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* The recently tabled B.C. 2018-19 Budget Plan contained a slew of revenue and expenditure side measures, as well as
a additional provincial housing regulation, following up on the measures introduced two years ago. For a general
budget overview, please see our post-budget analysis.

* The Homes for B.C. plan marks the second round of provincial regulation and consists of thirty measures grouped
into five distinct buckets. Each of these buckets contains policies designed to:

1. Stabilizing the market. Includes policies for: taxing speculators; increasing foreign buyers tax by 5 percentage
points to 20%,; broadening the area subject to foreign buyers tax outside of Metro Vancouver; increasing taxes
(school property tax rate and transfer) on properties over $3 million; implementing an "Airbnb” tax.

2. Eliminating fraud and loopholes. Includes measures for: expanding collection and sharing of information across
levels of government; strengthening auditing procedures to prevent tax evasion related to pre-sale reassign-
ment, hidden ownership, and the misuse of the Agricultural Land Reserve (ALR).

3. Aligning supply and demand. Comprises of additional funding for homebuilding for various groups, including
students, women and children affected by violence, the Indigenous, and people struggling with homelessness.

4. Strengthening security for renters. Includes expanded benefits for seniors and working parents.

5. Preserving affordable housing. Includes policies designed to boost investment in affordable homes and infra-
structure.

*  Measures included in the first two buckets are directed at taking some steam out of the existing home market
whereas the last three buckets are targeted at improving affordability, particularly in the rental market.

* The current round of measures appears to be motivated by the continued erosion of housing activity in the prov-
ince. Average prices have already fully recouped all the losses in Vancouver and B.C. Moreover, prices in markets
outside of Metro Vancouver, where the foreign-buyers tax

was not instituted in 2016, have surged in the last two CHART 1: PRICES HAVE REBOUNDED...
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CHART 2: FOREIGN BUYER TAX WILL BE MORE
BROADLY APPLIED NOW
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hibiting the same degree of excesses as two years
ago. In fact, after falling 30% in B.C. and 40% in the
Lower Mainland (see Chart 3) within six months of
the 2016 round of regulations, home sales regained
about half of the declines and are now around the
level suggested by fundamentals: about 27 sales per
1,000 people aged 15 and over.

Moreover, the impact of the broadening of the for-
eign buyers' tax will be more muted than the previous
round which imposed it on Metro Vancouver, due to
the relatively modest foreign presence of the four ad-
ditional regions (see Chart 4).

The cool-off in activity will be accentuated by the
planned implementation of a tax on speculative ac-
tivity. Starting this fall, the aforementioned jurisdic-
tions will levy a tax on real estate owners who do not
pay B.C. income tax. This tax will also apply on vacant

CHART 3: SALES ACTIVITY REMAINS BELOW
PAST PEAKS
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CHART 4: SHARE OF FOREIGN PURCHASES
MODEST APART FROM METRO VANCOUVER
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properties as well as satellite families, and will start at
at rate of 0.5% before rising to 2% by 2019.

The province is also raising the rate on property
transfers from 3% to 5%, as well as the school prop-
erty tax rate on expensive properties. The new 5%
rate will apply on the amount above and beyond the
$3 million mark, on sales across the entire province.
Homes valued at more than $3 million account for
about 4% of all Metro Vancouver transactions (see
Chart 5), down from the 6.5% peak prior to the im-
plementation of the 2016 rules, with the share low-
er province-wide. The new rules will likely decease
transactions in this price range in the coming quar-
ters, and the compositional change will weigh on av-
erage prices in B.C. during this time.

Implementing an ‘AirBnB’ tax is likely to weigh on
revenues of short-term rental units and could pose

CHART 5: EXPENSIVE HOMES TRANSACTIONS
TO DIP AFTER REGULATION IMPLEMENTED
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CHART 6: REGULATION TO WEIGH ON CHART 7: PRICES TO INCREASE BUT AT A

HOME SALES SLOWER RATE DUE TO REGULATION
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some downside to the segment should selling pres-
sures materialize, particularly amidst raising interest
rates.

Many of the remaining policies are very worthy ini-
tiatives, including efforts to eradicate tax evasion,
prevent money laundering, close loopholes, and in-
vest in affordable housing and transport infrastruc-
ture. However, their impact on the housing market
is likely to be minimal in the short-run.

All'in all, we expect the Homes for B.C. plan to pro-
vide long-term benefits for the housing market and
the economy given the proposed investment in
infrastructure, alleviation of affordability pressures,
and prevention of the build-up of excessive risks in
the housing market.

In the shorter run, the plan should contribute to
a slackening in resale market conditions. Over the
coming months, we anticipate a peak-to-trough de-
cline in B.C. resale activity of about 5% to 10% (see
Chart 6). Downward pressure on average prices
should occur through both softer demand as well
as a compositional shift away from the higher-end
part of the market, where the tax changes are large-
ly targeted. This is expected to push prices down by
around 5% from peak-to-trough (see Chart 7).

Putting it into context of the 2016 round of regula-
tions, the impact of the current round on sales and
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prices will be around one-third. This is due to the fact
that current market conditions are far more balanced,
expansion housing markets are exhibiting only mod-
est foreign activity, and the marginal increase in the
tax is smaller. These factors are somewhat offset by
the additional tightening measures implemented in
this round.

On an annual average basis, the impacts will be more
muted. We have downgraded our 2018 forecast for
B.C. sales and prices to -5.8% (prev. -0.6%) and 3.1%
(prev. 7.2%) respectively. On the other hand, some of
the activity lost from B.C. may materialize elsewhere
in the country, as investors seek real estate assets.
Toronto and Montreal are the most likely beneficia-
ries of such moves, with activity and prices expected
to be modestly higher — particularly in the GTA.

However, we would caution that the timing of the
measures leave considerable uncertainty around the
likely impacts. These far-reaching reforms are being
implemented at a time of rising interest rates (though
gradual) as well as the recently implemented update
to B-20 rules by the federal regulator OSFI, which are
both weighing market activity.
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other
purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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