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sales “unless they can get yesterday’s prices.” In 2009, inter-
viewees expect the all-cash crowd to find opportunities among 
increased numbers of motivated sellers—typically, undercapi-
talized owners and smaller REITs struggling in the more dif-
ficult borrowing environment. 

Development Drop. Development activity should slacken 
noticeably in 2009. Higher financing costs plus expensive 
materials and a tight market for construction workers ratchet 
up project budgets to “risky” levels while demand for space 

debt-dependent investors out of the markets. “Banks don’t 
want to increase their exposure to real estate right now” and 
limit lending through exposure caps, pricing, and covenants. 
Favored borrowers can wangle 65 to 70 loan-to-values, but 
spreads and costs increase, and bankers want recourse. A 
majority of survey respondents forecast that debt markets will 
be substantially or moderately undersupplied in 2009, while 
equity markets will be in better balance (see Exhibit 5-4).

Less Capital. Capital availability will decline from all sources 
except private property companies, according to surveys. (See 
Exhibit 5-5.) In addition to more stingy commercial banks, the 
demise of CMBS markets crimps debt flows. The big pension 
funds hold onto their premier domestic assets and shift atten-
tion for new investments outside Canada “to find more pop.” 
REITs “continue to languish,” especially smaller-cap stocks 
that have trouble raising capital. “Some could be toast,” vulner-
able to takeovers and consolidations into bigger companies. 
“When real estate comes back in favor, the larger-cap REITs 
will rebound,” “but not for a while.” Foreigners encounter a dif-
ficult investment climate—high transfer taxes and government 
regulations create hurdles. Middle Eastern players, flush with 
money to burn, will be the most active among offshore sources 
(see Exhibit 5-6), while the weak U.S. dollar leaves Americans 
without their traditional currency advantage. In general, cash 
buyers wait for better deals and are happy that the smaller, 
leveraged buyers are gone. Owners, meanwhile, back off 
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Exhibit 5-4    

Real Estate Capital Market Balance Forecast for 2009

Substantially Undersupplied 3.6%

In Balance 53.6%Moderately  
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Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Markets to Watch
Although Canada is one of the world’s least densely popu-
lated countries, Canadians concentrate in a handful of major 
metropolitan areas. Toronto, Montreal, and Vancouver in 
particular feature strong 24-hour cores and globally cosmo-
politan environments, while Calgary grows into a prominent 
urban center. Other major cities also evolve along the more 
traditional core/suburban ring model, avoiding distended 
suburban agglomeration configurations. Formidable gasoline 
taxes have always made driving more expensive than in the 
United States, but recent fuel price hikes reinforce the ben-
efits of infill lifestyles, including access to mass transporta-
tion. In particular, Toronto boasts one of the highest percent-
ages of apartment living in North America, accentuated by a 
recent wave of condominium construction in and around the 
vibrant downtown astride Lake Ontario. “We will continue to 
see more movement by people and businesses back into the 
cores because of suburban congestion and higher gasoline 
expenses.” “Any office or residential near subway stops is 
bound to benefit.” Outer suburbs suffer, and secondary and 
tertiary markets lose favor.   

ebbs in the slowing economy. “Some projects may be 
delayed,” and smaller developers get sidelined when banks 
freeze them out of financing. “Canadian financial institutions 
take advantage of U.S. problems to increase their margins,” 
says a developer. But landowners are “well capitalized,” so 
prices won’t drop precipitously. Green building gets “plenty of 
lip service.” Developers are divided, but leaning toward imple-
menting more energy-efficient technologies and approaches. 
Energy conservation and operating cost reductions gain 
greater attention as heating costs spike. Many builders see 
marketing advantages, but other developers view green initia-
tives as an added expense that eats into profit margins. “The 
marketplace hasn’t shown the competitive advantage yet and 
green hasn’t translated into higher reversions.”    
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Note: Based on Canadian respondents only.
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Real Estate Business Activity Prospects in 2009

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Calgary. Canada’s hot-growth juggernaut peaks after torrid 
value gains in the midst of a development spree. Either “it’s time 
to take a healthy step back” or else “days of reckoning are com-
ing.” Developers now build 7 million square feet (650,321 sq m) 
of new office space in a market with a total of 38 million square 
feet (3.5 million sq m)—“that’s a lot!” Housing demand subsides 
as homes get “too pricey” in “an avalanche of supply.” Investors 
take comfort in “the ton of wealth” generated by Alberta’s 
energy industry, but the market definitely turns higher risk.

Edmonton. Not long ago, office rents had been in the single 
digits, now they approach $50. This metropolitan area hits 
the jackpot from squeezing dollars out of tar sands—oil 
companies expand like crazy. But values “look too high.” 
Interviewees predict: “Here comes a dip.” Like Houston, 
Edmonton is a pure energy wager.              

Toronto. Canada’s “ultimate bellwether” and premier 24-hour 
city, Toronto concentrates the nation’s corporate headquarters 
and manufacturing industries. “If you’re doing business in 
Canada, you need to be based here unless you’re in energy.” 
Weakness in the financial and manufacturing sectors dampens 
enthusiasm. New office, mostly preleased, will add about 5 
percent to the city’s inventory and may increase vacancies to 
the high single digits. B and C owners “should worry.” Condo 
sales soften after a building blitz of high-rise residences and 
developers wisely postpone some projects. “It’s not Miami, but 
the for-sale ads go on and on in the newspapers.” Housing 
values become more vulnerable further away from the core. 
Apartments and industrial remain solid plays. Over time, inves-
tors score in this global gateway. 

Ottawa. Buffered by its wellspring of federal jobs, this gov-
ernment town offers slow growth and stability. Local investors 
can take greater comfort when the economy slumps.

Montreal. Downtown office vacancies recently declined to 
mid-single digits, surprising some interviewees. “It’s doing 
amazingly well.” High tech, regional corporate headquarters, 

Prospects for Canadian metros cool across all regions in 
2009—ratings decline geographically moving from west to 
east. (See Exhibit 5-8.) Vancouver leapfrogs to the survey 
pinnacle over Calgary and Edmonton, last year’s top choices. 
Not surprisingly, Toronto dominates in the East, followed by 
Ottawa, Montreal, and Halifax in the Maritimes.

Vancouver. “Off the boil,” this supply-constrained urban jewel 
maintains high office and apartment occupancies—the 2010 
Olympic Games provide a boost. Industrials do well around 
the nation’s major Pacific port. But condo sales ebb—housing 
prices stabilize after strong advances—and tourism declines. 
Mills and mining industries in the hinterlands endure some 
reversals, which “filter back” regionally. Limited development 
opportunities and smaller-than-average center city building 
stock make it difficult for investors to gain market footholds. 
The large Canadian plan sponsors hoard most institutional-
quality properties for themselves. The interviewee consensus 
rates the city as a “strong hold.”
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Canadian Markets to Watch

Source: Emerging Trends in Real Estate 2009 survey.
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Property Sectors
Interviewees predict weakening supply/demand scenarios 
across most property sectors—industrial and apartments 
have “modestly good” prospects. Other categories—office, 
housing, retail, and hotels—trend toward “fair” outlooks (see 
Exhibit 5-9). Performance flattens for A-quality properties after 
solid value and income gains in recent years, but returns 
could slump for B and C assets. “A dichotomy develops in 
pricing.” Prime downtown office buildings and fortress malls 
essentially won’t trade—institutional owners will husband 
strong income flows from dependable rent rolls in these cash 
machines. Some deterioration in pricing will appear in lower-
quality real estate as cap rates increase and tenant demand 

and government offices help fill space, but the market “has no 
ability to push rents.” “It’s a major city where nothing seems 
to happen.” Respondents of Montreal cite as benefits cheap 
electricity and less expensive cost of living compared to that 
available in Toronto. A strong flow of immigrants helps firm 
apartment occupancies and condo construction stays under 
control. “The market doesn’t have much downside.” Investors 
can register unexciting, respectable “bondlike returns.”

Halifax. This Maritimes center benefits from recent offshore 
oil finds and military bases. Waterfront properties come 
cheap. But isolated from the nation’s economic engines and 
bypassed under jetways from Europe to the United States, 
the city lacks dynamism and growth potential. Local players 
can do well, but institutional investors find slim pickings. 

Other Markets. Smaller markets in Manitoba and Saskatchewan 
receive boosts from the overall strength of the West tied 
to increased global demand for commodities. Besides oil, 
wheat, and other crops, potash for fertilizer becomes a major 
regional export. Winnipeg enjoys lowered vacancies and 
renewed vigor . . . . Windsor falls on hard times related to 
carmaker ills. “It doesn’t matter what you paid there, you 
paid too much.” Quebec City stands off the beaten track in 
Montreal’s shadow. 
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Prospects for Major Property Types in 2009
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Note: Based on Canadian respondents only.

2009	 Prospects	 Rating	 Ranking

Investment Prospects	 Modestly Good	 6.43	 1st
Development Prospects	 Modestly Good	 6.07	 1st

Expected Capitalization Rate, December 2009	 7.1%
Expected Unleveraged IRR During Holding Period	 8.1%

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Exhibit 5-10

Canadian Industrial/Distribution
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Exhibit 5-11

Canadian Industrial/Distribution Property Buy/
Hold/Sell Recommendations by Metropolitan Area

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Apartments. “Buy in any city.” Multifamily demand links 
more to demographics—immigrant flows, aging baby boom-
ers, and younger adults—than to the economy. All these 
cohorts grow and all want to live in and around urban cores. 
Vacancy rates never edge much above the 2 to 3 percent 
range. “It’s the most stable asset class.” The recent condo 
boom drives up land prices and makes apartment develop-
ment less profitable. Although some failed condo projects 
may be converted into apartments, any problems in for-sale 
housing should help overall apartment demand. Oil prices 
also push people back into cities and apartment living for 
greater convenience closer to work. Renters moving from 
houses find another benefit: cheaper apartment heating bills.

subsides. The limp economy and absence of leveraged buy-
ers make lesser-grade properties more vulnerable—some 
cash-strapped owners may be forced to sell to purchasers 
hunting for bargains.   
   
Industrial. High costs to build new warehouse space in 
Ontario, the nation’s manufacturing heartland, keep sup-
ply tight. Expensive land around Toronto stymies developer 
activity. Most interviewees anticipate that diminished demand 
will push up vacancies marginally, “but not more than a few 
cracks appear.” If the economy slows more than expected 
and exports into the United States don’t bounce back, the 
warehouse picture may look less rosy.   
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Exhibit 5-13

Canadian Apartment Residential (Rental) Property Buy/
Hold/Sell Recommendations by Metropolitan Area

Exhibit 5-15

Canadian Office Property Buy/Hold/Sell 
Recommendations by Metropolitan Area

Exhibit 5-12

Canadian Apartment Residential (Rental) 
Exhibit 5-14

Canadian Office

2009	 Prospects	 Rating	 Ranking

Investment Prospects	 Modestly Good	 6.13	 2nd
Development Prospects	 Fair	 4.50	 4th

Expected Capitalization Rate, December 2009	 6.1%
Expected Unleveraged IRR During Holding Period	 7.3%

2009	 Prospects	 Rating	 Ranking

Investment Prospects	 Modestly Good	 5.50	 3rd
Development Prospects	 Fair	 4.67	 3rd

Expected Capitalization Rate, December 2009	 6.8%
Expected Unleveraged IRR During Holding Period	 8.5%

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Office. Vacancy rates in the mid- to low-single digits have 
“never been lower,” but will edge up in most markets. Toronto 
gets choppy with new projects delivering and Calgary will 
need to absorb substantial space. Slowing job growth could 
hurt demand and rent growth stops or backs up in some 
markets. Suburban areas will be more exposed to a falloff in 
demand than downtown cores.

Housing. Prices crest and drop slightly overall. “Don’t 
expect anywhere near a free fall, but bidding wars are over.” 
Again, suburban areas will experience more deterioration 
than neighborhoods closer to city centers, where values 
should hold steady. Western markets do better than east-
ern ones, except for softness in the overbuilt Calgary and 
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Canada: Downtown Office Vacancy—Class A Properties

Exhibit 5-17

Canadian Markets to Watch

Source: CB Richard Ellis.

Source: Emerging Trends in Real Estate 2009 survey.
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Canadian Retail

2009	 Prospects	 Rating	 Ranking

Investment Prospects	 Fair	 5.27	 4th
Development Prospects	 Fair	 4.93	 2nd

Expected Capitalization Rate, December 2009	 6.9%
Expected Unleveraged IRR During Holding Period	 9.8%

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Canadian Retail Property Buy/Hold/Sell 
Recommendations by Metropolitan Area

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Edmonton metropolitan areas. Homebuilding slows down—
“the bloom is off.” Banks get cautious and “put the kibosh on 
40-year mortgages.” Borrowers go through more hoops, and 
many potential buyers head to the sidelines. Condos face 
lower sales volumes with speculators out of the market. A 
weakening jobs scenario means more trouble. 

Retail. Any new development focuses mostly on urban infill 
and Costco/Wal-Mart superstores. Lifestyle centers never got 
going here—outdoors concepts don’t work as well in wintry 
climes—and new regional mall development is nil. Power 
centers “beat the pants off” smaller Class C malls. Consumer 
spending trails off in central and eastern provinces where 
rent growth weakens. Tenants stop expanding until economic 

Exhibit 5-20

Canadian Hotel

2009	 Prospects	 Rating	 Ranking

Investment Prospects	 Fair	 5.00	 5th
Development Prospects	 Modestly Poor	 4.20	 5th

Expected Capitalization Rate, December 2009	 8.5%
Expected Unleveraged IRR During Holding Period	 8.9%

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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Canadian Hotel Property Buy/Hold/Sell 
Recommendations by Metropolitan Area

Source: Emerging Trends in Real Estate 2009 survey.

Note: Based on Canadian respondents only.
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uncertainty clears. Future development opportunities will 
focus on mixed-use concepts around existing regional malls 
and intown retailing.

Hotels. “Flat at best.” Cities have too many rooms unless 
conventions come to town. “Toronto could use more upscale 
product, but land is too expensive to build, and it’s hard to 
increase rates.” Motels and resorts get short-changed by the 
strong Canadian dollar—U.S. vacationers stay home, and 
more Canadians go to the States. Bankers begin to steer 
clear, and buyers “have trouble getting credit.” Some borrow-
ers face pressure. 

Best Bets
n Buy or hold apartments.
n Hold onto center city investments.
n Conserve cash for emerging opportunities.
n Live in Vancouver.
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This year’s Emerging Trends makes an initial foray into 
evaluating Latin American markets—sounding out 
interviewees for their opinions and analysis. Next year, 

the report plans to undertake regional surveys to expand its 
property markets’ coverage of this important and growing 
economic region.

Over the past two decades, Americans and Europeans 
have ventured repeatedly into Latin America looking for 
opportunities and analyzing how to gain footholds in under-
served real estate markets with large populations and 
increasing pockets of wealth. Investors’ and developers’ ten-
tative initiatives typically foundered in confronting a potpourri 
of daunting challenges. For starters, they were repeatedly 
discouraged by precarious economies rocked by explo-
sive inflation, high interest rates, debt-laden governments, 
and pervasive poverty. Political instability, corruption, lack 
of transparency, and various regulatory hurdles hampered 
transacting business. In addition, finding reliable local part-
ners proved difficult.

Growth and Opportunity. Although impediments remain, 
the property investment landscape in Latin America appears 
somewhat more inviting and stable: high commodity prices 
energize regional economies; Brazil and Peru gain invest-
ment-grade credit ratings, joining Mexico and Chile; new 
credit policies power growth in consumer spending and 
homebuying; expanding retail activity increases demand 
for industrial space; and manufacturers (automakers and 
aerospace) build factories and create more jobs, tak-
ing advantage of cheap labor. Major office markets—São 

c h a p t e r  6

Latin America
“What made Latin America unsafe for investment has mitigated.” 

	 Unemployment	 Inflation

Argentina	 9.2%	 8.5%
Brazil	 9.3%	 4.5%
Chile	 7.8%	 7.8%
Colombia	 11.1%	 5.0%
Costa Rica	 5.5%	 10.8%
Ecuador	 7.5%	 3.3%
Mexico	 3.7%	 3.5%
Panama	 7.2%	 4.2%
Peru	 8.0%	 3.9%
Uruguay	 9.2%	 8.5%
Venezuela	 7.2%	 22.5%

Source: Cushman & Wakefield.

Exhibit 6-1    

Latin America General Indicators

Paulo, Mexico City, Buenos Aires—lack Class A space, 
have extremely high occupancies, and experience solid rent 
growth from increasing demand. So once again, relatively low 
prices and high yields lure back offshore real estate players, 
who start investing selectively in certain markets and property 
sectors. “What made Latin America unsafe for investment has 
mitigated—we don’t face as much economic volatility or cur-
rency problems,” says an interviewee.

Emerging Trends in

Sao Paulo, Brazil.
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source of about 30 percent of its GDP) and Mexico City (“for 
its shear size”). Rio de Janeiro, Buenos Aires, and Monterey 
(Mexico’s base for factories serving the United States) 
receive considerably less attention. “Overall, a big cultural 
divide remains” and the economies are opaque—“you need 
to be prepared to work back channels.” Don’t even think 
about doing business in these countries without local part-
ners. “It’s still difficult to get concrete information, everything 
is based on personal relationships, and all business is con-
ducted face to face.” And don’t kid yourself, Mexico can be 
dangerous—drug lords and violence are not going away. 
“You need bodyguards if you go to certain places.”
 
Brazil Ascendant. Brazil may have “finally arrived—we’ve 
been waiting for decades.” Interviewees express “cautious 
optimism” about improving government oversight, strong 
commodities, and excellent growth rates. Inflation rates have 
been tamed from a stratospheric 2,500 percent in 1990 to 
about 5 percent today and the economy avoids energy cost 
spirals by producing flex fuels from its vast interior biomass. 
The nation’s currency, the real—once a basket case—
recently has increased in value against both the U.S. dollar 
and euro. Now, an investment-grade credit rating lowers the 
nation’s borrowing costs and advances a more credit-based 
economy. The increased availability of financing enables 
development, which had been hamstrung by the lack of capi-
tal across all property sectors for the past quarter century. 
For developers, opportunity potentially abounds:
n By some estimates, the country needs 8 million new hous-
ing units to meet pent-up demand.
n Only 400 shopping centers exist in a nation of nearly 200 
million.
n Neither Rio de Janeiro nor São Paulo has any Class A 
office space.
n Warehouse space is limited and obsolete.

The best opportunities in Brazil for offshore investors lie 
in housing and the most difficult sector to break into is retail. 
Many more Brazilians can afford to buy homes or apart-
ments since the recent introduction of 30-year mortgages and 
upwards of 70 percent loan-to-values. Historically, sellers had 
provided only 50 percent financing at seven-year amortiza-
tions. As a result of the more liberal mortgage market, home-
building and condominium construction “go gangbusters.” 
“Eight hundred–unit projects can sell out in a weekend.” A 
small group of major retail owners, meanwhile, “controls” 
shopping center tenants, so new players have no chance to 

Choosey Investing. Opportunity funds concentrate par-
ticularly on Brazil, now the world’s ninth-largest economy 
and seventh-largest consumer market, as part of BRIC 
(Brazil, Russia, India, China) strategies, pegged to garner 
outsized risk-adjusted returns in emerging growth regions. 
Mexico also gets more attention: spurred by a manufacturing 
boom to serve U.S. markets, a mushrooming middle class 
spends more in stores and wants better housing. “When you 
look at Brazil and Mexico, it’s a basic real estate supply/
demand equation—demand is increasing and supply has 
been limited.” “Peru and Chile are already more expensive, 
smaller, more mature, and don’t need us.” Investors find 
unsettled politics in Argentina—“It’s difficult to make inroads.” 
Venezuela (Hugo Chávez) and Colombia (rebel insurgents 
and drug trafficking) stay off radar screens. Most govern-
ments impose high interest rates to control inflation—“the 
capital markets can appear haywire to Americans.” Even in 
Brazil interest rates track near 15 percent.

Caution Required. For now, the investment focus remains 
prudently narrow and relatively limited, belying increased 
enthusiasm. Interviewees tap five top cities for investment 
consideration led by São Paulo (Brazil’s business capital and 

                                                 Percentage Real GDP Growth 
	 2008*	 2007	 2006

South America and Mexico	 4.3	 5.6	 5.3
Peru	 7.0	 9.0	 7.6
Argentina	 7.0	 8.7	 8.5
Chile	 4.5	 5.0	 4.0
Colombia	 4.6	 7.0	 6.8
Ecuador	 2.9	 1.9	 3.9
Uruguay	 6.0	 7.0	 7.0
Brazil	 4.8	 5.4	 3.8
Venezuela	 5.8	 8.4	 10.3
Mexico	 2.0	 3.3	 4.8

Source: World Bank (annual percent change).

* Projections.

Exhibit 6-2

Latin America Economic Growth
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investors in the near term as American consumers tighten 
belts. The country’s petroleum industry, a mainstay of recent 
growth, also sets off alarms—reserves fall dramatically in its 
offshore oil fields. But higher labor costs in China and other 
Asian manufacturing centers shift more work back to Mexico, 
closer to American export markets. European manufacturers 
also see advantages from producing goods in Mexico bound 
for the United States, including reduced shipping costs 
(higher oil prices make shorter routes less expensive).

Too Late? Some interviewees warn that Latin American 
emerging markets “could hit speed bumps or potholes.” An 
adviser notes: “The cat is already out of the bag” in both 
Brazil and Mexico as a rush of investors has bid up pricing. 
Early players will do better than 2009 entrants. Returns were 
in the high 20s; they now fall into the high teens, with endur-
ing capital market and political risk part of the investment 
equation. Newfound credit appetites in these countries can 
set the stage for future problems. How borrowers manage 
paying down loans bears watching, considering these coun-
tries’ pervasive high interest rates and proclivity for economic 
instability and reversals. The stalwart United States serves as 
an example of what can happen when too many loans sud-
denly go bad in an unsustainable pricing environment.

break into the retail market without a very connected partner. 
“It’s a bit like the Wild West.” For office investors, the “price 
per pound of an office building in São Paulo or Rio is becom-
ing comparable to Boston.” Multiownership entities and air 
rights conundrums often make clearing titles “nightmarish” and 
extremely costly. Shoehorning new high-rise developments into 
dense infill areas can balloon project budgets.

Mexico’s Appetites. Mexico “needs everything” to sat-
isfy demand from its expanding middle class and, like in 
Brazil, consumer credit takes hold, fueling shopping fervor. 
International retailers, including American discounters, enter 
the market—more than $6 billion in various mall projects 
are underway. Shopping center investors must realize that 
relatively few local markets can realistically accommodate 
traditional center formats—most people in Mexico and Latin 
America don’t own cars and malls need to be pedestrian 
accessible. That’s one reason why investors should focus 
on Mexico City, which has modern infrastructure and more 
drivers. The government also focuses major infrastructure 
overhauls (including mass transit) in and around the nation’s 
capital, providing greater opportunities for developers. 
Homebuilding—particularly low- and middle-income devel-
opments in suburban rings—also gets a boost from the 
increased availability of mortgage financing. Mexico’s eco-
nomic dependence on exports to the United States worries 
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Brazil: Foreign Direct Real Estate Investment

Source: Capright Property Advisers, LLC.
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