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Introduction

ew policy areas are gaining as much attention in Canada as housing. This is unsurprising, given that Canada

F has the largest gap between homes prices and incomes among G7 nations (OECD, 2023) and rents continue to

rise in most cities (Statistics Canada, 2023a). As eroding housing affordability has expanded to more parts of

Canada, demands for policy solutions have grown beyond local jurisdictions, pressuring federal decisionmakers to act.

First, this essay offers a diagnosis of the issue—a large, growing imbalance between housing demand and supply.
Second, it discusses federal policies affecting housing demand, urging better coordination and restraint amid tight sup-
ply conditions. Third, it discusses the federal government’s less-direct—though still important—options to improve

housing supply.

Guiding principles: do no more harm, and close the demand-supply gap

Canada’s declining housing affordability reflects a large, worsening imbalance between housing demand and housing
supply. This is evident when comparing trends in population growth and housing completions. Figure 1 charts these
two metrics between 1972 and 2022. In recent years, Canada’s population growth has accelerated, while the number of
homes completed has declined relative to the 1970s.*

Policy efforts should focus on closing the demand-supply gap. The federal government should first ensure that it is
not exacerbating the problem, either by stoking demand or by stifling supply, and second by both reviewing all existing

Additional inhabitants and housing completios

policies through a supply-demand lens while

Figure 1: Population Growth and Housing Completions in Canada, Annual (1972-2022) implementing tailored policies aimed at closing
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the demand-supply gap.
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Though all levels of government influence both

********************************************************************* - housing demand and supply, the federal gov-

ernment’s policy levers pertain more directly

to demand. They do so in two important ways.
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by immigration (including both permanent

and temporary residents) (Statistics Canada,
2023c). Though provinces may influence immigration decisions, the federal government establishes annual targets
(where applicable) and admission criteria (Filipowicz and Lafleur, 2023).

Second, the federal government influences households’ ability to pay for housing. Policies for home buyers including
the First-Time Home Buyers’ Tax Credit and the First Home Savings Account, which, combined with the Home Buyers’
Plan, enable the accumulation of tax-free savings for a down payment.? Federal policies for homeowners include the
exemption from capital gains taxation on the sale of primary residences, loan insurance through the Canada Mortgage
and Housing Corporation, and residential mortgage underwriting through the Office of the Superintendent of Financial
Institutions. Combined, these policies influence the relative attractiveness of housing as an investment.

Without adequate supply, these policies result in higher prices, rather than greater affordability. The federal govern-
ment should review all existing or proposed policies directly or indirectly impacting housing demand. Further, it should

adopt the following two policy approaches:
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+  Stronger consideration of housing supply dynamics when determining short, medium and long-term immigra-
tion targets or visa issuance. For example, supply metrics (e.g. housing starts, completions, and rental vacancy

rates) should help inform multi-year plans or criteria for permanent and non-permanent resident admissions.

+ Refraining from introducing new demand-inducing subsidies, such as tax credits or subsidies to homebuyers

and homeowners, while comprehensively reviewing the impact of existing subsidies.

Supply-side considerations for federal housing policy

Housing supply in Canada is influenced primarily by provincial and local governments. Decisions concerning land-use and
growth planning—including for lands owned by the federal government—Ilargely rest with these levels of government,
meaning housing construction projects cannot be realized without first aligning with, and receiving approval from, local
authorities. Federal policies aiming to grow the housing supply must account for this.

Federal influence on housing supply can be divided into four policy types. First are fiscal transfers. Every year the
federal government transfers billions of dollars to municipalities to fund infrastructure. In some cases, funding is per-
manent and based on federal-provincial agreements.? In other cases, funding is negotiated for specific projects.*

Second, the federal government also funds the development of non-market housing. Programs such as the National
Co-Investment Fund and Rapid Housing Initiative offer low-interest or forgivable loans, and direct funding, respectively,
to organizations building or acquiring non-market housing.

Third, federal tax policies and programs influence the financial feasibility of homebuilding. For example, federal
sales and capital gains taxes apply differently to different housing types, such as condominiums, rental buildings and
accessory dwelling units (e.g. basement or laneway suites).” Further, federal programs such as the Rental Construction
Financing Initiative and multi-unit mortgage loan insurance products influence project feasibility by providing rental
builders with low-interest loans or reduced premiums.

Fourth, the federal government’s primary responsibility for immigration gives it significant influence over the mix
of skills prioritized in application screening, affecting the construction sector’s ability to recruit workers. Indeed, the
share of immigrants working in the construction sector was lower than that among Canada’s overall population in 2020
(BuildForce Canada, 2020), reflecting the longstanding selection preferences of federal immigration policy until more
recent changes.®

The federal government should coordinate with local and provincial governments as it develops policies, avoiding
the creation of additional barriers and duplication. Specifically, the following three approaches should inform federal

efforts to improve housing supply:

+ Tying all federal infrastructure funding to housing supply metrics such as housing stock growth, starts or
completions, ensuring limited funds are directed to those regions facing the strongest growth pressures in a

transparent fashion, while reducing administrative costs and jurisdictional overlap.

+ Reviewing and reforming the tax treatment of all housing development, helping improve the feasibility of

large- and small-scale projects Canada-wide.

+ Further prioritizing skills related to homebuilding in immigration policies and eligibility criteria.

Conclusion

Faced with a widening gap between housing demand and supply, this essay focuses on the federal government’s influence
on housing markets, offering five areas of policy action.

The most direct federal levers pertain to housing demand. Housing constraints should be weighed more heavily when
setting immigration policy, including temporary immigration, and new demand-inducing policies such as homebuyer
tax credits should be avoided, while existing policies should be reviewed.

Given the federal government’s less direct influence on housing supply, intergovernmental coordination is recom-
mended. Limited transfer funding should follow local housing supply metrics, while the tax treatment of housing
development could also be reformed, enabling a larger number of projects to be financially feasible. Lastly, immigration

policies should emphasize skills required to build more housing.
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