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Key Takeaways

Construction Spending

Housing production generates economic impacts from direct and indirect
spending on construction labor and materials.

Attracting Labor

Sufficient housing production allows a local economy to attract labor to
match the jobs available and generate economic impacts.

Lower Cost Housing

Sufficient housing production can moderate price increases which can leave
more disposable income for households.

Improved Social Outcomes

Sufficient housing production can improve housing availability and choice
allowing for better access to high opportunity neighborhoods.

Introduction

Adequate housing production is crucial for fostering local economic growth and development. This memo
describes four ways in which housing production can be a catalyst for economic benefits. Beyond its immediate
role in creating construction jobs and stimulating local economies, housing production also plays a critical role in
shaping labor markets, improving affordability, and fostering economic mobility.

This memo explores the impact that housing supply has on economic factors, emphasizing the importance of a
balanced housing market for sustaining affordability, preventing cost-burdening, and ultimately supporting a
thriving economy. The state’s economic competitiveness hinges on its residents securing access to housing
options across diverse price points. Housing and economic prosperity are closely connected, which underscores
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the imperative for strategic and comprehensive housing policies to foster inclusivity, economic growth, and to
mitigate wealth disparities.

1. Economic Impact of Housing Construction

Housing production generates economic benefits from direct construction spending as well as indirect and
induced impacts that “ripple” through the economy (i.e., the multiplier effect). Housing production has direct
impacts on the economy through increased spending in the construction sector, indirect impacts along the
supply chain (e.g., local lumber supply stores, concrete

manufacturers, etc.), and induced impacts from the household plEC,

consumption effect — the wider spending by employees within the 5

supply chain (e.g., construction workers who eat at restaurants, or \ et
employees at lumber suppliers who shop at retail stores, etc.). IT‘"?:’:GECC'T ‘

Consequently, residential construction supports jobs and spending in
a wide range of industries including the manufacturing, transport,
sale, and storage of building materials such as lumber, concrete, and
steel, and interiors like appliances, HVAC, plumbing and lighting, Housing Multiplier Effect
among others. In addition, residential construction requires work Source: Housing Virginia
from architects, developers, engineers, financiers, insurers, and many others.

Housing production also generates fiscal impacts for federal, state, and local governments. Governments tax the
spending associated with housing construction, including income taxes on the wages earned. In addition, the
construction of new, high-value properties generates new property taxes. Net property tax revenues increase
when the value of the new development exceeds the value of the prior use (say, a vacant lot or a smaller home).

Economists estimate the multiplier effect of residential construction spending, which differs by location and by
construction type. In Oregon, one model estimates that every $1 million spent on single dwelling construction
generates $1.86 million in economic activity, while multi dwelling construction generates $1.61 million.* Single
dwelling construction typically produces more square feet per dwelling unit and is more expensive on a per-unit
basis, which is why the economic multiplier is higher.

Economists can also estimate the employment effect of housing construction spending. In Oregon, the same
model estimates that each $1 million in spending on single dwelling construction generates 11.65 jobs and each
S1 million in multi dwelling construction spending generates more than 13 jobs.?2 Multi dwelling construction is
more complex and requires more laborers on a per-unit basis.

1 IMPLAN input-output economic model, using 2021 data. These estimates represent the total value added of construction spending by
type, including labor income (wages and salaries), taxes, and gross profits.

2 These jobs include temporary, part time, and full-time jobs and include direct construction jobs, jobs supported along the supply chain,
and jobs supported by spending throughout the wider economy. Jobs are limited to the duration of construction spending.
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Ongoing Economic Impacts

Once a housing unit is constructed, the economic impacts it generates do not end. Housing production
generates ongoing economic impacts from repeated transactions and from ongoing repairs and maintenance.
Spending in these sectors will have direct and indirect impacts in a wide array of sectors.

Home Transactions. Housing units generate additional economic impacts every time they transact.
Homeownership transactions cost more than rentals, but both generate spending and economic impacts in the
economy. These include the spending, fees, and commissions in real estate industries such as realtors, insurers,
bankers, inspectors, or movers, as well as direct expenditures on furniture and remodeling costs. Spending in
each of these industries would have multiplier effects across their supply chains. The National Association of
Realtors estimates that in Oregon in 2022, construction spending on new homes was only 53% of the total
economic impact generated by a typical home sale.?

Ongoing Maintenance. Each new unit added to the housing stock is one more unit that needs to be updated and
maintained over time. Different components of housing units have different useful lives, from roofs and floors to
appliances and HVAC. As these components wear over time, their replacement or maintenance will generate
additional spending and jobs, with multiplier effects in those sectors as well.

2. Economic Impacts from Labor Market Spatial Allocation

Once housing is built, local economies enjoy enhanced economic productivity because they are better able to
attract laborers with skills that match available jobs. By contrast, an undersupplied market prevents people from
moving to productive labor markets, creates a spatial misallocation of labor, and slows economic growth.* Tight
housing regulations that restrict housing supply effectively limit the number of workers who can access highly
productive economies and suppresses economic growth. Removing barriers to housing development and
building more units is a critical economic development tool. Because Oregon has been underproducing housing
for several years while many regional economies have grown, its economic growth was lower than what it could
have been.

3 National Association of Realtors, “The Economic Impact of a Typical Home Sale in Oregon,” 2022,
https://cdn.nar.realtor//sites/default/files/documents/2023-state-by-state-economic-impact-of-real-estate-activity-report-
or-05-01-2023.pdf

4 Chang-Tai Hsieh and Enrico Moretti, “Housing Constraints and Spatial Misallocation,” American Economic Journal: Macroeconomics,
11(2): 1-39, 2019 https://www.aeaweb.org/articles?id=10.1257/mac.20170388.
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3. Economic Impacts from Lower Cost Housing

Increasing the supply of housing puts downward pressure on prices and rents, improves overall affordability,
and allows households to spend more on other goods and services.> Researchers have demonstrated that
reductions in housing affordability in metropolitan areas across the country reduce economic growth in these
areas.® When housing affordability worsens or there are too few low-cost housing units to meet demand for
those units, households are forced to pay more of their income on rent (becoming “cost burdened”). One study
found that an increase in the rate of cost burdening in the 100 largest U.S. metros was associated with lower
per-capita gross domestic product.”

Constructing new housing and increasing the overall housing supply allows households to migrate through the
housing market and self-select into the housing that best suits their needs. Over time, as households move
throughout the housing stock the stock housing ages and depreciates in value, often (although not always)
becoming more affordable. Without adequate supply, competition for housing rises and prices increase hurting
affordability and shifting dollars from the general economy.

4. Economic Impacts from Improved Social Outcomes

Housing production can generate economic benefits by reducing segregation and creating diverse, mixed
income, opportunity-rich communities. Significant empirical research demonstrates the benefits that integrated
communities have on employment, education, health, and other important social outcomes. Seminal research
by Raj Chetty and his colleagues demonstrated that the locations in which low-income children grow up have
significant causal effects on their future earnings, ability to attend college, as well as marriage and family
characteristics.® This research has demonstrated that children moving to “high opportunity” neighborhoods
(those that have “less segregation by income and race, lower levels of income inequality, better schools, lower
rates of violent crime, and a larger share of two-parent households”) can increase their economic mobility and
pro-social outcomes, and that the younger a child moves the greater the cumulative effects.

In general, an adequate production of housing can increase access and choice and stabilize housing price
increases across a market. But the production of housing in high-opportunity neighborhoods specifically,
increases children’s access and exposure to good schools and safe and integrated communities which can have
an important effect on their future outcomes, including economically. Oregon’s landmark 2019 bill that legalized
“missing middle” housing is beginning to demonstrate that there is a desire for more housing choice in some of
the highest priced and most sought-after neighborhoods. And while these new housing units may not be

5 Jung Hyun Choi, Laurie Goodman and Bing Bai, “Four ways today’s high home prices affect the larger economy,” 2018,
https://www.urban.org/urban-wire/four-ways-todays-high-home-prices-affect-larger-economy

6 Jerry Anthony (2022): Housing Affordability and Economic Growth, Housing Policy Debate, DOI: 10.1080/10511482.2022.2065328
7 Ibid.

8 Raj Chetty and Nathaniel Hendren, “The Impacts of Neighborhoods on Intergenerational Mobility I: Childhood Exposure Effects,”
Quarterly Journal of Economics, 133(3): 1107-162, 2018, https://opportunityinsights.org/paper/neighborhoodsi.

W4

4
k‘ Housing Innovation Partnership - Economic Impacts of Housing Production Memo 4



https://www.urban.org/urban-wire/four-ways-todays-high-home-prices-affect-larger-economy
https://www.tandfonline.com/doi/full/10.1080/10511482.2022.2065328
https://opportunityinsights.org/paper/neighborhoodsi

affordable to the lowest income households of the region, they increase supply overall and allow households of
all incomes to migrate a little more freely through the housing stock.

Conclusion

The economic impacts of housing production affect multiple dimensions, reinforcing its role in supporting
economic vitality. Direct economic benefits stem from construction spending; indirect and induced economic
benefits foster job growth and supply chain benefits. Abundant housing is needed to attract skilled labor to
Oregon, which can enhance additional economic productivity. Affordability is also critical because reducing
housing cost and rent burdens unlocks households’ ability to allocate more income to the broader economy.
Finally, the interplay between housing production and social outcomes supports more families across all
incomes.
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