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Balancing Growth and Affordability

Key findings

» The benefits of development charges include financing the
overbuilding of infrastructure to accommodate future growth,
potentially recapturing developers’ windfall rezoning profits,
and containing urban sprawl.

» Development charges are politically attractive. They shift the costs
of new housing development from the many (existing homeowners)
to the few (new home buyers), unlike property taxes are not directly
observable, and can build political support for new development in
a community.

» However, development charges can create inequalities between
existing homeowners and new home buyers. New buyers may be
paying for infrastructure primarily used by existing homeowners.
Existing homeowners also benefit from higher house prices and
reduced property taxes at the expense of higher home prices for
new buyers.

» Development charges are reducing housing affordability; there is a
positive correlation between home prices and development fees.

» Development charges are meant to fund new physical
infrastructure, but in practice, municipalities sometimes divert them
to non-infrastructure expenses. This “mission creep” undermines
their purpose and public trust.
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££ie Recommendations

5

Given the benefits of development charges, but also the inequalities of
imposing high taxes on a narrow tax base, we recommend they be used
judiciously. In particular, we recommend the following:

Development charges should be used only to provide new physical

subdivision infrastructure.

They should not flow into general revenue.

Their share relative to home prices should be capped.

They should be demarcated in home purchase agreements and made

apparent to homebuyers.

Their levels and use should be publicly disclosed and debated.

The use of associated reserve funds should be carefully monitored.
Ultimately, the best infrastructure financing solution should come from

a mix of general municipal revenue and development charges, with their
respective contributions regularly scrutinized in public.

The Conference Board of Canada
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Introduction

Rapid population growth and a shrinking household size have fuelled strong
housing demand growth. Estimates of the additional dwellings required to
improve housing affordability run into the millions.! This situation has sparked
a spirited debate about how to finance associated infrastructure, like roads,

waterworks, libraries, and parks.

Some argue that all municipal taxpayers should fund
infrastructure since the benefits are widespread,
while others think “growth should pay for growth”

and recommend that new residential areas should pay
for infrastructure through special fees on new homes
called “development charges.”

Policy-makers have waded in, arguing that
development charges boost house prices and impair
affordability for voters. For instance, the federal
government made freezing municipal development
charges at April 2024 levels a precondition of
receiving a share of infrastructure funds unveiled

in the 2024 federal budget.?

Meeting this condition would mark a major change
for many municipalities, which have come to rely

on the money from development charges. For
example, Toronto increased development charges

on condominiums by 20.7 per cent in May 2024 and
another 17.6 per cent in June2 while Ottawa raised
general development charges by 11 per cent in May
2024.4 Some municipalities’ attachment to these
sources has become so strong that they are prepared
to forgo the federal budget’s funding. Given how
large development charges have become relative

to home and apartment prices in some municipalities,
an informed discussion is needed.

1 Canada Mortgage and Housing Corporation. Housing shortages in Canada.

2 Skura, “Hike developer charges and risk losing millions in funding, feds warn Ottawa.”
3 Dauvis, “Toronto’s New Condo Development Charges Could Hurt Affordability (Even More)”; City of Toronto, “Bylaws,

Rates & Study.”

4 Skura, “Ottawa hikes fees housing experts hate, despite warning from feds.”
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Development charges emerged after the

Second World War

In Canada, mainly Ontario, development charges
largely evolved from post-1945 subdivision
agreements and were initially accepted by most
developers as a mechanism for increasing the
chances that current residents would accept new
development.5 Municipalities embraced the charges
to help satisfy robust postwar housing demand,
since the Depression had ravaged their finances.
Developers typically built subdivision infrastructure
and then handed it over to the municipality. By the
1960s, agreements began requiring developers to
contribute to municipal costs outside the subdivision.
They still do.

Critics note that these deals now risk devolving into
a means for developers to essentially “buy” planning
permission. Some politicians agree. For instance, in
July 2024, members of the City of Ottawa’s finance
and corporate services committee voted to ban city
councillors from discussing “voluntary contributions”
to their wards with developers.® Prohibition
supporters argued that developers may believe a
donation is required to gain a councillor’s vote. A pilot
program approved in October will allow councillors to
negotiate donations with developers under stringent
new rules.

Altus Group, CHBA National Municipal Benchmarking Study.

0w N o O

Development charges
vary widely

Development charges differ significantly across
Canada, reflecting variations in housing demand.

A study by Altus Group for the Canadian Home
Builders’ Association found that Ontario and

British Columbia cities have the highest development
charges.” Charges are much lower in the Maritimes
and the Prairies. Quebec is a latecomer to
development charges, allowing municipalities to
levy them beginning only in 2017, and with only a
few doing s0.8 High-rise units typically face higher
charges than do low-rise structures, because
high-density development often incurs additional
charges like cash-in-lieu of parkland or higher fees
for greater density.

Sancton, Reassessing the Case for Development Charges in Canadian Municipalities.
Skura, “Committee votes to ban councillors from brokering developer donations to wards.”

Some argue that Quebec’s choice to finance municipal infrastructure through general property taxes rather than

development charges fostered development of a wider assortment of dwelling styles, particularly in Montréal. This
is a probable contributor, along with that city’s dense colonial and pre-car origin.

The Conference Board of Canada
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Specifically, Altus found high-rise building charges
per square foot were $157 in Vancouver and $125 in
Toronto in 2022, but only $4 in Winnipeg and $2 in

St. John’s. Based on an 800-square-foot high-rise
unit—the average size of an Ontario condominium built
in 2017-229 —development charges potentially add
$125,600 to a Vancouver unit, $100,000 to a Toronto
unit, $3,200 in Winnipeg, and $1,600 in St. John’s.
(See Table 1.)

Low-rise building charges, by contrast, averaged

$85 per square foot in Toronto and $28 in Vancouver,
even though they remained well above similar charges
of $8 in Winnipeg and $2 in St. John’s. Assuming a
2,000-square-foot low-rise dwelling, development

charges potentially add $170,000 to the average price
of a low-rise home in Toronto, $56,000 in Vancouver,
$16,000 in Winnipeg, and $4,000 in St. John’s.

The wide variety in development charges means
their potential impact on housing affordability is
also diverse. Development charges on low-rise units
relative to single-family home prices vary from a
high of 14.2 per cent in Saskatoon to only 1 per cent
in St. John’s. (See Chart 1.) Similarly development
charges relative to prices for condo units vary from
15 per cent in Markham to 0.4 per cent in St. John’s.
(See Chart 2))

Table 1

Development charges vary widely by building type and location

($)

Region Low rise*per square foot Low rise* per unit High rise* per square foot High rise* per unit
Vancouver 28 56,000 157 125,600
Markham 73 146,000 139 111,200
Toronto 85 170,000 125 100,000
Brampton 57 114,000 100 80,000
Oakville 51 102,000 93 74,400
Pickering 39 78,000 80 64,000
Bradford West Gwillimbury 35 70,000 67 53,600
Surrey 38 76,000 61 48,800
Hamilton 28 56,000 52 41,600
Ottawa 21 42,000 44 35,200
London 17 34,000 28 22,400
Burnaby 13 26,000 24 19,200
Calgary 19 38,000 21 16,800
Halifax 4 8,000 13 10,400
Edmonton 13 26,000 8 6,400
Saskatoon 32 64,000 8 6,400
Regina 15 30,000 5 4,000
Winnipeg 8 16,000 4 3,200
Moncton 2 4,000 3 2,400
St.John’s 2 4,000 2 1,600

*assumes 2,000-square-foot low-rise dwelling
**assumes 800-square-foot high-rise unit
Sources: The Conference Board of Canada; Altus Group.

9 Municipal Property Assessment Corporation. “Condos getting smaller.”

The Conference Board of Canada
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Chart 1
“Low-rise” development charges relative to single-detached

home prices are highest in Saskatoon
(percentage share)
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Note: Calculations assume a 2,000-square-foot low-rise dwelling and owner-
estimated house value in 2021.

Sources: The Conference Board of Canada; Altus Group; Statistics Canada;
Canadian Real Estate Association.

Development charges are a political choice. For
example, they are not typically applied in Quebec,
which was excluded from the Altus Group study.
Other than in Quebec, development charges tend
to be highest in areas where housing demand

is strongest. Like alcohol and tobacco taxes,
development charges exploit consumers’ lack

of alternatives. People need a place to live. This
approach is especially potent and lucrative in

places where population pressures are heaviest and
resulting price growth has been strongest, particularly
in Ontario and British Columbia. Development
charges are relatively low on single-detached

units in Vancouver and Burnaby, but much higher

on apartments there —which make up most of the
area’s starts.

The Conference Board of Canada

Chart 2
“High-rise” development charges relative to condo prices

are highest in the Greater Toronto Area
(percentage share)

Markham
Brampton
Toronto
Vancouver
Pickering
Surrey
Oakville
Hamilton
Ottawa
Bradford West Gwillimbury
London
Calgary
Burnaby
Halifax
Edmonton
Saskatoon
Regina
Winnipeg
Moncton
St.John’s

Note: Calculations assume an 800-square-foot high-rise dwelling in structures
with at least five storeys (except in Moncton and in Bradford West Gwillimbury)
and owner-estimated 2021 home value.

Sources: The Conference Board of Canada; Altus Group; Statistics Canada;
Canadian Real Estate Association.

Saskatoon is an outlier in the single-family-home
market. Its high ratio of development charges to
house prices reflects Saskatoon’s relatively low home
prices. Its absolute low-rise development charge was
$32 per square foot in 2022, well below, for instance,
Markham’s $73 per square foot and Toronto’s $85.
High house prices in those two cities lead to a

lower ratio.
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How development charges can be used
also varies widely

Development charges do have some legitimate Although many items on the list are reasonable,
economic underpinnings when used to pay for others are a stretch. Moreover, these categories
the development of associated infrastructure. can be broadly interpreted, making cost allocation
But municipalities frequently use them to pay an art rather than a science. To be fiscally honest,
non-infrastructure bills. Ontario is illustrative. development charges should pay for creating

infrastructure, not operating it. It is probably better
to widely share operating costs. But it is difficult
and subjective to separate the two, so the bill

for infrastructure maintenance can somewhat

Ontario’s 1997 Development Charges Act permits
municipalities to use development charges to pay for
these services:

» water supply distribution and treatment fairly be added to spending on its creation. Still,
» wastewater sewers and treatment municipalities are clearly allowed to overdo it. Child
« storm water drainage and control care, to name one, hardly seems like infrastructure

spending. Such “mission creep” impairs the case for
development charges.

* highways

« electrical power
» most transit

« waste diversion
* police

« fire protection

» ambulances

* libraries

* long-term care
 parks and recreation (but not park land acquisition)
* public health

« child care

« Provincial Offences Act services, including by-law
enforcement and municipally administered courts

« emergency preparedness
 various additional services

A municipality’s development charges must be
placed into separate reserve funds for the service
for which they are collected and used only for this
purpose. The municipality’s treasurer must also post
an annual statement about each reserve fund on the
municipality’s website.

The Conference Board of Canada
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The good: development charges can address

some policy goals

As with any policy tool, the case for using
development charges has pros and cons. When tuned
appropriately, development charges can encourage
different policy goals. For example, they could be

set in a way to curb costly and environmentally
damaging urban sprawl and encourage denser,

more readily serviced, and environmentally kinder
infill development.

They could also be used to reduce municipal
operating costs. A 2021 report for the City of Ottawa
found that servicing new low-density homes built on
undeveloped land annually cost $465 per unit more
than the city received in property taxes and water
bills, while high-density infill development produced
an annual $606 per unit surplus.”®

Development charges can also be used to address
the extra costs associated with needing to build
infrastructure capacity in discrete tranches."
Municipalities frequently need to build infrastructure,
such as water facilities and mass transit, such that

it can accommodate growth and meet future needs,
necessitating excess capacity. Without development
charges, the capital costs associated with future
demand are inequitably borne by current ratepayers
who, naturally, call for lower service levels and greater
development restrictions. Successful suppression
attempts by ratepayers could restrict new municipal
facilities, potentially depressing property values and
discouraging growth. A vicious cycle can emerge

if municipalities respond to this slower growth by
further curtailing development approvals.

Development charges can also act as a tax on the
windfall property value gains enjoyed by owners of
agricultural land when it is rezoned for development.
This windfall accrues to the landholder at the time
of rezoning—sometimes the original landowner,
sometimes the developer. Developers frequently
buy up agricultural land, then apply for rezoning

to residential use. However, this gain may also be
captured by other means. The City of Ottawa, for
instance, recently proposed that owners of land
outside the city’s urban boundary be able to apply
for that land to be eligible for suburban development
at any time by paying up to $1.8 million for an official
plan amendment.’

Finally, development charges can help municipalities
preserve available fiscal capacity by preventing them
from being forced to borrow money to fund growth-
related capital costs. Cities forced to borrow may
also have to pay higher interest rates for additional
borrowing. The resulting cost increases can further
erode service levels and growth. Development
charges can avoid this.

However, it is worth noting that in this circumstance,
development charges inefficiently substitute private
for public borrowing. Municipalities can typically
borrow at lower interest rates than individual
homebuyers or builders.”® It generally costs less for
infrastructure to be financed by a municipality than
by adding the cost to the amount borrowed by new
home buyers.

10 Porter, “Suburban expansion costs increase to $465 per person per year in Ottawa.”

11 Dachis and Found, “Development charges.”
12 Skura, “Big changes are coming to how Ottawa manages urban growth.”
13 Dachis and Found, “Development Charges.”

The Conference Board of Canada
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The bad: development charges can be politically

expedient and inequitable

Development charges have political attributes that
can make them irresistible fiscal tools to many

local policy-makers, even when they may result in
inequitable outcomes. First, they are stealthy. While
these fees are nominally imposed on home builders,
they become embedded and hidden in the purchase
price of new homes.

Next, they are imposed on a small and politically
weak target. New home purchasers are a small share
of the population and not a cohesive interest group.
Development charges therefore meet the criteria
famously declared by Louis XIV'S finance minister,
Jean-Baptiste Colbert: “The art of taxation consists

in so plucking the goose as to obtain the largest
possible amount of feathers with the smallest possible
amount of hissing.”

Development charges stand in stark contrast to
property taxes, which are highly visible to most
homeowners. Thus, raising property taxes is far
more politically risky for councillors than is raising
development fees.

Development charges can also build political approval
for new subdivisions, at the cost of potential inequity.
Large-scale construction can impose negative effects
on current residents. These include noise, dirt,

and disruption, with more traffic and other density
irritants to follow. To help secure support for such
development from current homeowners, development
charges can be used to buy fresh amenities and
infrastructure. Unfairness arises, however, if new
infrastructure and facilities mainly paid for by
newcomers largely benefit their predecessors.

14 Department of Finance Canada, “Budget 2024.”

The Conference Board of Canada

Further adding to inequality for new buyers versus
existing homeowners is that development charges
inevitably boost new home prices—resulting in a
windfall for existing homeowners at the expense of
new buyers. Existing homeowners benefit from both
increased home prices and lower property taxes,
unlike the alternative when development is financed
solely through property taxes.

Reflecting this concern about the inequitable impact
of development charges, the 2024 federal budget
offered municipalities with a population greater than
300,000 a share of its $5-billion infrastructure fund if
they froze development charges for three years."

11
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The ugly: development charges are

reducing affordability

Perhaps the broadest economic case for general
revenue financing of new home infrastructure and
against development charges is that improved
housing affordability produces widespread benefits.
It can attract new residents, boost business
opportunities, and create jobs. The availability

and affordability of housing are often included in
measures of quality-of-life attributes and can be
important factors that businesses consider in making
location decisions.” Affordable housing is also found
to generally spur an area’s economic growth.'

Chart 3

Development fees and home prices are correlated
(house value, $ millions; development charge per square foot, $)

Some may argue that markets, not development
costs, determine house prices. Demand is created
by population growth, employment gains, and
neighbourhood characteristics. Supply is determined
by availability of planned developments and the
strength of the overall housing market. However,
there is a positive relationship between home prices
and development fees. (See Chart 3.) This would
suggest that development fees are being passed

on to new home buyers in the form of higher prices,
thus reducing housing affordability.
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Note: Calculations assume a 2,000-square-foot low-rise dwelling and owner-estimated 2021 house value.

*Bradford West Gwillimbury
Sources: The Conference Board of Canada; Altus Group; Statistics Canada.

15 Weil, “Quality of Life Factors into Business Location Decision.”
16 Anthony, “Housing Affordability and Economic Growth.”

The Conference Board of Canada
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Final thoughts

Development charges have become a popular

but controversial tool for funding infrastructure,
particularly in Ontario and British Columbia. Politically,
they are desirable. They shift the costs of new
housing development from the many to the few. Unlike
property taxes, they are not directly observable.

And they are increasingly viewed as a way to contain
urban sprawl.

Their economic underpinnings are mixed. On one
hand, financing new construction infrastructure
through municipal borrowing is generally cheaper
than paying for it privately by adding the cost to

the amount borrowed by new home buyers. Not
relying on development charges therefore helps

to keep new housing more affordable, and new
affordable homes spin off plenty of widespread
benefits. General municipal financing also ensures
that existing residents don’t unfairly benefit from
facilities bought by development charges. On the
other hand, development charges can more easily
be used to fund infrastructure with the capacity to
accommodate growth. They also capture some of the
windfall rezoning profits from developers. And they
can help to prevent the potential erosion of municipal
finance capacity.

The Conference Board of Canada

Development charges are clearly more politically
expedient than property taxes. This means that

many municipalities will continue to favour them if left
unchecked. However, this approach is fraught, as high
taxes on a narrow tax base generally invite problems
at any level of government. Development charges
must therefore be used judiciously.

Our recommendations:

» Development charges should be used only to
provide new physical subdivision infrastructure.

« They should not flow into general revenue.

» Their share relative to home prices should be
capped.

» They should be demarcated in home purchase
agreements and made apparent to homebuyers

» Their levels and use should be publicly disclosed
and debated.

» The use of associated reserve funds should be
carefully monitored.

Ultimately, the best infrastructure financing solution
should come from a mix of general municipal revenue
and development charges, with their respective
contributions regularly scrutinized in public.
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