to follow or build on.

The long-term economic issue is how inherently local systems, such as housing, can support
responses to global economic challenges. These local systems in any metropolitan area have
significant effects on long-term competitiveness.

Housing and productivity

How does housing affect productivity and growth? The effects can be seen at the level of firms
and households, and aggregated to the level of the neighbourhood, the city-region, and the
nation. The housing system operates at all of these scales.

Housing plays different roles in influencing the locational decisions of households and firms.
Natural resource and manufacturing industries with significant, heavy primary inputs face strict
limits on their locational choices. For other industries, proximity to markets, either in terms of
population or export locations, can be critical. However, just as economists began to talk of the
“death of distance” and the new location choices that firms would face once they were
uncoupled from old physical proximities, a clear counter trend emerged.

Many high-value manufacturing, research, creative, financial, and business services appear to
benefit from clustering economies (Brown et al., 2007). There is growing empirical evidence that
these clustering effects have implications for growth and change. At the same time, increases in
household incomes have increased the demand for a range of high-level services associated
with large cities and their cores, from short holiday break destinations, to restaurants and
concert venues, to opportunities for higher or continuing education. These expanding
consumption sectors have created a post-industrial economic base for large cities.
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The range and quality of these services, as well as the variety, quality, and cost of housing and
neighbourhood amenities, can influence location decisions, not least for corporate
headquarters. Corporate location decisions increasingly reflect the understanding that attracting
and keeping talent involves not just opportunities to work, but also to enjoy life in a particular
place (see Florida, 2005). The city, the province, and the nation have to offer not just attractive
tax rates, but a complex mosaic of different kinds of housing and neighbourhoods to suit the
incomes and lifestyle choices of a diverse population.

Although literature on the causes of the relatively slow productivity growth of Canada relative to
the United States since the mid 1980s is growing, the economic and statistical models
underlying these estimates ignore the effects of space and place. Whereas a century ago,
economists saw progress in terms of land as well as labour and capital, modern economics has
lost sight of the role “land” plays in the economy. Yet the quality, accessibility, and cost of the
spaces we use to produce and consume clearly affect our productivity.

Even though it is not easy to measure land and housing in productivity tests, this should not be
an excuse to dismiss the relevance of the housing sector in growth processes. There is a big
difference between saying land and place is difficult to model and that it is unim