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Introduction and Key Findings

Introduction

Construction of new housing is a key component of the economy. Statistics Canada estimates
that during 2011 (which is the most recent year for which the data is available), construction of
residential structures accounted for 7.0% of Nova Scotia’s economic output.

Residential construction is a significant source of jobs: in Halifax, each new single detached
home results in 2.31 jobs, including 1.28 jobs in construction, 0.44 jobs in related industries
within the province and 0.59 jobs in other provinces.

This analyst has estimated (on behalf of the Canadian Home Builders Association) that housing
starts that occurred in Halifax Census Metropolitan Area during 2012 resulted in 4,700 jobs. Of
these, 2,600 would be in the local construction industry, 900 would be in other industries within
Nova Scotia, and 1,200 would be in other provinces of Canada.

This report has been prepared by Will Dunning Inc., at the request of the Urban Development
Institute of Nova Scotia (“UDI-NS”). UDI-NS wishes to contribute to discussions that are
currently occurring, which could increase the prices of new homes in Halifax. Two proposals
are under discussion (mandatory underground electrical installations and a potential
“development charge” or “capital charge” to pay for installation of sewers). The cost for
underground electrical installation might be about $15,000 per house; the capital charge might
be $5,000 to $10,000 per house.

It is important to note that the ultimate impacts on house prices will exceed the incremental
amounts of government-imposed costs (“GIC")s:
The builders must borrow money to finance the additional costs, and for prolonged
periods of time. The cost of capital for land development and construction will typically
be in the range of 10% per year. Considering the long processes involved in the multiple
stages of the development process, some of the costs will have to be financed for as
long as 5 to 7 years. This factor alone will add 60% to 100% to the cost of the GICs.
Costs of selling are based on the selling prices (typically 5% to 6%) of the selling price.
The builder has to increase selling prices by an equivalent amount to recover the cost of
selling.
Moreover, sales tax is applied to the selling prices of the homes. This imposes a further
15% increment to the GICs.
Overall, therefore, the actually increase in the price paid by the consumer will be roughly
double the amount of the increased government-imposed costs.

This report explores the potential consequences for the local housing market, and the related
consequences for the economy as well as for some aspects of government revenues, that
would result from increased government-imposed costs.

It begins by assuming that the price to the consumer will rise by $25,000. Given the comments
just made, this would occur if government-imposed costs increased by about $12,500 to
$15,000. Obviously, for a larger rise in GICs, the rise in the cost to consumer would be greater
still, and each of the negative impacts would be greater than is estimated below.
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This report considers the following impacts:

- A $25,000 rise in house prices would reduce home-buying activity within the City of
Halifax.
The reduction in housing starts would mean fewer jobs would be created.
In addition, a reduction in housing starts would mean that less housing would be
available within the community, causing the apartment vacancy rate to be lower than it
would be otherwise.
The reduced employment would mean lower total wages being earned and therefore
reduced income tax revenues for the federal and provincial governments. As well, the
federal government would receive less revenue for the Canada Pension Plan and
Employment Insurance.
For the City of Halifax, reduced housing starts would mean that the housing inventory
would grow less rapidly and therefore realty tax revenue would grow less rapidly than it
should.
This list of impacts on government finances is incomplete — the City of Halifax would also
experience revenue reductions for the various types of fees that are associated with land
use planning and residential construction.
Some of the reduction of housing starts within the City of Halifax will no doubt result in
activity moving outside of the City boundaries. This would have myriad consequences,
such as increasing the costs borne and time spent by consumers for longer commutes to
work, increased traffic congestion, increased air pollution, and increased wear-and-tear
on the road system.

The final section of the report (“Other Scenarios”) looks at a range of price increases that result
from government-imposed costs. It also considers scenarios in which GICs are reduced, and
therefore benefits result.

To this author it is obvious that the added costs that result from changed development
standards or new charges will become reflected in housing prices — not just new housing but
also existing housing — otherwise new housing could not compete in the marketplace and it
could not be constructed. Since the logic will not be immediately apparent to all readers, the
second section of the report briefly discusses the rationale for pass-through of the new costs.
As an introduction to that discussion, it can be pointed out here that the new housing market is
fiercely competitive: a visit to new development areas or perusal of advertising media will
quickly demonstrate that a large number of suppliers (home builders) are competing for buyers.
It is easy for consumers to be well-informed about prices. As a result, competitive pressures
assure that builders’ profit margins are low. Consequently, and importantly for this discussion,
any increases in costs — including government-imposed costs — must become reflected in
prices, otherwise builders cannot afford to build.

As a result of the housing price rises that will be driven by any increases in government-
imposed costs, housing demand would be lower than it would otherwise be. In the third section
of the report, a forecasting model is used to simulate the impacts of a $25,000 price increase.

Then, in the fourth section of the report, an economic impacts model is used to estimate the
consequences for employment, incomes, and related government revenues.
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Key Findings

This report develops estimates of the impacts of a $25,000 rise in prices that results from
government-imposed costs on:

New housing activity.

Apartment vacancies.

Related impacts on employment and wages earned.

Subsequent impacts on federal and provincial government revenues from personal
income taxes plus premiums for the Canada Pension Plan and Employment Insurance.

As of 2009 (the effective date for the most comprehensive estimates), direct government-
imposed costs (GICs) on new housing accounted for a very significant share of the price of new
homes. For Halifax, as of 2009, for a median priced single-family home, existing GICs
represented an estimated 16.3% of the cost of $278,000 home. At present, GIC’s might total
$60,000 for a typical home costing about $373,000. Adding $25,000 to the costs (and prices)
would bring the total price to $398,000. Of this, about $75,000 (19%) would be GICs. This
might be one of the highest percentages in the country.

The increased house prices would reduce housing demand, which consequently reduces the
level of employment within the construction industry as well as within other industries that
provide goods and services that are used in the construction process. In turn, government tax
revenues are reduced.

The increased housing prices and reduced housing demand would also have social impacts:
higher housing costs will reduce ability to pay for other necessities (and comforts), possibly
including education; reduced housing demand would imply limitations on quality of life and
achievement of other life objectives.

This report develops estimates of the economic impacts. Social impacts are not quantified here,
but surely must be borne in mind.

Simulations of economic impacts begin with a “status quo” that reflects current and expected
economic conditions (including house prices). It then tests an alternative in which GICs bring a
$25,000 rise in house prices.

The results of these simulations are summarized in the table below (and the results are
presented in more detail in tables shown in the body of the report).

Table 1
Summary of Key Impacts of a $25,000 Rise in Prices  Due to
Government-Imposed Costs, Halifax CMA, 2013 to 2015
Total reduction in housing starts (units) - 538
Reduction in employment (full-time jobs) - 1,013
Reduction in wages earned (millions of dollars, in 2012 dollars) - $50.4
Reduction in federal and provincial government revenues from
personal income taxes, CPP premiums and El premiums - $16.9
(millions of dollars, in 2012 dollars)
Apartment vacancy rate as of October 2015 2.1%
Source: analysis by Will Dunning Inc.
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In the regional housing market of Halifax and surrounding communities, some of the potential
drop in housing starts will be accommodated through shifting of activity outside of the City’s
borders. This will reduce the economic and fiscal impacts to some degree. However, it will
bring some new monetary and non-monetary costs, including:
- More expenses for commuting that result from longer distances to work.

More time spent commuting.

Increased road congestion, more wear-and-tear on roads, and more emissions of

pollutants.

An outward shift of demand will raise prices within regional housing markets, reducing

affordability and resulting in an overall reduction of home buying in the regional housing

market area.

For buyers who pay for higher-priced homes, less money will be available to pay for

other costs of living.

About Will Dunning and Will Dunning Inc.

Will Dunning has been studying housing markets since 1982. For 16 years he worked at
Canada Mortgage and Housing Corporation in various market analysis positions, including four
years as the manager of the market analysis function for the Atlantic Region, with responsibility
for all aspects of economic, demographic, and market analysis for the region.

Will has a Bachelor of Arts degree in Economics from McGill University and a Master of Arts
degree in Economics from the University of British Columbia.

In the fall of 2000 he established Will Dunning Inc, which specializes in the economic and
demographic analysis of housing markets.

Clients of Will Dunning Inc. include government departments and agencies, non-governmental
organizations, associations, and a wide range of clients in financial services and construction
industries.
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1.0 Government-Imposed Costs

Governments at all levels impose costs on new housing, thorough direct and indirect means.
Direct charges include various fees, taxes, and other charges that are paid to
governments by the builders and/or purchasers of new homes.
Indirect charges result from various standards and requirements that are dictated by
governments or their agencies and affect the costs of development and construction.

Several studies (mainly sponsored by the federal housing agency, Canada Mortgage and
Housing Corporation, or “CMHC”) have attempted to measure the direct government-imposed
costs, through surveys of municipalities across the country (from this point, these are
sometimes referred to as “GICs”").

Indirect costs have not been systematically estimated, for at least two reasons:
- Firstly, it would be extremely laborious to estimate the impacts on construction costs that

arise from technical standards, because the costs will often vary widely.

Secondly, most building and development standards exist to protect the health and
safety of the occupants and/or to protect the physical condition of the dwellings.
Standards and requirements that have strong rationales probably should not be
considered “government-imposed costs”. The stipulation of “imposed costs” might best
be applied to standards that are “nice-to-have” - it might be very difficult to reach
agreement on which requirements fall into that category.

The most recent CMHC study of government-imposed direct costs (“Examination into
Government Imposed Charges on New Housing Construction”) is based in 2009. The graphic
below, from page 18 of the study, lists the direct cost items for which estimates were created.

Government-Imposed Costs Included in CMHC Study (20

GIC

Source

Description

09

Infrastructure
Charges

Municipal/Regional Government,
Builders or Developers

. Hard (sewer, water, road)

- Soft (parks, libraries, police, etc.)

. Off-site infrastructure (either through agreements
with municipality that require the payment of a share
of costs or development charges)

- Water & sewer connection fees

. Engineering review fees

. Public transport and/or environmental related
fees/contributions

Land Dedications

Municipal/Regional Government,
Builders or Developers

Land dedications and cash in lieu associated with
Parkland.

Application Fees

Municipal/Regional Government

Subdivision application fees, condominium application
fees, site plan approval, administration fees.

Permit Fees

Municipal/Regional Government

Building permit, plumbing, and mechanical or electrical
permit fees. Boiler and elevator inspections fee for large
buildings.

Heme Warranty Fees

New Home Warranty Providers

New home warranty programs (both required and
optional).

Land Transfer Taxes

Provincial & Territorial Government

Title Registration
Fees

Municipal, Provincial & Territorial
Government

Provincial Sales
Taxes

Provincial Government

Provincial sales tax, harmonized sales tax on construction
materials, on home sale.

GST

Federal Government

GST on house sale.

Property taxes

Municipal/Regional Government

Property taxes, garbage collection surcharges, palice
surcharges, fire surcharge, education surcharges, etc.

Provincial Other

Provincial Government

Provincial plumbing and electrical inspection fees,
provincial engineering review fees, home warranty
licensing fees.

Municipal Incentives
(new)

Municipal Government

Any form of waiver, rebate, tax incentive, subsidy or
payment transferred to the builder or purchaser form the
municipal/regional government

Provincial Incentives
(new)

Provincial & Territorial Government

Any form of waiver, rebate, tax incentive, subsidy or
payment transferred to the builder or purchaser form the
provincial / territorial government.

Federal Incentives
(new)

Federal Government

Any form of waiver, rebate, tax incentive, subsidy or
payment transferred to the builder or purchaser from the
federal government.

Impacts of New Government-Imposed Costs
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The CMHC study also listed (on page 19) several categories of costs for which estimate were
not developed.

Government-Imposed Costs Not Included in CMHC Study (2009)

Charges Description
Development Length of time for approval process, e.g. zoning, public consultation, community plan,
Process taxes incurred during land development. Assume application is for straight-forward

development and land is properly zoned for residential development.

Extraneous Standards beyond building codes, energy efficient or sustainable development
Building & Land standards, LEED certification, buffers and environmental remediation/assessment.
Requirements

Other Fees Deposits, letters of credit, front-ending™ of services by developers.

Transaction Fees | Fees to lawyers, notaries or lenders.

Government-Imposed Costs in Halifax

Accordlng to the CMHC study, in Halifax in 2009:
A new home with a “modest selling price” ($217,000) would have GICs totalling $37,676,
or 17.4% of the selling price. The study found that Halifax has the seventh highest
percentage out of 21 urban centres covered.
Looking at single-detached homes at the median price, GICs totalled $45,256, or 16.3%
of the home’s value of $278,000. Again, this is seventh highest out of 21 urban areas.

These estimates are now four years old. House prices have increased substantially and it is
very likely that GICs have as well (especially since the HST is a major element of GICs, and as
the price of a house rises so does the applicable HST).

As of the first half of 2013, the median price of a new single-detached house in the Halifax
Census Metropolitan Area was $368,450. If GICs remained at 16.3% of the median price, they
would now total about $60,000.

Within the City of Halifax, the median price is in the same ballpark, $372,634 and therefore the
total of GICs would most likely be similar to the $60,000 figure.

Adding to GICs within the City of Halifax

Two municipal initiatives are under discussion:

- The proposal to require underground electrical services is estimated to cost about
$15,000 per home (due to the physical condition of bedrock at surface that is common in
the area). This can be considered an indirect cost, and it would most definitely fall into a
nice-to-have category rather than essential for health and safety.
Proposed development charges (or capital charges as they might be called) to pay for
installation of sewer services might be set at $5,000 to $10,000 per home. This would
be a direct cost.
Once other costs are added (costs of finance, selling costs, and HST) the final impact on
prices would be roughly twice as large as the incremental GICs.

Impacts of New Government-Imposed Costs Page 7
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Actual rises for house prices would depend on the price level, because of variations in
the amounts of rebate for the federal portion of the HST. At prices close to the current
median price for Halifax, the federal rebate would have little impact on this calculation;
for lower prices the increment would be less than suggested; for higher prices, the
increment would be larger than suggested.

If the increment in municipally-directed GICs was $12,500 to $15,000, the ultimate rise in
house prices would be $25,000. The GICs in the City of Halifax would total about
$75,000 for a home with a selling price of about $398,000. The GICs would represent
19% of the total price.

Recalling that in 2009, Halifax had the seventh highest percentage share for GIC’s out of
21 urban centres on Canada: after implementation of these additional costs, Halifax
would have one of the highest shares in the country (in the 2009 study the highest share
was 19.0%, for Surrey, British Columbia).
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2.0 Pass-Through of Government-Imposed Costs

Some people might believe that government-imposed costs are paid by land developers and
home builders and therefore do not affect home buyers. However, builders will construct homes
only if they can cover their costs and earn a return on their investments that is acceptable to
them. The industry is very competitive and it is easy for consumers to get information on prices.
This competition limits profit margins and means that over the long run, prices for new homes
must increase by enough to recover rising government-imposed costs (in addition, of course, to
recovering increases for other costs).

The mechanism by which cost increases are passed on to home prices is complex.

New homes compete against each other, but they also compete against options that are
available in the resale housing market. Therefore, new home prices cannot be automatically
increased whenever costs change. In order for builders to sell their new homes, the prices must
be reasonable compared to prices in the resale market.

Broadly speaking, the mechanism is:
New housing development becomes necessary when a rising population and an
expanding number of households generate a need to expand the housing stock.
The pressure from an expanding number of households causes the supply in the resale
market to be insufficient relative to demand. This causes prices to rise to levels at which
new construction becomes viable (sufficiently profitable to interest home builders).
Prices (and supply) will tend to rise until overall supply and demand are in balance.
Another way to express this theory is that when the costs of new construction rise (due
to increased government-imposed costs, or due to other cost increases, for labour,
materials, land, energy, or financing costs) profitability is reduced and there is less
incentive to build. This reduces the supply of new homes. This reduction in supply
means there will be more pressures in the resale market, which will tend to result in
rising prices. New construction can play its full role in expanding the housing inventory
only when prices in the resale market have risen sufficiently that builders can sell at
prices that cover their increased costs.
A further part of the process is that rising house prices reduce total demand. There are
two channels for this. Firstly, rising house prices within a community will tend to reduce
population growth, by discouraging in-movement and encouraging movements away to
lower-cost communities. Secondly, higher prices discourage household formation. We
are all aware of suggestions that younger people are staying in the parental homes for
longer, and that rising house prices are significant factor for this change. Rising GICs
have contributed to increases for housing prices. This has reduced the need to expand
the housing stock, and thereby reduced new housing starts.

Impacts of New Government-Imposed Costs Page 9
Urban Development Institute of Nova Scotia September 2013




m WILL DUNNING INC.

Economic Research

3.0 Impacts on Housing Activity

Overview of the Methodology

This section uses a forecasting model to compare two scenarios for the Halifax Census
Metropolltan Area (“CMA”) housing market.
The first scenario represents the status quo: starting with current conditions in the
economy and housing market, it forecasts housing activity for the 2013 to 2015 period.
The second scenario assumes that starting at mid-2013 house prices are $25,000
higher.

The difference between the two scenarios is the estimated impact of the price increase.

No forecast is ever perfectly accurate. Therefore, the reader is encouraged not to look at the
forecasts per se — the focus is intended to be on the difference between the two scenarios.

The essential finding — which should be surprising to no one — is that if housing prices were
higher, demand for new homes would be lower (resulting in a reduction of housing starts).
Conversely, if prices were lower (or example, if existing government-imposed costs were
reduced), new housing activity would be stronger.

A further consequence is that if housing starts are reduced, there would subsequently be
reductions in the apartment vacancy rate, increasing the challenges faced by tenants in the
Halifax area.

The forecasting model has been developed by the author over many years, and uses a complex

“feedback loop” process to forecast total employment within the community, resale market
activity, housing starts, and the apartment vacancy rate.

Current Economic and Housing Market Conditions

Employment data for the Halifax CMA [ o )
Employment in Halifax CMA

suggests that the local economy has

slowed considerably. The chart to the right
indicates that there has been little or no
job creation for about the past two years. 220
Data from this survey is often suspect: it is
generated from a sample survey and like 200

all sample surveys, it has a margin of |2
error. However, given the length of time

for which the data has shown no growth, 180 NI"'

240

1,000s

we have to believe that this picture is
generally correct. Moreover, data from

160+

the housmg ma_rket (Wh_lch is discussed 1996 2000 2004 2008 2012
beIOW) is consistent with a weakened Source: Statistics Canada /Will Dunning Inc.
economy. S /
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Another way to look at the employment g !
situation is the percentage of adults who Employment-to-Population Ratio in Halifax CMA

have jobs (known as the “employment-to- 68
population ratio” or the “employment
rate”). This data is quite variable from
month-to-month  (which illustrates the
randomness that results from the use of a
survey). A black trend line has been
added to the data. This suggests that the
Halifax CMA economy strengthened over
a long period of time: the rising
employment rate means that jobs were
being created more rapidly than the e
population was growing. An impressive 1996 2000 2004 2008 2012
peak was reached during late 2007 to Source: Statistics Canada /Will Dunning Inc. )
early 2010. The data also suggests that there has subsequently been some weakening — the
recent fall in the employment-to-population ratio means that growth of employment is not
keeping up with growth of the population.

66 A

64

Per Cent

62 -

My forecastmg system provides some explanation for these trends in employment:

The period of rapid job creation up to 2007 coincided with strong growth of house prices
in Halifax and the main Canadian stock market index (the “TSX”). Both of these factors
contributed to strengthened confidence (and therefore spending) by local consumers
and businesses. These positive impacts from rising house prices and the stock market
are known as “wealth effects”.

The more recent period of weakened employment coincides with rising commaodity
prices (which includes oil and natural gas prices, as well as minerals, forest products,
agricultural products, etc.). Rising prices for commodities are beneficial to areas that
produce them, but negatively affect job creation in areas that mostly consume them.
While the Nova Scotia economy receives some benefits from commodity production, the
forecasting system tells me that, overall, Halifax consumes resource products and has
been harmed by rising prices.

Additional factors that have limited Halifax’s job creation in recent times have been weak
stock markets and a slowdown in the rate of house price growth: the “wealth effects”
have become less supportive than they were previously.

ACtiVity has slowed quite sharply in the ( Resale Activity in Halifax-Dartmauth A
Halifax-Dartmouth resale housing market. 200 "

In part this can be attributed to a change
in federal government policies for insured
mortgages: as of July 2012, mortgages
with amortization periods exceeding 25
years can no longer be insured
(previously, mortgages with amortizations
up to 30 years could be insured). This
policy change has resulted in substantial
drops in housing activity across the
country. For Canada as a whole, sales

=]
=
(=1

Meanthly Sales Rate
o
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=
=
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during the last 12 months (August 2102 to 1996 1998 2000 2002 2004 2006 2008 2010 2012
\]Uly 2013) were about 7% lower than L Source: Canadian Real Estate Association )
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during the year prior to the announcement. In Halifax, however, the reduction for the same time
period is 19.5%. This very large drop hints that there are other negative factors in Halifax. The
earlier discussion about employment trends provides us with an important negative factor: job
creation is an essential driver of housing demand; the sharp slowdown of job creation has led to

a sharp drop in housing activity.

House prices grew very rapidly in Halifax-
Dartmouth during the decade of the 2000s
(an average rate of almost 8% per year,
which meant that the average house price
doubled in less than a decade). But, the
growth rate has slowed sharply, to an
average of 3.3% per year for 2011 and
2012 (falling by more than one-half
compared to the prior growth rate). This
slowdown can be attributed to the
weakening of housing demand. And, the
slower price growth provides an important
explanation for the weakened state of job
creation in the Halifax area.

The forecasting system yields an estimate
that the Halifax-Dartmouth resale market
is in balance when the sales-to-listings
ratio is just below 50% (this is the level at
which we can expect house prices to rise
at about the same rate as overall inflation).
As can be seen in the chart to the right,
the ratio was far above that threshold most
of the time during the prior decade,
resulting in rapid rates of price increase.
However, the ratio has fallen and is now
quite close to the 50% threshold. This has
resulted in the deceleration of price
growth. During the first seven months of
this year, the ratio averaged just 48%,
which signals that there could be further

Average Resale Price in Halifax-Dartmouth

$300,000
a
$250,000
$200,000 >
$150.,000
$100.000 3~

1996 1998 2000 2002 2004 2006 2008 2010 2012
Source: Canadian Real Estate Association

Sales-to-Listings Ratio for Halifax-Dartmouth

90%

80%

70% A

%

.~ 60% -

SLR

50% A

40%

0% AT
1996 1998 2000 2002 2004 2006 2008 2010 2012
Source: Canadian Real Estate Association

softening of prices, unless sales improve. Total Housing Starts in Halifax CMA )
1,400

Housing starts, in total, have performed 1200

quite well, as can be seen in the chart to

the right. However, the two charts on the | 1.000

next page show distinctly different trends | = g5 1| 4

for low-rise housing types (single- | = A Am

detached, semi-detached, and row | § °%° N ' v‘

housing) compared to apartments. Low- | © 400 M / 1

rise activity is strongly related to the state V

of the economy, and especially to job 200

creation that has occurred in recent times, 0 AT I I T T T T T

as well as to trends in housing ot o o0 00 s

Source: CMHC /Will Dunning Inc )
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affordability. Construction activity is also strongly affected by trends in the resale market.
Apartment starts in Halifax, on the other hand, are mainly built for the rental market, and the
primary driver of this activity is the level of interest rates (which have been exceptionally low and
have encouraged investment in new rental apartment projects).

At this point, we can see emerging evidence in the first two quarters of 2013 (the last two data
points in the chart) that the slowdown of job creation and the reduction of home ownership
demand in the resale housing market are now starting to affect new construction in the low-rise
sector. Housing starts occur at the end of a long pre-production process: the starts we see at
any time reflect conditions that existed a year or more earlier. Therefore, it is early days for
changes in the new construction arena. But, we can expect to see further weakening of housing
starts. A more recent emerging factor is that interest rates unexpectedly increased by about
three-quarters of a point this summer. If this rise is sustained, it will put further downward
pressure on the resale and new construction housing markets.
—

~
Low-Rise Housing Starts in Halifax CMA Apartment Starts in Halifax CMA
900 1,200
800
| 1,000
700
o 600 - i » 800
el s s 600
= 400 z
S S
& 300 NV vv & 400 i
200 ] 200
100
0 T T T T T T 0 1
1996 2000 2004 2008 2012 1996 2000 2004 2008 2012
L Source: CMHC / Will Dunning Inc Source: CMHC / Will Dunning Inc y

Assumptions Employed in the Simulations

The forecasting model forecasts employment and housing activity, relying on assumptions for:
interest rates, the TSX stock index, the Canadian dollar, and commaodity prices (measured by
Statistics Canada’'s Raw Materials Price Index). The employment forecasting model also
includes house prices — projections of house prices are developed within the forecasting
system.
Interest rates in Canada have fallen N
to very low levels, partly in response Yield on 5-Year Government of Canada Bonds
to deliberate actions of central
banks around the world that have
been intended to reduce bond
yields, and partly because many
investors perceive a lack of quality
investment alternatives.
Many different interest rates exist

that could be used in the analysis. w

This analyst prefers yields on five hﬁ
1

year Government of Canada bonds. 908 oo oo P P

During the past spring, bond yields k of Canadaill Dunning |
. - ||ﬁ
| y ther interest rat Source: Bank of Canada/Will Dunning Inc.
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increased rapidly in response to comments made by Mr. Ben Bernanke of the US Federal
Reserve. This report assumes that bond yields will remain close to recent levels until the
end of the forecast period at the close of 2015. On the other hand, if interest rates should
increase further, there would be negative consequences for employment and housing

activity, and there would be negative
impacts on employment as the
result of reduced housing activity.
Interest rates for mortgages (after
typical discounts) would also remain
close to the current level (now
typically about 3.8% for fixed rate,
five year mortgages, after lender
discounts). The rise in mortgage
interest rates compared to rates that
were available earlier this year
(below 3.0%) would contribute to the
slowdown of housing demand that is
forecast in this report.

The TSX stock index has moved
roughly sideways during the past
two vyears, with very short-lived
variations, as a consequence of
short-lived waves of optimism and
pessimism by investors. In this
report it is assumed that the index
will remain at the average level for
the past two years — about 12,300
points. This assumption implies that
events in Europe and throughout the
world will constrain growth of profits,
and will prevent a persistent

outbreak  of  exuberance by
investors. Moreover, the worldwide
economic slowdown would weigh on

' ™
5-¥ear (Discounted) Mortgage Rate
8
. Jl‘ & o ctual |
A o) miption

5 4

g5

B
4
3
2 TTTTITTTITTITI O I T T AT AT T I A AT T T A T T T T A T T T T T T T AT T AT AT T AT I TIrrooT
1996 2000 2004 2008 2012

Source: Will Dunning Inc.

\ J
i '
TSX Stock Index

16,000
LI
o, =5 ptION
12,000 * /%
8,000 WM/
4,000
U TITTTTTITT AT I T T A T I T A T A T e T A T AT A T AT T T AT AT A A T T T T e T T AT I T rrrrreT
1996 2000 2004 2008 2012
\ Source: Statistics Canada /Will Dunning Inc.

prices for commaodities, which will affect many large

resource producing companies in Canada. Alternative scenarios could be based on rapid

rises in stock markets, as the
consequence of robust economic
growth;  alternatively,  concerns
about government finance around
the world (and actions to reduce
government deficits) could lead to
economic weakness and downward
shifts of stock markets.

The Canadian dollar remains strong. | £ $0.80 3!‘- L f g =
During the past year, it has been | & W [ -
close to par against the US dollar. $0.70 v L 0.75
The strength of our dollar results
from confidence about our economic $0.60 mrmmrmrmrmr———— w 0.50
outlook, but it has also been highly 1981 1986 1991 1996 2001 2006 2011
influenced by hlgh prices fOf the \_ Source: Bank of Canada, Statistics Canada, Will Dunning Inc y,
Impacts of New Government-Imposed Costs Page 14
Urban Development Institute of Nova Scotia September 2013



commodities (raw materials) that are produced in Canada. The chart at the bottom of the
previous page shows the relationship between our dollar (versus the US dollar) and an
index of commodity prices (the Raw Materials Price Index, or “RMPI”, as estimated by
Statistics Canada, but adjusted by this author to express it in inflation-adjusted or “real”
terms). This chart indicates that during the past decade there has been quite a strong
relationship between the dollar and movements in commodity prices. A decade ago, one
Canadian dollar could buy only about 65 cents of the US currency. Subsequently, the
dollar has strengthened largely in line with movements of commodity prices.

A strong dollar makes it more

difficult for manufacturers of finished

goods to compete in international

markets. It also affects the

competitiveness of Canadian

companies that sell services in

international markets (for example,

engineering companies and

business consultancies). As well,

services that occur within Canada

but are sold to foreign clients (such

as tourism and film production) are

hampered by a strong dollar. And,

Canadian companies and

consumers become more likely to

buy foreign-produced goods and services when the dollar is strong. All of these effects
negatively impact employment in Canada and especially within our study area.

The Raw Materials Price Index is

expressed in inflation-adjusted

dollars (in this adjustment, the

author has divided the RMPI by the

Consumer Price Index for all of

Canada). The “real” commodity

price index is assumed to fall slightly

from its current level, but to remain

relatively high in a longer-term

perspective.  High  prices for

commodities are beneficial to

regions that produce them, but

regions (including Halifax) that are

primarily “consumers” (that use

them to produce services or finished

manufactured goods) are hampered by high costs for raw materials.

A further consideration is that volatility of these raw materials prices makes it difficult for
businesses to develop expectations about future revenues (for resource producers) and
future costs (for businesses that use the materials as inputs for other products). This
makes it difficult to plan and invest and thereby hampers job creation.
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The Simulations

As has been discussed above, evolving economic conditions have set the stage for a slowdown
of starts of new low-rise dwellings. The factors include the elimination of mortgage insurance
for mortgage amortization periods exceeding 25 years, a slowdown in job creation in the Halifax
area, and more recently, an unexpected rise (by about three-quarters of a point) in key interest
rates, including rates for five year, fixed rate mortgages. The analysis suggests that the impacts
on housing starts are now just beginning.

In consequence, a “status quo” scenario (based on current economic conditions and
incorporating the economic assumptions discussed above) predicts that housing starts for low-
rise dwellings will be quite a lot lower during 2013 to 2015 than they were during prior years.

A second scenario (“$25,000 increase due to GICs”) adds $25,000 to house prices, starting in
the third quarter of 2013 (as the result of new government-imposed costs). This would bring an
even larger reduction in housing starts.

The table below summarizes the two scenarios for housing starts in the Halifax CMA.
Comparison of the two scenarios (in the lower block of the table) illustrates the expected
impacts of the price rise on housing starts. As is shown in the final line of data, during 2013 to
2015, total housing starts within the Halifax CMA would be more than 500 units lower than they
are expected to be in the status quo situation. Slightly more than one-half of the reduction
would be for single-detached homes. The simulations also suggest that there would be a small
increase in starts of town homes (or row homes), but starts would fall for semi-detached homes
and apartments.

Table 2
Two Scenarios for Housing Starts in the Halifax CMA
Single- Semi-Detached | Town Homes Apartments Total
Detached
Actual Starts
2010 1,039 156 152 1,043 2,390
2011 900 170 160 1,724 2,954
2012 991 190 136 1,437 2,754
Status Quo Scenario
2013 624 132 160 1,376 2,292
2014 381 135 174 1,391 2,082
2015 539 117 102 1,312 2,070
Total 2013-15 1,544 383 436 4,080 6,443
$25,000 increase due to GICs
2013 534 95 168 1,375 2,172
2014 300 40 186 1,374 1,900
2015 420 40 95 1,278 1,833
Total 2013-15 1,253 175 449 4,028 5,906
Change due to $25,000 in GICs
2013 -90 -37 8 -1 -120
2014 -81 -95 12 -17 -181
2015 -119 -77 -7 -34 -236
Total Change
2013-15 -290 -208 13 -52 -538

Source: analysis and forecasts by Will Dunning Inc, using data from various sources.
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As of October 2012, the apartment vacancy rate in Halifax CMA was 3.0%. In the first scenario
(with no rise for government-imposed costs), the vacancy rate is forecast to rise to 3.5% as of
October 2015. The rise in the vacancy rate would be due mainly to the projected volume of
housing starts: once construction of the housing is completed, it will expand the housing options
available within the community. In this scenario, the supply of housing is projected to expand by
more than the demand, meaning that the number of vacant units will increase.

In the second scenario, however, the $25,000 rise in prices due to GICs is projected to reduce
the amount of housing construction. Consequently, the expansion of housing supply is
expected to be less than the rise in demand. The result would be a drop in the vacancy rate, to
2.1% as of October 2015.
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4.0 Economic and Fiscal Consequences

Construction is a significant element of the Canadian economy. At present, about 7% of
Canadian employment (over 1.2 million individuals) is in construction, and about 1 million more
work in other industries, providing goods and services that are used in the construction industry.
This section extends the simulations developed in the prior section, to estimate the impacts of
changing levels of housing starts on employment and on wages earned. Those estimates are
then used to estimate impacts on federal and provincial revenues from personal income tax,
and premiums for Canada Pension Plan and Employment Insurance.

Methodology

The analysis starts with Statistics Canada estimates of “employment multipliers”.

- Within the province of Nova Scotia, each $1 million of new residential construction
generates 12.32' jobs. This includes 6.81 jobs in construction and 3.41 jobs in other
industries that provide goods and services to the construction process.

Another way to look at this is that in Halifax, each new single detached home results in
2.31 jobs, including 1.28 jobs in construction, 0.44 jobs in related industries within the
province and 0.59 jobs in other provinces.

For other types of dwellings, construction costs are lower and employment impacts are
correspondingly lower.

Table 3
Estimated Employment Multipliers
Full-Time Equivalent Jobs Created
Per Housing Start, Halifax CMA, 2007

Impact Singles Doubles Rows | Apartments
Direct (construction) 1.28 0.78 0.77 0.73
Indirect (within province) 0.44 0.27 0.27 0.25
Indirect (other provinces) 0.59 0.36 0.36 0.34
Total Jobs 2.31 1.40 1.39 1.32

Source: Will Dunning Inc., using data from Statistics Canada (Provincial
Input-Output Multipliers, 2007; building permit data)

These factors are applied to the forecasts of housing starts to estimate the job impacts for the
2013 to 2015 period, for the two scenarios.

The employment estimates are then combined with data on average wages (for full-time
employees) in the relevant industries:

Construction in Nova Scotia.
All industries in Nova Scotia (to capture the indirect employment within the province).
Allindustries for all of Canada (for indirect employment in other provinces).

The fiscal impacts are estimated based on federal and provincial parameters for personal
income taxes, combined with estimated impacts on the level of employment and average wage
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rates for full-time employment. Similarly, federal government receipts are estimated for Canada
Pension Plan and Employment Insurance premiums.

Impacts on Jobs, Incomes, and Taxes

The next table summarizes the forecasts of housing starts for the two scenarios.

Table 4
Summary of Scenarios for Housing Starts in Halifax CMA
(Total During 2013-2015, by Type of Dwelling)

Single- Semi- Row
Deta?:hed Detached Homes Apartments Total
Starts in Status Quo Scenario 1,544 383 436 4,080 6,443
Starts in GIC Scenario 1,253 175 449 4,028 5,906
Total Reduction in Starts Due to GICs -290 -208 13 -52 -538

Source: analysis by Will Dunning Inc.

Applying the job creation factors (which were shown in Table 3 on the previous page) to the
estimated drop in starts due to GICs, the following table estimates the impacts on job creation.
In total, about 1,000 jobs will be lost. More than 750 of the lost jobs would have been located
within Nova Scotia (direct jobs in construction plus indirect jobs in other industries).

Table 5
Summary of Scenarios for Jobs Lost Due to GICs
(By Type of Dwelling and Industry, 2013-2015

Single- Semi- Row
Jobs Lost Deta?:he d Detached Homes Apartments Total
Construction -371 -162 10 -38 -560
Indirect Within Province -128 -56 3 -13 -194
Indirect Other Provinces -171 -75 5 -17 -259
Total Jobs Lost -671 -293 18 -68 -1,013

Source: analysis by Will Dunning Inc.

The next table calculates the total loss of wages that would result from the GICs. Out of the
total loss of $50.4 million, about $37 million would be lost within Nova Scotia.

Table 6
Impacts on Wages Earned (in 2012 Dollars)
Average Annual Wages
Weekly Wage Jobs Lost Lost

Construction $957.93 -560 -$28,000,000
Indirect Within Province $885.53 -194 -$9,000,000
Indirect Other $992.33 259 | -$13,400,000
Provinces
Total Wages Lost -$50,400,000
Source: analysis by Will Dunning Inc.

Finally, impacts on selected elements of federal and provincial revenues are summarized in the
next table.
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Table 7

Fiscal Impacts Due to a $25,000 Rise in
Government-Imposed Costs (in 2012 Dollars)

. Indirect Within Indirect Other
Construction . : Total
Province Provinces

CPP Premiums -$2,580,000 -$820,000 -$1,090,000 -$4,490,000
El Premiums -$1,130,000 -$390,000 -$520,000 -$2,040,000
Personal Income Tax

Federal -$3,360,000 -$1,010,000 -$1,510,000 -$5,880,000

Provincial -$2,550,000 -$780,000 -$1,160,000 -$4,490,000
Total loss -$5,910,000 -$1,790,000 -$2,670,000 -$16,900,000

Source: analysis by Will Dunning Inc.

Impacts on Locations of Activity

The analysis completed in this report is for the Halifax CMA. However, the rise in costs will
occur within the City of Halifax, and initially the rise in prices would tend to be concentrated
within the City. Since the cost pressure will not necessarily occur outside of the City, it is
possible that home buyers will respond by buying homes (new or resale) outside of the City.

This would have several impacts on consumers and the environment:

- For the home buyers who alter their location decisions there would be a lengthening of

commuting times, imposing a monetary costs on them due to increased running costs for
vehicles and more rapid depreciation of the vehicles. There would also be a non-
monetary cost as the result of increased travel times. This list of costs could be
lengthened, for example to consider the increased risk of accidents (resulting in damage
to property as well as increased injuries and deaths) or increased stress due to longer
commutes.
There would be increased environmental costs of commuting that will be borne by
governments and society at large (including increased wear-and-tear on roadways,
increased road congestion that will further lengthen travel times for all commuters, and
increased emissions of CO? and other pollutants).

Moreover, a shift of housing demand outside of the City would add to pressure within the
affected market areas. Inevitably, there would be an increase in demand relative to supplies of
housing in the resale and new construction markets, resulting in price rises that are more rapid
than they would otherwise be. The consequence of this would be that some households that
want to buy in these areas and could previously afford to buy in the areas will no longer be able
to buy. Therefore, total housing activity in the broader Halifax-Dartmouth market area will be
lower than it would be otherwise, and we can say this will impose a “welfare loss” on the
broader community.

For the City of Halifax, a reduction of housing activity compared to what it might have been will
mean that the total housing inventory will grow less rapidly than it should and therefore the tax
base will grow by less than it should: while the development charges (for sewer servicing) will
generate some new revenues, this will be offset by a loss of potential realty tax revenues.

A supposedly “nice-to-have” feature of underground electrical servicing might be cost-free for
the City on a direct basis. But, on an indirect basis — by reducing housing activity — it will have
negative implications for City revenues.
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5.0 Other Scenarios

The analysis above compared two scenarios: one in which there is no change in government-
imposed costs and one in which there is a $25,000 price rise as a result of increased GICs.

Naturally, a larger set of alternatives can be imagined. The first table below summarizes the
impacts of five different price increases. As can be seen in the table, even at the smallest
increment tested (a rise of $5,000) the impacts are still substantial.

In addition to the impacts on housing starts, employment, and government revenues, the
increases in GICs have negative impacts on tenants: reduced housing starts means that there
will be fewer housing opportunities overall, resulting in lower vacancy rates, which will make it
more difficult for tenants to find suitable and affordable housing. In the scenario with the
smallest rise for GICs, the projected vacancy rate as of 2015 is 3.1%. This is lower than the
vacancy rate expected in the “status quo” scenario (no rise in GICs) which projects a 3.5%
vacancy rate for 2015.

Table 8
Summaries of Impacts of Various House Price Increas  es
Due to Government-Imposed Costs)

Impacts Versus Status Quo Additional Government-Imposed Costs
$5,000 $10,000 $15,000 $20,000 $25,000

Reduction in Total Housing
Starts 2013 to 2015 237 -400 458 ~500 538
Total Jobs Lost -450 -753 -858 -939 -1,013
Total Wages Lost -$22,300,000 | -$37,500,000 | -$42,600,000 | -$46,600,000 | -$50,400,000
Fiscal Impacts
CPP Premiums -$1,990,000 | -$3,330,000 | -$3,800,000 | -$4,160,000 | -$4,490,000
El Premiums -$900,000 -$1,520,000 | -$1,730,000 | -$1,890,000 | -$2,040,000
Personal Income Tax

Federal -$2,600,000 | -$4,370,000 | -$4,970,000 | -$5,430,000 | -$5,880,000

Provincial -$1,990,000 | -$3,340,000 | -$3,800,000 | -$4,150,000 | -$4,490,000
Total Fiscal Impact -$7,480,000 | -$12,560,000 | -$14,300,000 | -$15,630,000 | -$16,900,000
g‘;f‘(;tbrgfrz‘to\l/gcancy Rate in 3.1% 2.7% 2.5% 2.3% 2.1%

Source: analysis by Will Dunning Inc.

It is also possible to imagine scenarios in which there are reductions in GICs. The table on the
next page summarizes the estimated impacts of various price reductions. This table indicates
that there is potential to significantly expand housing production, as well as related employment
and government revenues.

In these scenarios, apartment vacancy rates are projected to be progressively higher: the
increase in housing production, by expanding the amount of housing that is available to be
occupied, benefits both home owners and tenants.
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Table 9

Summaries of Impacts of Various House Price Reducti
Due to Government-Imposed Costs)

ons

Additional Government-Im

posed Costs

Impacts Versus Status Quo -$5,000 ~$10,000 ~$15,000 ~$20,000 ~$25,000
Increase in Total Housing
Starts 2013 to 2015 289 585 881 1,178 1,475
Total Jobs Gained 567 1,150 1,734 2,318 2,904
Total Wages Gained $28,200,000 | $57,200,000 | $86,100,000 | $115,100,000 | $144,300,000
Fiscal Impacts
CPP Premiums $2,510,000 $5,090,000 $7,680,000 $10,270,000 $12,860,000
El Premiums $1,140,000 $2,310,000 $3,490,000 $4,670,000 $5,860,000
Personal Income Tax
Federal $3,280,000 $6,680,000 $10,050,000 $13,430,000 $16,840,000
Provincial $2,510,000 $5,100,000 $7,670,000 $10,260,000 $12,860,000
Total Fiscal Impact $9,440,000 $19,180,000 | $28,890,000 $38,630,000 $48,420,000
g‘;f‘(;tbrgfrz‘g\l/gca”cy Rate in 4.0% 4.5% 5.0% 5.5% 5.9%
Source: analysis by Will Dunning Inc.
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