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What is the end game? ™

m There has been a transition of some cities to global destinations of capital and people

— In some instances, this has had profound implications for credit growth

m Residential real estate is a major driver of credit creation

— Economies are more sensitive to real estate prices as real estate is a main source of collateral

m Real estate booms affect the composition of the underlying economy

— Labor is reallocated to construction and real estate centric industries
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Agenda ™

1. A state of the union for residential real estate
2."States" of residential real estate and why they are so different
3.An analytical approach to deriving the current state

4. Investment Implications
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Valuation metrics highlight disparities across countries

Housing Price to Income Ratio
(as of 02£22f2017)
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Housing Price to Rent Ratio
(as of 02/22/2017)
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Real estate growth rates are gaining momentum ™

Real Residential House Price Growth
Percentage of countries with either negative or positive growth
(as of O2/22f2017)
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What is spurring real estate investment now?

Quantitative Easing & Residential Property Prices
(as of 02/22/2017)
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Canada is not an exception when it comes to global trends
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Vancouver and Toronto have massively outperformed the rest of the Canadian market
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The Effectiveness of Australia's New Foreign Ownership Law
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Foreign capital flow appears to have a new favourite home
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Leading to distortions in the Canadian economy
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The real estate sector of the Canadian economy is growing

TD Asset Management | Confidential

For Advisor Use Only |

9



1 2 3 4

The three needs of real estate — what would Maslow say? ™

» Optimization needs(monetization of real
estate)

Speculative

» Safety needs (security,
SUCERIECIURY, stucwre and stabilty)

» Physiological needs
(shelter, warmth)
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Real estate as a utility ™

m Real estate is the single largest component of wealth for households
m Clustering is common

m Property is owned for personal use rather than for investment purposes
— Utility derived from "owning your own home"
— Valuation contains a certain degree of subjectivity due to heterogeneous nature of real estate
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Valuing real estate as a utility ™

= Traditional discounted cash flow models apply
— Cap rates, rental yields, cost of carry, discounted cash flow (DCF)

m Driver of real prices ultimately becomes real incomes
— Business cycle and local economic influences matter

— Real estate is another form of fixed income investing

m Market follows a physical system
— Mean reverting
— Subject to external homogenous shocks (main employer closing or expanding)
—"Value" is key
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Real estate as a store of wealth ™

m Property ownership is a means of preserving capital or used as a safe haven
= Global flows matter

m Research shows cities consisting of similar ethnic and wealth groups will have price sensitivity
to domestic risks in their homeland
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Reasons to move?

Rule of Law: Property Rights
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Valuing real estate as a store of wealth ™

m Macro variables are key
— Interest rates, inflation etc.

= National Bureau for Economic Research (NBER) research found that current account deficits
are associated with sizeable appreciation in real estate values

— This effect held when controlling for real interest rates, financial depth, GDP/capita growth and inflation

m Empirical evidence exists that a 1 standard deviation increase of the lagged current account
deficits led to a 10% real appreciation in real estate prices

— This was found to be the case in developed and emerging markets

m Current account changes exceeded the importance of all other macro variables over a 20
year horizon

Note: Current Account Patterns and National Real Estate Markets, October 2008
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Real estate as a speculative asset ™

m Excess credit creation funds property purchases

— Investments motivated by favorable credit conditions, limited supply and low controls on cross border
flows

m Increasing transaction volume

m Market follows a complex system
—Momentum drives prices higher or lower
— The drivers can be local or global, and typically feed of each other
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Housing and credit booms and busts

Housing and Credit Boom and Bust:

Country Experiences
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The trajectories of household debt to GDP have been remarkably similar during housing booms and busts

Source: Booms and Busts in Housing Markets: Determinants and Implications, July 2009. Thomson Reuters Datastream, BIS, TDAM.
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Credit booms and busts: current boom nations ™

YoY % of Housing Prices of Current Booms
As of Q3 2016
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Credit booms and busts: current boom nations
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What happens to productivity? ™
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Credit booms reduce productivity growth through reallocating labor to less productive industries

Source: Thomson Reuters Datastream, BIS Working Paper: Labour reallocation and productivity dynamics: financial causes, real consequences by Borio, Kharroubi, Upper and Zampolli. Dec 2015
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Global property scoring system: deriving the current state E
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What do the states of real estate look like?

GDPperCapita
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Putting it all together: scoring across countries
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Investment implications ™

m Global savings and credit growth, rather than GDP growth, are expected to be the main drivers
of real estate prices for the foreseeable future

m As real estate absorbs more global savings there will likely be less for investment
— This poses challenges for potential global growth

m Canada is displaying characteristics of a speculative market.
— This will likely lead to weaker productivity growth in Canada for years to come
— This trend likely has many innings left
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Speaker Biography ™

Michael Craig, CFA, Vice President & Director 17 years experience

Michael Craig re-joined TD Asset Management Inc. (TDAM) in March 2015. He is currently a
Senior Research Analyst and Portfolio Manager on the Asset Allocation team. His responsibilities
include leading the research effort and serving as a portfolio manager of all fund of fund solutions
at TDAM. Michael is a member of the TD Wealth Asset Allocation Committee, whose mandate is
to provide broad asset allocation guidance to all of TD Wealth. Prior to re-joining TDAM, Michael
was a portfolio manager at an alternative asset management firm and was responsible for
unconstrained fixed income mandates. This included managing global bonds, credit, foreign
exchange and volatility. Michael was also a portfolio manager at TDAM and worked on fund of
fund mandates as well as managed the Portfolio Analytics team. Michael holds a Bachelor of
Commerce degree from the University of British Columbia and a Master of Arts from Simon
Fraser University. He is a CFA charterholder.
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Disclosure / Disclaimer

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn from sources believed to be reliable. Graphs and charts are used for illustrative
purposes only and do not reflect future values or future performance of any investment. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated
relative to each individual's objectives and risk tolerance.

Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking
expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, political and relevant market factors, such as interest and foreign exchange rates, equity and capital
markets, the general business environment, assuming no changes to tax or other laws or government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties,
which may be unforeseeable. Such expectations and projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed or implied in any FLS. A number
of important factors including those factors set out above can contribute to these digressions. You should avoid placing any reliance on FLS.

TD Asset Management Inc. is a wholly-owned subsidiary of The Toronto-Dominion Bank.
All trademarks are the property of their respective owners.
® The TD logo and other trade-marks are the property of The Toronto-Dominion Bank.
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