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INTRODUCTION

In general, with slow and steady job growth continuing in 2013 and 2014, most industry analysts consider
commercial property markets to be on relatively solid footing, with the demand for space improving (if unremarkable) in most sectors. The outlook is positive. With a backdrop of limited new supply that demand has
lifted occupancies and rent growth, and the investment outlook appears durable for the time being.
Significant forces have important implications on the real estate industry in the 21st century, however. Analysts point to a variety of factors that are changing – and will continue to change – the real estate industry as
we go forward. From PwC and Urban Land Institute in their jointly published annual Emerging Trends to
Real Estate Research Corporation’s, the National Association of REALTORS®, and Deloitte’s Expectations &
Market Realities in Real Estate, and the Counselors of Real Estate’s Top Ten Issues, a host of major forces are
cited as change agents in the business of real estate. From an ever complex global economy to local economic
conditions to 3D manufacturing to demographics, the effects on real estate are real. And, the real estate landscape is in a constant state of flux as a result.
Interestingly, while different analysts will cite different forces of change, or will stress some over others, many
narratives overlap. And, the effects of the many underlying forces are becoming clear. The demand for and
the use of real estate is changing. From new office spaces to new retail models, new distribution methods, and
even lifestyles, no segment of the real property industry is likely to remain unchanged going into the future.
For the purposes of this report, we focus on a small selection of elements that are changing real estate today
and how those factors are reflected in North America, according to practitioners in the U.S. and Canada:
1) R
 eal estate investment has become a truly global enterprise, and international investment in commercial properties has become, and will continue to be, a significant part of the business in North America;
2) The intersection of technology and demographics is changing the demand for and the use of office
space in America.
Much can be, and has been, written about these forces in the real estate industry in America. And, we cite a
number of reports and analyses in the discussions below. The contribution of this research is to offer a ground
level view from practitioners in real estate brokerage and property management. In doing so, we polled
practitioners associated with CCIM, IREM, NAR Commercial, and the Canadian Real Estate Association’s
Canadian Commercial Council on their impressions of conditions and trends in international investment and
office demand and utilization.
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THE SURVEY
In collaboration with the Canadian Real Estate Association, the principal sponsor of this research project, and
with the cooperation and assistance of the CCIM Institute, the Institute of Real Estate Managers (IREM), the
Commercial Division of the National Association of REALTORS®, and the Research Division of the National
Association of REALTORS®, a survey was developed and deployed via email in the summer of 20141. The
survey was designed to elicit responses from commercial practitioners among the participating organizations
in the U.S. and Canada with respect to two broad areas of interest:
1) observations with respect to international investment in commercial real estate in the U.S. and Canada,
and 2) perceived changes in office space demand and utilization in the U.S. and Canada. Canadian versions
of the survey were deployed in both English and French.
Responses to the survey totaled just under 3,000, with 2,547 respondents in the U.S., for a response rate
of 5.5 percent, and 344 respondents in Canada (of which 323 responded in English and 21 responded in
French) for a response rate of 6 percent.
Geographic distributions of survey responses are portrayed by state and province in Exhibit 1, and by metropolitan area in Exhibit 2 below.

Exhibit 1. Survey Responses by State and Province

1

2

See Appendix
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Exhibit 2. Survey Responses by Metropolitan Area

Exhibit 3, on the following page, quantifies respondents by primary area of practice, and by specialty within
that practice, for respondents in both the U.S. and Canada. Sales agents and brokers dominate responses in
the U.S., with a significant proportion of responses also being represented among property managers which
likely reflects the response numbers from U.S. IREM members. In Canada, brokers and sales agents clearly
dominate the sample, while leasing agents are also well represented with approximately 35 percent of survey
responses.
While several practice specialties appear to weigh heavily among the Canadian responses, especially when
compared to the U.S. side of the survey, these larger figures – ranging from 26 percent office leasing & management to 43 percent investment sales -- appear to be the result of the relatively smaller size of the Canadian
survey response. When we compare distributions of responses in the U.S. and Canada by practice specialty,
below, we see that the distribution in Canada is actually quite similar to that in the U.S. and the larger proportions are accentuated by the smaller set of responses.
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Exhibit 3. Survey Responses by Primary Area of Practice
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SUMMARY OF IMPORTANT FINDINGS
On international investment, we find that:
• Among practitioners in Canada, 45 percent of respondents note an increase in international investors. Similarly, in the U.S., more than a third, 36 percent, note an increase in international investment.
• International investment in Canada is dominated by Asian interests, with more than 47 percent of
survey respondents indicating that their international clients are from Asia. In the U.S., international investment in the U.S. appears to be of a more diverse pool of international interests, with
20 percent of U.S. respondents noting investment originating in the Middle East, 22.5 percent
originating in Europe, and 21 percent originating Latin America.
• There is greater diversity of metropolitan areas that international investors have targeted in the U.S.
compared to metropolitan areas targeted in Canada; the larger markets dominate in Canada, with
more than 50 percent of Canadian respondents noting international investment in cities of more
than 1 million population.
• A significant majority of investors, about 53 percent, are increasing the diversity of holdings in their
portfolios across Canada and the U.S..
• While Return on Investment (ROI) and location are clearly the dominant criteria in the investment
decision, nearly half of respondents indicate that investors are focusing on property type as an important factor in their investment decisions.
• There are distinctions in the approach to investment among respondents in the eastern half of Canada as opposed to those in the western half. In eastern Canada, there appears to be a fairly strong
preference among investors for larger markets in both the U.S. and Canada, followed in order by
secondary markets and tertiary markets, while investors in the western half appear to prefer larger
markets followed by tertiary markets.
• Investors in the western half of Canada appear to weigh investment in specific properties more in
selecting a market than either investors in the eastern half of Canada or the U.S.. In eastern Canada, investors appear more likely to consider a mix of investments and the competitiveness of the real
estate market in determining where to invest.
• On the whole, international investment criteria generally conform to broad property market
investment trends, with strong consideration given to the local or regional economy, to returns on
investment, and specific property attributes. Investment requirements and expectations diverge little
from those to which domestic investors adhere.
General Commercial Property Market Trends:
• While improvement has been noted in both countries over the past year, more Canadian respondents noted a drop in the absorption of commercial space overall, decreasing rents, and rising
vacancy rates. Interestingly, both Canadian and U.S. respondents note enhanced pricing – over the
past year and over the three year period between 2011 and 2014 – with generally stable or declining
cap rates overall.

CROSS BORDER DEMAND & INVESTMENT I SHIFTING OFFICE SPACE DEMAND

5

•R
 etail, office and multi-family properties tend to dominate investment portfolios in both countries.
They are relatively well-known quantities to most investors. At the same time, some interesting
shifts are underway in the demand for and use of those spaces.
On Office Market Demand and Utilization:
•A
 substantial majority – roughly 55 percent in Canada and more than 60 percent in the U.S. – noted a decrease in per worker office space.
• 7 5 percent of office clients seek flexible spaces in Canada -- 62 percent in the U.S..
•M
 ore than 40 percent of Canadian clients and more than 45 percent of U.S. clients look for more
open spaces in their offices.
•M
 ore than 24 percent of clients in Canada are seeking to reduce the amount of personal work
space, while more than 35 percent of U.S. clients seek to do the same.
•A
 large majority of respondents in both countries (nearly 94 percent in Canada and more than 85
percent in the U.S.) reported working with Business Services organizations.
• I n Canada, respondents reported working with clients in Legal, Marketing, Back Office operations,
and Technology firms in equal proportions, followed in lesser amounts by Health Care and Banks.
•A
 bout 54 percent of U.S. respondents report working with Health Care businesses.
•A
 bout 52 percent of U.S. respondents report working with Legal Services firms.
•A
 bout a fifth of U.S. respondents and 16 percent of Canadian respondents note a change in the
mix of tenants over the past year (2013-2014). Nearly one-third of U.S. respondents and more than
one- quarter of Canadian respondents note a change in tenant mix over the last three years (2011
to2014).
• I nfrastructure, building amenities and tenant improvements are nearly equal considerations in the
leasing decision in Canada, while building amenities and tenant improvements are pointed to more
frequently in the U.S..
•M
 ore than 60 percent of U.S. respondents and more than half of Canadian respondents have made
improvements to common areas; about one-third of both U.S. and Canadian respondents report
improvements to lobby areas; and, nearly one-half in both countries have improved lighting in their
buildings.
•O
 ver the past year (mid-2013 through mid-2014) rent growth has been the rule among most
respondents in Canada and the U.S., although substantially more U.S. respondents, 58 percent,
report rising rents than Canadian respondents, about 40 percent.
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PART ONE: INTERNATIONAL INVESTMENT IN CANADA
AND THE UNITED STATES
Recent research has identified, and recent media reports have pointed to, significant international investment
in North American real estate. While considerable discussion has focused on measuring and mapping capital
flows, this research attempts to examine some of the underlying drivers and motivations of real estate investment among international investors. The research is intended to identify trends in commercial real estate
investment in the U.S. and Canada.
In addition to integrating the quantitative trends in the data with practical and observable trends on the
ground, we have taken the additional step of developing and distributing a survey to industry practitioners
in order to validate those trends and to uncover insights as to the underlying factors that motivate owners,
buyers and lessees to invest in North American property.
Results and conclusions point to the critical aspects of investment that bring overseas interests and capital
into U.S. and Canadian markets. We believe there are important practical implications with respect to market
inventory characteristics, industry mix, demographics and economic conditions that point to market change
over time, allowing the practitioner to adjust and evolve.
Background and Purpose
Real estate investment has become a global enterprise, and both the U.S. and Canada are on investment target
lists for investors from all over the world. In a recent NPR report (September 30, 2013), Dan Fasulo, managing director of Real Capital Analytics, was quoted as saying foreign investment from Asian countries in just
the U.S. alone totaled about $7 billion for commercial property in the first three quarters of 20132. William
P.J. McCarthy, in an article in the Counselors of Real Estate’s journal Real Estate Issues on Chinese investment
in Vancouver, states that the impacts of such overseas investment had wildly impacted pricing and availability
of residential properties in that metropolitan area3.
In fact, foreign investment in both residential and commercial real estate in both countries is changing –
and challenging –the market in dramatic ways. The National Association of REALTORS® (NAR) Profile of
International Home Buying Activity annual survey estimates that residential sales to foreign buyers in the U.S.
at $82.5 billion for the 12 months ended March 2012, roughly 8.8 percent of total residential existing homes
sales market by dollar volume4. Similar trends were reported in the following year.
In the case of commercial real estate markets, foreign purchases of U.S. properties are estimated to have
averaged $17.7 billion annually—7.7 percent of total U.S. commercial sales—over the time period 2001 to
20125.

National Public Radio, September 2013
McCarthy, Wm. P.J., Seller Beware: The Impact and Consequences to Date of Asian Investment in Metro Vancouver’s Real Estate Market,
Real Estate Issues, Fall 2011, Vol. 36, No. 2
4
http://www.realtor.org/reports/profile-of-international-home-buying-activity
5
Real Capital Analytics
2
3
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Sales of commercial properties to foreign buyers currently appear to be geographically concentrated. In recent
years, the Association of Foreign Investors in Real Estate (AFIRE) has consistently identified a few metropolitan area markets as particularly attractive to foreign buyers6. While we might assume the reasons for this,
this research should offer some insight as to where, why and how much international investors are willing to
place capital in these markets. A number of reports and studies have approached this subject from a variety of
angles. It is our intention to look at it from the practitioner’s perspective using a number of resources at our
disposal.
U.S. Commercial Markets
The cumulative total market for large commercial property sales over the 2001 to 2013 time periods in the
U.S. is estimated at approximately $3.2 trillion, with purchases by foreign buyers in the neighborhood of
$255 billion, or 8 percent of total commercial sales averaged out over the time period7. Total transactions
increased in 2014 by approximately 11 percent over the prior year and early evidence suggests that the share
of international transactions has increased moderately. In fact, global transaction activity has soared in the last
few years as capital seeks solid returns, market growth and stability. According to a recent Jones Lang LaSalle
report, “global investment activity continues to rise with 2014 activity up 28 percent from 2013.”8 Much of
that activity is being directed toward the North American markets. According to JLL, “by region, investment
in the Americas is up 44 percent (while) investment in Europe is up 37 percent”9
There is little wonder as to why the Americas and, to a lesser extent, Europe, are attracting such volumes of
capital. The U.S., Germany, UK, and Canada rank at the top of foreign investor lists. The Association of Foreign Investors in Real Estate (AFIRE), in its 2014 survey of members, identified all four countries as the top
four targeted investment targets, based on stability and security. Australia ranked fifth.10

Table 1

Source: Association of Foreign Investors in Real Estate, 2014

Most Stable & Secure Countries
United States		
(#1 in 2013)
Germany		 (#3)
United Kingdom
(#5)
Canada			(#2)
Australia		 (#4)

Association of Foreign Investors in Real Estate, 2014
Real Capital Analytics
8
Jones Lang LaSalle, “Europe & Americas move markets towards US$700bn”, Global Capital Markets Research, Q2 2014
9
Ibid.
10
Association of Foreign Investors in Real Estate, 2014
6
7
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Considering investment destinations for their economic and investment potential, a recent Colliers report
cites improving economic conditions as a motivating force in the investment decision. And, once again, both
the U.S. and Canada are viewed most favorably. The Colliers report places the U.S. in the first rank, followed
by Europe, Oceania, Latin America and Canada.11

Table 2

Source: Colliers International, 2014:3

Worldviews: Where Investors see Improving Conditions
US			60%
Europe			57%
Oceania		35%
LatAm			37%
Canada			16%
Asia			47%
Mideast		41%
Table 3

Source: Real Capital Analytics/Colliers International, 2014:3

Transaction Flows ($US)
To North America from:
Europe			$4.8 Billion
Asia			$5.7 Billion
Oceania		
$1.0 Billion
Latin America		
$0.39 Billion
From North America to:
Europe			$20 Billion
Asia			$4.8 Billion
Transactions are following those impressions. Colliers and Real Capital Analytics estimate that significant
and increasing capital flows are coming into the North American market. As of the end of the second half of
2014, as much as $13 billion had found its way to North America, from Europe, Asia, Oceania, and Latin
America.12

11
12

Colliers International, Global Investor Sentiment, 2014
Ibid.
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Of course, it is important to note that the heaviest cross-border flows in commercial real estate
continue to be between the U.S. and Canada. Canadian investors, faced with somewhat limited
opportunity for investment in prime properties at home, find the U.S. market appealing for its size
and variety. For instance, Canada accounted for one-third of the foreign capital invested in U.S. real
estate in 2013, according to a recent JLL report.13 In 2014, the JLL report says, Canadian investment in U.S. markets has risen 70 percent over the prior year, with nearly $4 billion flowing to office
markets, nearly $1 billion to multi-family residential, $430 million in industrial properties, and
$360 billion in retail properties. Interestingly, the top ten U.S. markets for Canadian investors were,
in order: Boston, Manhattan, Phoenix, Houston, Atlanta, Chicago, Washington, Austin, Denver,
and Orlando.14
Flows in the other direction are positive, albeit a bit more subdued, as well. U.S. investors take advantage of dollar ($CDN) valuations in Canada and the stability of the Canadian market for longterm investment holds. It is worth noting that Canada ranked 5th in the Global Opportunity Index,
published in 2013 by the Milken Institute, for attracting foreign investment15. As Bentall Kennedy
noted at year-end 2013, “Foreign investors have … an increasing… presence in the Canadian market ... (acknowledging) the attractive qualities that make Canada a good place to invest.”16 This has
been particularly true for several major U.S. retailers, including Target, Nordstrom, and Marshalls.
On the heels of some significant U.S. retail expansion into Canada, requisite supply chain/inventory
management functions have enhanced their footprint there as well.17
Table 4

Source: Colliers International, 2014:3

Taking on More Risk
US		
UK		
Oceania
LatAm		
Canada		
Asia		

50%
74%
64%
40%
44%
65%

JLL, “International Capital Sources-U.S. Inflows”
Avison Young, Commercial Real Estate Investment Review: Canada, U.S. and U.K., Fall 2014
15
The Milken Institute, Best-Performing Cities (http://www.best-cities.org ) 2013
16
Bentall Kennedy, Perspective on Real Estate | Canada, 2013
17
Ibid.
13
14
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While much commercial real estate investor interest has been concentrated in major gateway cities and metropolitan areas in both countries, as capital continues to seek stability and security for
their investments, investors are beginning to develop an appetite for higher returns. As Smith and
Burley report, international investors in the U.S. have been moving into new opportunities, given
fierce competition for, and low return on, high quality trophy properties in the most desirable major
markets. As they do so, they have begun to seek opportunity in smaller secondary and tertiary urban
centers and, as a result, to take on more risk in enhancing their search for higher yields18. They have
begun to demonstrate their willingness to assume greater risk, according to Colliers, in the U.S. and
Canada, among other options in the global real estate marketplace.19
Thus, while the AFIRE survey shows overseas investors still largely prefer such major global markets as New York, London and San Francisco, they are also beginning to branch out to smaller, but
economically healthy and growing cities. The investment literature indicates that, by moving up the
risk curve to improve returns, one moves away from blue chip properties and/or the traditional investment cities.20 Among these, in the U.S. for instance, are Houston, Atlanta, Seattle, Denver and
Austin.21 Other markets mentioned as alternatives in Smith and Burley include Las Vegas, Jacksonville, Indianapolis, Tampa, Philadelphia, and Long Island.22
Although data are more difficult to obtain, it is clear that the larger cities prevail in the Canadian
commercial investment market as well, although there has been some flow of capital into smaller
markets, including Saskatoon and Winnipeg.23
These broad trends underlie the investment environment for commercial real estate in the U.S. and
Canada. And, they underlie the appetite for property investors from abroad who seek safe, stable returns, particularly compared to markets elsewhere. To integrate the trends cited in the literature with
practical and observable trends on the ground, this research takes the additional step of developing
and distributing a survey to industry practitioners in order to observe trends in the practitioner
environment and to uncover insights as to some of the underlying factors that may be motivating
investors, owners, buyers and lessees to invest in North American property. Results and conclusions
point to the some of the aspects of investment that bring overseas interests and capital into U.S. and
Canadian markets.
International Commercial Property Investment in the U.S. and Canada
Exhibit 4 represents responses from practitioners on recent trends in international investment in
the U.S. and Canada. It is important to note that in both countries – 26 percent in Canada and
45 percent in the U.S. -- a significant proportion of respondents note no international investors.
Remaining responses, however, present interesting trends. In Canada, 45 percent of respondents
noted an increase in international investors. Similarly, in the U.S., more than one-third, 36 percent,
noted an increase in international investment. Also of interest is a 6 percent decrease in internationSmith, J. and Burley, P., “Commercial Real Estate Market: Sales to International Buyers, Journal of the Center for Real Estate Studies, Volume 2, #1, 2014
Colliers International, Global Investor Sentiment, 2014
20
Smith, Burley
21
AFIRE; Smith, Burley
22
Ibid.
23
RE/Max Canada
18
19
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al investment reported among Canadian practitioners. That compares to a 2 percent decline in the
U.S.. More than one-fifth (22 percent) of Canadian responses note that international investment has
remained about the same, while roughly 17 percent of U.S. practitioners note activity levels that are
about the same.
Exhibit 4. Survey Responses on Recent Trends in International Investment
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Exhibit 5. Where International Investment Originates

The investment relationship between the U.S. and Canada is clearly noted in the response to the
question that asks where cross border investment originates. Ten percent of cross border investment
in the U.S. originates in Canada. Nine percent of cross border investment in Canada originates in
the U.S.. In addition, respondents note roughly equal portions of cross border investment originating elsewhere, roughly 18 percent in Canada and just under 18 percent in the U.S.
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Interestingly, of the non-North American investment, some distinct patterns emerge that differentiate cross border investment in the two countries. International investment in Canada is clearly
dominated by Asian interests, with more than 47 percent of survey respondents indicating that their
international clients are from Asia. The “other” category is mentioned by 45 percent of Canadian
respondents, suggesting that investors are of unknown origin or, more likely, from the U.S. A similar
distribution is noted in the U.S. sample, with 41 percent of international investors from Asia and
nearly 58 percent from an “other” country of origin (most likely from Canada).
The dominance of Asian investors in Canada is confirmation of recent research and real estate
investment literature. As noted earlier in this report, substantial Asian capital has been flowing into
Western Canada, and practitioner responses reflect a large volume of transactions originating from
Asia. A similar trend has been emerging in the Northwestern U.S., according to recent reports, and
the survey data appear to be confirmation of that fact as well.
Outside of Asian investment and U.S.-Canada investment, other trends are apparent. Notably,
international investment in the U.S. appears to be of a more diverse pool of international interests.
Twenty percent of U.S. respondents note investment originating in the Middle East, 22.5 percent
note investment originating in Europe, and 21 percent report investment from Latin America. In
contrast, 18 percent of Canadian respondents report investment from the Middle East, slightly fewer
than 17 percent report European investment, and just 5 percent report Latin American investment
in Canada. What these figures appear to reveal is the considerable interest of Latin American investors in the U.S. (as demonstrated in Florida and Gulf state real estate) as well as the significant
breadth of global interest in the U.S. as a destination for foreign capital.
Exhibit 6. Metropolitan Are Size Preferences among International Investors

14
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Location strategies among international investors are exhibited in Exhibit 6, which shows market
size preferences among investors from abroad. It is interesting to note the diversity of metropolitan
areas that international investors have targeted in the U.S. compared to metropolitan areas targeted
in Canada. Notably, international investors have begun to diversify away from larger markets into
secondary and tertiary markets, according to responses from U.S. practitioners. While there is only
a narrow percentage difference, it is interesting that a plurality of survey U.S. responses, nearly 42
percent, notes an investment preference in markets with populations of 750,000 to 1.9 million in
the U.S., while 37.4 percent report a preference for the larger metropolitan areas. Additionally, more
respondents, 39 percent, report investor interest in yet smaller markets, those with populations of
less than 750,000, than the largest markets in the U.S. Canadian practitioners who are working with
investors in the U.S. note a continued investor preference for larger U.S. markets by a significant
margin, however.
In recent quarters, investors have been willing to accept some additional risk to achieve higher yields.
Of course, it has only been in recent quarters that they have been able to access the capital they
require to re-enter smaller riskier markets. That has brought new activity to a number of secondary
markets in the U.S., including, for instance, Philadelphia, Denver, Austin and Charlotte, where wellpriced Class A properties have come into play24. As one economist recently put it, “Perhaps the most
surprising movement—and the one that fits with the markets’ desire to look for investments outside
the normal locations—is the growth in capital flows to tertiary markets. The tertiary markets’ share
of total dollars invested is still relatively small at $80 billion, but it has seen a 72 percent growth in
investment over the previous 12-month period.”25
The larger markets dominate in Canada, with more than 50 percent of Canadian respondents noting
international investment in cities of populations more than 1 million. Equal proportions of investment interest are expressed in secondary and tertiary Canadian markets. For U.S. practitioners working with investors in Canada, a very small edge is given to secondary Canadian markets compared to
the larger or the smaller markets.26

24
25
26

Lynn, D. (ed), Advisor’s Guide to Commercial Real Estate Investment, Summit, 2014
Hugh Kelly, presenting the 36th edition of PwC/ULI Emerging Trends at the Annual Conference of the Counselors of Real Estate, Boston, October 2104
It is important to point out that a large portion of practitioners responding to the survey reside in smaller US markets, and survey responses reflect that fact.
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Exhibit 7. Portfolio Diversification

A significant majority of investors, about 53 percent, are increasing the diversity of holdings in their
portfolios across Canada and the U.S.. Just as investors are beginning to step into heretofore unfamiliar markets to garner stronger returns, they are also beginning to explore opportunities in new or
different property types to enhance overall portfolio returns as well as to distribute potential risk.

16
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Exhibit 8a. Investment and Market Criteria

In fact, while Return on Investment (ROI) and location are clearly the dominant criteria in the
investment decision, nearly half of respondents indicate that investors are focusing on property type
as an important factor in their investment decisions. Current rent levels are somewhat less important
than the likelihood of sustained cash flow.
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Exhibit 8b. Investment and Market Criteria

With respect to location, as expected, investors in both the U.S. and Canada look closely at the economic conditions of the market and the potential for investment yield, as well as the broader investment conditions in that market, in addition to the attributes of the specific properties in which they
have investment interest.
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Investment Distinctions: Eastern Canada vs Western Canada (and the U.S.)
Interestingly, with reference to the exhibits above, there appear to be some distinctions in the approach to investment among respondents in the eastern half of Canada as opposed to those in the
western half. 27 In eastern Canada, there appears to be a fairly strong preference among investors for
larger markets in both the U.S. and Canada (see Exhibit 9), followed in order by secondary markets
and tertiary markets, while investors in the western half appear to prefer larger markets followed
by tertiary markets. This may be a function of opportunity, with Toronto, Montreal, and Ottawa
dominating the eastern half of the country, with a large number of secondary-sized markets (by our
definition) while Vancouver, Calgary, and Edmonton dominate the west, with a significant scattering
of smaller, distinct (i.e., geographically distinct from the larger CMAs), tertiary markets which may
offer investment opportunities.
Exhibit 9. Investment Distinctions - Eastern vs Western Canada: Size of Market

Sample size prohibits a province-by-province analysis in this research. To differentiate responses, we have identified eastern vs western responses based on the Manitoba-Ontario provincial line, approximately equivalent to a line drawn north to south from the North Dakota-Minnesota state line to the Texas-Louisiana state line which
cuts the US roughly in half. Canadian responses to the survey are approximately balanced between east and west.

27 
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Market selection criteria also differentiate investors in eastern Canada from investors in western Canada (Exhibit 10). While local and regional economic conditions are of equal importance to investors
in both the eastern half of Canada and the western half (and also the U.S.), investors in western
Canada appear to view a market’s yield potential as carrying more weight than investors in the east.
Investors in the western half of Canada also appear to weigh investment in specific properties more
in selecting a market than either investors in the eastern half of Canada or the U.S. In eastern Canada, investors appear more likely to consider a mix of investments and the competitiveness of the real
estate market in determining where to invest.
Exhibit 10. Investment Distinctions – Eastern vs Western Canada: Market Selection
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Interesting distinctions can be made between eastern and western Canada with respect to certain
investment criteria as well (Exhibit 11). While ROI and Location are clearly paramount to investors
in both eastern and western Canada, specific property type appears to rank much higher among
investors in western Canada than it does among investors in the eastern half. Property size is more
important in the east, compared to the west. Cash flow appears to be of higher importance in the
east as well. Face rents are of equal importance regardless of location – eastern vs western Canada vs
the U.S. as a whole.

Exhibit 11. Investment Distinctions – Eastern vs Western Canada: Investment Criteria
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PART TWO: GENERAL INVESTMENT AND REAL ESTATE
INDUSTRY CONSIDERATIONS
International investment criteria generally conform to broad property market investment trends, with strong
consideration given to the local or regional economy, to returns on investment, and specific property attributes. Investment requirements and expectations diverge little from those to which domestic investors adhere.
To uncover recent underlying trends in the commercial investment environment, the survey includes several
questions related to overall investment considerations, concerns, and to the portfolio of investment properties.
And, for the most part, survey respondents in Canada and the U.S. view the larger commercial landscape in
similar fashion (see Exhibit 12).
The few exceptions reflect somewhat less robust absorption, slower vacancy declines, and softer rent growth
in Canada as compared to the U.S.. While improvement has been noted in both countries over the past year
compared to the three years between 2011 and 2014, more Canadian respondents noted a drop in the absorption of commercial space overall, decreasing rents, and rising vacancy rates. Interestingly, both Canadian
and U.S. respondents note enhanced pricing – over the past year and over the three year period between 2011
and 2014 – with generally stable or declining cap rates overall. These results correspond generally with various
industry reports for commercial market conditions in both countries.28

Exhibit 12. General Commercial Market Conditions in the U.S. and Canada

28
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Investor Activity by Property Type
Looking at the composition of commercial property investments reported by survey respondents, we note
some subtle differences between portfolios in Canada when compared to the U.S. (Exhibits 13a-c). Roughly
a fourth of respondents suggest that office properties comprise roughly a fourth to half of property investments among their clients in both the U.S. and Canada (Exhibit 13a). But, while more than 16 percent of
U.S. respondents report that 50 to 75 percent of clients invest in office properties, just 6 percent of Canadian
respondents report similar interest or concentration in the office sector. Similarly, more than 14 percent of
U.S. respondents report more than 75 percent of investors owning or purchasing office properties, fewer than
3 percent of Canadian respondents report that volume of investment in office. In fact, more than two-thirds
of Canadian respondents, 68 percent, report that just 25 percent of investors are involved in office properties.

Exhibit 13a. Client Investment Activity by Property Sector: Office and Retail
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Retail investment (also Exhibit 13a) in both countries differs largely among respondents who indicate that
more than 75 percent of investors own or purchase retail space. Where about 11 percent of U.S. respondents
indicate that 75 percent or more of their clients invest in retail, just under 3 percent of Canadian respondents
indicate a similar concentration in the sector.
Clearly indicative of the outsized performance of the multi-family sector in recent years, a large percentage of
U.S. survey respondents suggest that investment seeks a position in that arena (Exhibit 13b). Only one third
of U.S. responses report that 25 percent or fewer of their clients are investing in the multi-family sector, and
more than one-fourth of respondents report more than 75 percent of clients are investing in the sector. That
contrasts with the Canadian sample in which 47 percent of respondents indicate that fewer than 25 percent of
investors are looking at or investing in multi-family.

Exhibit 13b. Client Investment Activity by Property Sector: Multi-family and Industrial
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The industrial portfolio (also Exhibit 13b) attracts somewhat more interest in Canada than in the U.S.. More
than half of U.S. respondents report that fewer than 25 percent of clients are investing in industrial properties. And, while nearly a quarter of respondents in the U.S. indicate that a fourth to half of their clients
are investing in the industrial sector, Canadian respondents suggest broader interest and investment; twenty
percent of Canadian respondents indicate that more than 75 percent of their clients are investing in industrial
properties, while fewer than 10 percent of U.S. respondents report similar investment actions or intentions.
Hotel and land investment (Exhibit 13c) is similar in the U.S. and Canada. Significant majorities of respondents report that 25 percent or fewer of their clients invest in hotel properties. Approximately 16 percent of
Canadian respondents report that 25 percent to 75 percent of clients invest in hotel properties (Exhibit 13c,
top). In the U.S., about 13 percent of respondents report that 25 percent to more than 75 percent of clients
invest in hotels.

Exhibit 13c. Client Investment Activity by Property Sector: Hotels and Land

Approximately two-thirds of respondents in both countries report that fewer than 25 percent of their clients
are investing in land (Exhibit 13c, bottom). Roughly a third in both countries report 25 percent or more of
their clients are investing in land.
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PART THREE: A CHANGING OFFICE ENVIRONMENT:
DEMAND AND SPACE UTILIZATION
International investment criteria generally conform to broad property market investment trends, with strong
consideration given to the local or regional economy, to returns on investment, and specific property attributes. Investment requirements and expectations diverge little from those to which domestic investors adhere.
To uncover recent underlying trends in the commercial investment environment, the survey includes several
questions related to overall investment considerations, concerns, and to the portfolio of investment properties.
And, for the most part, survey respondents in Canada and the U.S. view the larger commercial landscape in
similar fashion (see Exhibit 12).
The few exceptions reflect somewhat less robust absorption, slower vacancy declines, and softer rent growth
in Canada as compared to the U.S.. While improvement has been noted in both countries over the past year
compared to the three years between 2011 and 2014, more Canadian respondents noted a drop in the absorption of commercial space overall, decreasing rents, and rising vacancy rates. Interestingly, both Canadian
and U.S. respondents note enhanced pricing – over the past year and over the three year period between 2011
and 2014 – with generally stable or declining cap rates overall. These results correspond generally with various
industry reports for commercial market conditions in both countries.29
As the survey suggests, retail, office and multi-family properties tend to dominate investment portfolios. They
are relatively well-known quantities to most investors. At the same time, some interesting shifts are underway
in the demand for and use of those spaces. “(T)wo significant secular shifts .. are becoming critically important to the property markets: technology and demographics. No property sector has been left untouched by
important dramatic shifts in the demand for and use of space brought by increasingly rapid changes in technology and changing demographics and the intersection of the two.”30
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CURRENT TRENDS IN OFFICE FUNDAMENTALS
George Ratiu, Director of Quantitative & Commercial Research, National Association of REALTORS®
Five years after the Great Recession, office fundamentals display signs of structural shifts. While the recession
led to a loss of 8.7 million jobs, the ensuing years, through 2014, have re-generated 10.5 million positions.
While a good portion of those have been in office-using industries, the pace of growth has been tepid, leading
to moderate absorption figures.
In addition, the recession turned into a catalyst for the broader adoption of efficient space-utilization measures by corporate and government organizations. While space efficiencies have been gaining steam, the
downturn accelerated them.
Globally, the space occupied by office workers has been wide-ranging, depending on location and culture.
As of 2007, just before the recession, it ranged from about 60 square feet per worker in China, to about
130 square feet per worker in Japan, and approximately 215 square feet in the major European Union office
markets. According to CoreNet Global surveys of global office space, by 2010 the average space per worker
dropped to 250 square feet, and by 2013 the individual worker space shrank to 150 square feet per employee.31
In 2000, the space per U.S. office worker hovered around 330 square feet. That figure dropped to about 250
square feet by 2010. According to a recent paper, toward end of 2013, the average office space in new leases
had dropped to 183 square feet per worker. Adding pressure to space availability, even the U.S. government
has resorted to space-saving measures. The Government Services Administration successfully reduced its
Washington, DC worker footprint to less than 85 square feet.32
In addition, both the federal government and private corporations have implemented remote working policies
on a wider scale over the past decade, leading to a diminished need for full space utilization. On the private
employer side, this trend also led to a rise in open floor plans, the advent of collaborative spaces and disappearing assigned cubes and offices. Spurred by working environments in the technology start-ups of Silicon
Valley on one end and financial services companies in New York and San Francisco on the other end, companies have been adding employees to their payrolls, while utilizing less space.
These trends culminated in 2014 with CBRE, the global real estate services firm, rolling out across its U.S.
and international offices the new “Workplace 360” concept. The firm has restructured its offices to offer a
completely modular work environment, with no assigned work stations, no corner offices, and plenty of collaborative and open floor-plan spaces. The new office concept fused a mobile workforce with the untethered
nature of cloud-based computing and the fast-paced nature of social media.33

 oreNet Global, “CoreNet: Office Space Shrinks to 150 sf per worker,” Building Design+Construction, August 6, 2013, http://www.bdcnetwork.com/corenet-officeC
space-worker-shrinks-150-sf .
32
Miller, Norm G., OpCit.
33
CBRE Group, Inc., “Inspiring Space: CBRE’s Journey to a New Way of Working,” 2013, http://www.cbre.us/o/losangelesdt/AssetLibrary/CBRE_InspiringSpace.pdf .
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The data underpinning office fundamentals reflect the shifting landscape. Office vacancies peaked at 17.6
percent in 2010, based on Reis data. In the ensuing years, most quarter-to-quarter declines were in the 10
basis point range, leading to a sluggish downward trend in availability. As of the third quarter 2014, the
national office vacancy rate had reached 16.8 percent, a level unchanged from the first three months of the
year. Office vacancies in 2014 remained 430 basis points higher than the cyclical low of 12.5 percent from
the third quarter of 2007.34
Based on gains in payroll employment, demand for office has advanced, and at the current pace, it is projected to boost absorption. Net absorption of office space in the U.S. is projected to total 35.6 million square
feet in 2014. That figure is estimated to climb to 48.8 million in 2015 and 55.0 million in 2016. Completions of new space have added little to the supply in the five years since the 2008-09 recession. However the
pace of construction has picked up in 2014. New construction is expected to add 27.1 million of office space
to the U.S. market in 2014, followed by 42.2 million in 2015 and 44.5 million in 2016.35

For the office market, in particular, recent academic studies and media reports have confirmed that the
modern office workspace is shrinking. It is a part of a continuing shift in the use of commercial space that
has become dramatically evident in recent years. A recent Jones Lang LaSalle study suggests that the current
estimated 200 square feet per worker could shrink to 50 square feet for some tenants in the next few years.
In part, that shift has been hastened by recessionary and post-recessionary forces, as business seek to maximize
productivity in smaller – and less expensive – quarters. After the recession and during the long, slow recovery
many businesses have adjusted their space requirements and their costs by downsizing not only high overhead
staffing, but also by reducing office expenses, by reorganizing offices from rows of cubicles and offices into
open, often common, work spaces.
As our colleague, Norm Miller, at the University of San Diego, suggests, “the single biggest factor driving this
trend is technology...we have moved to cloud-based file storage … can access our work from anywhere …it
can be easily shared, workers no longer have to be tethered to an office to be productive.”36

 eis Inc. (see also: National Association of REALTORS® (NAR), Commercial Real Estate Outlook, November 2014, http://www.realtor.org/reports/commercial-real-esR
tate-outlook
35
Ibid.
36
Miller, N.G., Workplace Trends in Office Space: Implications for Future Office Demand, Journal of Corporate Real Estate (2014, Forthcoming)
34

28

CHANGING DYNAMICS and PRACTITIONER PERCEPTIONS in the NORTH AMERICAN MARKET

As the graphics in Exhibit 14 and Exhibit 15 indicate, the adoption of new technologies tends to follow a pattern over time, from innovation to early adoption to widespread use. We have noted such patterns in a variety
of technological innovations – not just in the late 20th and early 21st centuries, but throughout history.

Exhibit 14. The Adoption of Technology

Exhibit 15. The Adoption of Technology: An Historic Perspective

Source: Catherine Mulbrandon, Visualizing Economics [http://visualizingeconomics.com/blog/2008/02/18/adoption-of-new-technology-since-1900]
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In part, the shift in office space utilization is the result of technological advances that have changed the shape
of and demand for the space being used. Cathode ray computer monitors have been largely replaced by flat
screen LCD monitors. Bulky desktop computers have been replaced by smaller, sleeker laptops, tablets, and
smartphones. Administrative workers have been replaced by PC-based information technology. Fax machines
are becoming rare. And, rooms filled with file cabinets have been replaced by high capacity disk drives, thumb
drives, and ‘the cloud’, just as libraries are being replaced by Kindles and Nooks (see Exhibit 16).

Exhibit 16. Current and Expected Technologies in the Workplace
Source: International Data Corporation (IDC), “Worldwide Quarterly Smart Connected Device Tracker, 12/10/2012

Along with technology – certainly in combination with it -- demographics play a significant role in new
trends in office demand. Younger, tech-savvy workers demand less personal work space in today’s office as
communal, collaborative office spaces grow in popularity and as worker mobility increases. Work can be done
in a small office space, at home, or on the road with equal efficiency. And, younger workers are demonstrating
far less inclination to stay in place or to stake out personal space as they begin their professional careers. And,
“culturally, the new generation of employees is requiring a more flexible and open environment.”37
As noted in the recent publication, An Advisor’s Guide to Commercial Real Estate Investment, “In the next
decade, as Baby Boomers age and (hopefully) retire, Echo Boomers will be more than a rising tide; they will
become the dominant demographic cohort. Where Millennials work, where they choose to live, where and
how they spend, will be fundamental drivers for the economy, and for the real estate market, going forward.
Currently flooding the household formation years, Millennials are already the largest demographic cohort
renting apartments and purchasing retail goods. While the recession has made the job market difficult for this
younger generation, it is nevertheless estimated that, by 2025, three out of four workers in the labor force will
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be Millennials. The Millennial generation has grown up with technology, adopts it readily, prefers a diverse,
collaborative workplace, and demands a greater degree of flexibility in achieving a work-life balance (see Exhibit 17). They are also, for the time being at least, distinctly urban, preferring public transportation, walkable
neighborhoods, flexible work environments, and easy access to social interaction (social media notwithstanding).”38

Exhibit 17. Boomers, Millennials and Technology
Source: Bureau of Labor Statistics, Employment Projections, 2012

While different office-using professions use space differently, the trend is expected to continue. Whether one
works in a law firm or an accounting firm or a technology start-up, the likelihood is that one’s office footprint
is smaller than it would have been a decade ago. It appears likely that the same business will use less space a
decade from now than it does today.
It is also changing the business for real estate brokers who must now know the costs that may be influencing
a client’s choice in location. In addition to rent costs for budgeting, brokers are using the costs of supplying
or accommodating new technology in their estimates of tech-related tenant improvement dollars for their
clients.

37
38

 ewis, J., in Heschmeyer, M., Changing Office Trends Hold Major Implications for Future Office Demand, March 13, 2013, CoStar
L
Burley, P., Advisor’s Guide to Commercial Real Estate Investment , Ch 2, Summit (2014)
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Survey of Office Market Trends in the U.S. and Canada
Looking at the results of the survey, we find that responses in both the U.S. and Canada reflect the broader trend (see Exhibit 18). When asked if respondents had noted a change in office space, in square feet per
worker, a substantial majority – roughly 55 percent in Canada and more than 60 percent in the U.S. – noted
a decrease in office space per worker. Interestingly, a few respondents in both countries (about 10 percent in
Canada and about 7 percent in the U.S.) noted an increase in space per worker, which may reflect reduced
rent per square feet in a few markets, allowing larger spaces to be more affordable.

Exhibit 18. Noting Changes in Office Space per Worker

Probably more telling is the kind of space that clients are seeking when shopping for office space. Survey
responses in Exhibit 19 illustrate the space requirements office tenants are looking to satisfy. Clearly, open
spaces and more flexible spaces dominate the needs that office tenants hope to meet. Survey responses indicate
that nearly 78 percent of office clients seek flexible spaces in Canada – 60 percent in the U.S.. More than 51
percent of US clients and 37 percent of Canadian clients look for more open spaces in their offices. At the
same time, more than 32 percent of clients in Canada are seeking to reduce the amount of personal work
space, while more than 40 percent of U.S. clients seek to do the same.
This not to say that personal work spaces are going away completely, among all office occupying clients. More
than 11 percent of Canadian tenants are actually hoping to increase personal work spaces, and about 7 percent
of U.S. tenants are doing so as well. But, increased communal spaces are important, with both Canadian and
U.S. office clients seeking to increase areas in the office environment that would be considered communal
(likely collaborative). And, leisure spaces have some importance as well, with more than 11 percent of Canadian clients and 6 percent of U.S. clients seeking to add leisure space to the office environment.
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Exhibit 19. Office Tenant Space Requirements

Naturally, the type of businesses occupying office space will have a significant effect on the kinds of space requirements being accommodated in the office. Technology companies differ in their space needs compared to
law firms, health services, or business services enterprises. When asked what kinds of tenants respondents were
working with in locating office space, the distribution of clients by business type are largely similar in the U.S.
and Canada (Exhibit 20), with some notable exceptions. A large majority of respondents in both countries
(nearly 94 percent in Canada and more than 85 percent in the U.S.) reported working with Business Services organizations. In Canada, respondents reported working with clients in Legal, Marketing, Back Office
operations, and Technology firms in equal proportions, followed in lesser amounts by Health Care and Banks.
Reflecting changes in U.S. healthcare policy and recent emerging investment trends, about 54 percent of U.S.
respondents report working with Health Care businesses. About 52 percent of U.S. respondents report working with Legal services firms. Banking and Financial Services are somewhat more prominent among clients of
U.S. respondents as well.
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Exhibit 20. Office Clients and Tenants by Industry Group

The tenant mix has been changing, at least modestly, over time (see Exhibit 21). About one-fifth of U.S.
respondents and 18 percent of Canadian respondents note a change in the mix of tenants over the past year
(2013 to2014). Over a third of U.S. respondents and Canadian respondents note a change in tenant mix over
the last three years (2011 to 2014). Given trends in the U.S. economy and policy backdrop (especially health
care policy), this makes sense, with more health care and legal services firms starting up, expanding or taking
new spaces throughout the U.S..
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Exhibit 21. Changes in Tenant Mix

Aside from actual space requirements, it is not surprising that respondents note that tenants generally consider
future rent hikes and the term of the lease (Exhibit 22). In addition, however, specific location and floor space
dominate the office leasing decision. It is interesting to note that building infrastructure is mentioned as a
consideration somewhat more in Canada than in the U.S. (although 17 percent of U.S. respondents do report
it as an important criterion among their clients). Infrastructure, building amenities and tenant improvement s
are nearly equal considerations in the leasing decision in Canada, while building amenities and tenant improvements are pointed to more frequently in the U.S..
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Exhibit 22. What Office Clients Look at (And For)

Looking into how landlords and property managers might be responding to tenant requirements in terms
of physical improvements they may be undertaking (Exhibit 23), we find that building appearance is highly
important, with more than two-thirds of U.S. respondents and Canadian respondents having made improvements to common areas; more than half of U.S. and 45 percent ofCanadian respondents report improvements to lobby areas; and, nearly one-half in both countries have improved lighting in their buildings.
Improvements to the roof and to HVAC are also reported with high frequency among respondents in both
countries (roof by 59 percent of Canadian respondents and HVAC by about 58 percent of U.S. respondents). Roof, HVAC and lighting improvements may reflect changes that upgrade buildings to higher “green”
standards, which has been an ongoing trend throughout the industry in recent years (and which conform to
preferences expressed by workers and businesses).
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Floorplan and wiring improvements may indicate that managers and owners are responding to new space and
technology requirements expressed by tenants. More than one-third of Canadian respondents and a fourth
of U.S. respondents report improvements to building floorplans, and while we cannot directly infer that new
floorplan designs are being incorporated into those improvements, the figures do suggest that building floorplans are not static. Similarly, with 22 percent of Canadian respondents and more than 26 percent of U.S.
respondents reporting improvements in wiring, it is possible that building are being upgraded to accommodate more and newer technologies among tenants.

Exhibit 23. Physical Improvements

Changes in rents, concessions, and allowances for tenant improvements are shown in Exhibit 24. Over the
past year (mid-2013 through mid-2014) rent growth has been the rule among most respondents in Canada
and the U.S., although substantially more U.S. respondents, 53 percent, report rising rents than Canadian
respondents, about 36 percent. This likely reflects a somewhat slower market in Canada compared to the
U.S.. Increased concessions for about 45 percent of Canadian respondents (compared to just 27 percent in
the U.S.) supports that view. In fact, in the U.S., over 36 percent of U.S. respondents report decreasing concessions, compared to just 15 percent in Canada. On tenant improvements, landlord allowances over the past
year appear to have remained largely stable in both countries.
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Exhibit 24. Rents, Concessions and TIs
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CONCLUSION
We view the results of the study to be largely confirmatory of the broader trends in the real estate environment, with few unexpected departures from the literature – academic, professional or media. With modest,
even minor, regional differences, including those between the U.S. and Canada, our panel of survey respondents tend to view the industry, and the underlying trends that influence the industry, in fairly similar fashion. Real Estate is, indeed, changing. The industry is changing. And, practitioners are adjusting well to those
changes.
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APPENDIX. SURVEY OF U.S. AND CANADIAN
PRACTITIONERS
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