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Highlights

* The federal government’s ambitious housing plan pledges several measures that could impact housing de-
mand, supply, and productivity. The plan envisions 3.87 million new homes by 2031, which implies a record high
for homebuilding to be sustained for several years.

* Supply-side measures are perhaps the boldest, but efforts to boost the country’s housing stock are bumping
up against challenges such as elevated interest rates and capacity constraints. Meanwhile, demand measures
contained in the plan are unlikely to move the needle in a significant manner.

The federal government’s new housing intiative, entitled “Canada’s Housing Plan”, is aimed at addressing the country’s
affordability challenge and is also highly ambitious. It includes rolling out measures that industry stakeholders have
been desiring for years. The plan targets 3.87 million homes by 2031, which breaks down to 2 million net new homes
over and above the 1.87 million that would have been built anyways under CMHC’s forecast.

A few other considerations:

*  This 2 million further breaks down into 1.2 million homes through the plan (and through actions taken in fall 2023),
with the feds calling for support from other levels of government to build the additional 800k.
Chart 1: Federal Government Housing Targets
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Chart 2: Home Buyers' Plan a Small Share of First-
time Buyer Down Payments
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Measures in the plan are plentiful, and it’s helpful to
break them down into those that could primarily impact
demand, supply, and productivity as well as “other”
measures. We recognize, however, that any individual
policy may influence several of these broad groupings.

Demand Measures Unlikely to Be Game
Changers

It could be reasonably argued that governments
shouldn’t be stoking demand at a time when affordabili-
ty is historically stretched. However, proposed measures
are unlikely to significantly influence our resale housing
forecasts. For instance, the impact of the decision to
lengthen amortizations from 25 to 30 years is blunted
by the fact that it only applies to first-time homebuyers
(FTHBs) who purchase newly completed homes (i.e., a
small sliver of the market) and take out an insured mort-
gage. And the (already announced) extension of the for-
eign buying ban hits at a time where foreign buying may
be 1-2% of activity. However, money for green retrofits
should boost renovation spending.

Increasing the Homebuyers Plan withdrawal limit from
$35k to $60k should have some impact on house-
holds, although it may come through slightly lower
household debt levels. Note that survey data points
to 30% of FTHB’s withdrawing from their RRSP’s to
finance down payments from 2018-2020", but these
withdrawals only accounted for 8% of the value of the
down payment (Chart 2). The primary source of down
payments will likely continue to be other personal sav-
ings and parental gifts. Whatever impact does come
from this policy will also be lagged a bit, as additional

funds put into an RRSP must be in it for at least 90 days
before being withdrawn.

The federal government will also restrict purchases
of existing single-family homes by large corporations,
but data gaps make this a grey area for our analysis.
Other types of buyers would likely backfill this demand,
presumably to be owner-occupiers, thereby removing
rental supply from the market.

Although we anticipate a modest impact from the fed-
eral housing initiative, what will have a considerable im-
pact is the separate federal plan to lower the share of
non-permanent residents in Canada’s population from
6.5% to 5% by 2027. If realized, this policy will have a
meaningfully negative impact on rent growth (Chart
3), challenging the economics of such projects for in-
vestors. This type of demand has been important, with
Bank of Canada data showing that 25% of mortgaged
home purchases were done by investors in 2023Q3.

Supply Policies to Face Headwinds

Overall, the plan seems likely to bolster CMHC’s mea-
sure of housing starts, although achieving 550k new
homes each year is an extremely daunting task. Im-
portantly, the eventual lift to new housing completions
flowing from these new starts will come several years
down the road, with any affordability improvements in
the resale market (by far the largest housing market in
Canada) not occurring until even further into the future.

Just how much housing starts will increase (and when)
is highly uncertain and is facing several headwinds:

Chart 3: Fed Gov't Population Policy to Weigh on
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* [Interest rates are elevated, although we expect
the Bank of Canada to be cutting rates by the sum-
mer, and bond yields should grind lower through
next year.

* The industry is already operating at an elevated
pace. Housing starts are trending at 242k units,
not too far off the all-time high of about 270k units.
Homebuilding is facing worker shortages, the work-
force appears stretched-thin as is (Chart 4), and
residential developers must compete with non-resi-
dential projects for tradespeople. For the latter, non-
residential capital spending intentions are robust for
this year. Tradespeople are also getting older (Chart
5) have earlier retirement ages, and recent newcom-
ers (the driving force behind Canada’s population
growth) have gone into construction at a lesser rate
than other industries, according to a Bank of Cana-
da analysis® To their credit, the federal government
is attempting to improve the labour shortage situ-
ation through new investments in training and cre-
dential recognition, alongside new programs aimed
at retaining newcomers who work in construction.

* Aspects of the plan depend on other levels of gov-
ernment. For example, most of the $6 billion put to-
wards critical infrastructure is supposed to go to the
provinces, the effort towards unlocking surplus pub-
lic lands requires coordination across governments,
and the federal government will modernize the Na-
tional Building Code, but can’t force the provinces to
adopt it, as they have their own. Several provinces
have already raised alarm bells over the plan.

Whatever the boost to housing starts, considerable fo-

Chart 4: Canada's Construction Labour Force
Already Operating Full Tilt

Construction Labour Force as Share of Canadian Total, %

8.0
7.5
7.0
6.5
6.0
5.5
5.0
4.5

4.0
1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Statistics Canada, TD Economics.

Chart 5: Construction Workers Rapidly Aging

Share of Canada's Construction Labour Force Aged 55+, %
25

20
15

10

0
1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Statistics Canada, TD Economics.

cus in the plan has been placed on the country’s pur-
pose-built rental market. The Apartment Construc-
tion Loan Program (ACLP), which provides low-cost
loans for purpose-built projects, has been topped up
by $15 billion and will be made easier to access by
builders. Meanwhile, provinces and territories who
have their own ambitious housing plans will be given
access. The ACLP is expected to generate an addi-
tional 30k rental units and could also become more
useful to builders in an environment where borrowing
conditions are tough. The feds will also be increas-
ing the accelerated capital cost allowance from 4%
to 10% for rental units, improving the after tax-return
from these projects. The Housing Accelerator Fund
(seemingly popular with municipalities) will also be
topped up, although this may not result in purpose-
built rental construction exclusively. Although not
creating new rental units, measures will be imple-
mented on short-term rentals to return rental stock to
the long-term market, and a fund will be created that
non-profits can use to keep rental housing affordable.

Several measures won’t show up in the housing starts
data that we forecast but will nonetheless raise the
overall housing stock. For example, student housing
will receive a boost from the federal pledge to remove
the GST on the construction of these types of units,
low-cost loans for secondary suites will be provided,
and money will be earmarked for towards housing for
vulnerable populations.

The Affordable Housing Fund will also be topped up by
$1 billion and be made easier to access, while invest-
ments will be made in Indigenous housing and a new
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Chart 6: Canada's Lagging Construction
Productivity

Canadian Labour Productivity, C$/Hour, Chained 2017 Dollars
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co-operative housing development program. The feds
will also tie transit funding to housing requirements
starting in 2026, offering a solid incentive to make the
necessary regulatory changes to boost construction
near transit.

Measures that Could Potentially Enhance Pro-
ductivity

The government will roll out its standardized housing
catalogue, plans on implementing an industrial home-
building strategy through stakeholder consultations,
will invest in innovation and new approaches to home-
building (i.e., mass timber, modular construction), will
modernize the National Building Code, and help mu-
nicipalities streamline approvals. Very interestingly, the
government will also offer low-cost loans for prefabri-
cated housing projects.

Industry stakeholders have been touting several of
these measures, and they could help boost productivity
in an industry where it’s been sorely lacking. For exam-
ple, over the last 10 years labour productivity in Canada
averaged 1% growth, whereas construction productivity
declined slightly, on average (Chart 6).

Other Measures

The federal government will also roll out several mea-
sures meant to support renters and will attempt to
crackdown on mortgage and other real estate fraud.
Notably, through changes to the Canadian Mortgage

Charter, the government plans on making permanent
some instances where amortization lengths for bor-
rowers were temporarily extended. Such a move could
potentially reduce the interest rate sensitivity of these
borrowers.

Thoughts on the Increased Capital Gains
Inclusion Rate

Although not part of the Canada Housing Plan, the
planned increase in the capital gains inclusion rate
on June 25th of this year should have some impact on
both demand and supply. The policy change will result
in more tax being paid on secondary properties like in-
vestments and cottages. The tax will also hit at a time
when the federal government also aims to slow popula-
tion growth, leaving investment properties impacted by
two factors and potentially weighing on rental supply. In
the resale market, the tax could cause some sellers to
list their properties ahead of its deadline which, on the
margin, could add some near-term downward pressure
to prices.

Bottom Line

The federal government’s housing plan is highly ambi-
tious and should deliver at least some boost to housing
supply, particularly in the purpose-built rental space.
However, capacity constraints in the construction sec-
tor will limit the government’s ability to reach its lofty
target for new homes. The coming years should provide
an important litmus test for how well policies geared
towards purpose-built housing can support rental con-
struction. This is because population growth is expect-
ed to be much slower due to the federal government’s
plan to lower non-permanent resident levels.

Demand-side measures in the plan are unlikely to de-
liver game-changing market impacts. However, overall
construction productivity could be enhanced through
the plan. This would be good news for an industry where
productivity has lagged for many years.
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