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2016 Outlook

U.S. Fed Rate Hike
Fed’s rate hike is actually a positive for U.S. commercial 
real estate as it is further evidence the nation is growing. 
2016 U.S. GDP growth is forecasted to be the fastest in 
the last 10 years at 2.8 percent, and U.S. job growth over 
2014 and 2015 will be the strongest back-to-back gains 
since 1998 and 1999.1 The U.S. has seen over 500,000 
new nonfarm jobs created in the last two months and 
over a quarter of these new jobs are in the office-using 

sectors.2 The combined forces of GDP growth and job 
creation will continue to drive higher rents and lower 
vacancy (Q3 15 national office vacancy rate in the U.S. 
fell to its lowest level in seven years at 14.2 percent), 
which drive property values. 

It is also important to keep things in perspective. 
Historically, the Fed’s range has been 2 to 5 percent. 
By the end of 2016, we will still be below that band. 
Inflation is also expected to remain low, which will keep 
downward pressure on the 10-year U.S. Treasury.

Capital Flows
Regarding capital flows, the U.S. will continue to be a 
massive magnet with New York being the #1 market in 
the world for Canadian institutional investors. In the first 
three quarters of 2015, cross border capital accounted 
1 Source: Federal Reserve Board, U.S. Bureau of Labor Statistics, U.S. Bureau of 
Economic Analysis
2 Ibid.

for 29 percent of investment volume in Manhattan, up 
from 19 percent in 2014.3 Rents will continue to increase, 
and there will always be an unbelievable amount of 
underlying demand for the land. From Q3 2013 to 
Q3 2015, average starting rents for office space have 
increased over 13 percent in Midtown to $75 per square 
foot (psf), and over 22 percent in Midtown South and 
Downtown to $66 psf and $47 psf, respectively. Yields 
will continue to get compressed and investors will pay 
up as they view Office, Retail and Multifamily to be 
a relatively safe investments over the long-term. We 
also expect to see additional capital inflows in 2016 
from American and Chinese investors. Since 2013, our 
real estate is 28 percent and 26 percent cheaper for 
American and Chinese investors, respectively, due to the 
drop in the loonie.

In addition, we expect to see more mega-deals as 
Canadian investors are in a flight to quality. Recent 
examples of this are Ivanhoe Cambridge’s purchase of  
3 Bryant Park for $2.2 billion in partnership with 
Callahan Capital, as well as their purchase of Stuy Town 
for $5.3 billion in partnership with Blackstone. 

There’s currently over $15 billion worth of 
commercial real estate in New York that’s 
being softly marketed, and there is no doubt 
that Canadian investors are at the table.

Downtown Toronto
Regarding downtown Toronto, values across all major 
asset classes have surpassed the peak of 2007 by 
more than 10 percent and continue to rise. There is 

3 Source: Cushman & Wakefield Capital Markets, RCA
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some concern around Canada’s economic outlook 
centered around the impact of low energy prices and 
our household debt. However, the appetite for trophy 
office buildings across Canada continues to be very 
strong from both domestic and foreign buyers. There 
are a few significant CBD office buildings in Canada that 
are currently being marketed and we expect the bids 
to come in around a 4 percent cap rate and possibly 
even sub-4 percent for certain assets. Downtown 
Toronto’s office market has a challenge with a few large 
blocks of space and a significant amount of new supply 
representing a 15 percent increase in inventory by 2019. 
However, the owners of these large blocks are investing 
in the space to generate momentum and the new 
supply could get absorbed in the next 4-5 years if we 
experience heated demand. Developers who own land 
in downtown south, east and west are also waiting for 
the right tenant to launch additional new office buildings 
and/or mixed use projects that can capitalize on the 
residential growth that downtown is experiencing. 

The suburbs are a different story. We’ve seen 
very little absorption and a flight to ‘A’ Class as 
the “urbanization” of suburban markets is a 
growing trend. 

Industrial
Strong demand for modern industrial real estate in the 
west end of the GTA will continue in 2016. Developers 
are currently sourcing large tracts of land to build 
second generation distribution centres that are  
750,000 square feet or greater and offer 30’ – 40’ clear 
height and multitier levels for users such as Amazon. 
Values for land have increased over 20 percent in the 
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past year for well-located large tracts. Over 4 million 
square feet of new industrial product in GTA west is 
currently leasing in the high $5/low $6 net rents. Users 
are also looking to buy buildings as they can secure 
5-year money around 3 percent.

Retail
In retail, we are seeing a bifurcated market. The top of 
the market is getting stronger as owners of high-quality 
assets are able to demand higher rents, and challenged 
retail asset that are not well located will continue to 
struggle. For U.S. retailers, Canada was the growth story 
a few years ago. However, we don’t expect to see major 
expansions in 2016 from this group as they are focused 
on capitalizing on the growth in the U.S. 

Summary
Going forward, we should all be proud of the fact that 
Canada is significantly punching above its weight, and 
our investors are part of the action across the globe. 
Canadian pension funds will continue to increase their 
allocations to global real estate, and global investors 
will continue to explore opportunities in Canada with a 
particular focus on Toronto.

Values for land have 
increased over 20 percent 
in the past year for well-
located large tracts. 


