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While there's more to a city's real estate market than its trophy
properties, Jones Lang Lasalle figures it's the skyline that captivates
interest. That's why the commercial real estate brokerage compiled its first
North American Skyline Review.

The report focuses on downtown properties that make up the highest
profile areas in 21 cities, including Toronto and Montreal. Criteria for each
is different – in Toronto, bank towers are the focus, for example, while in
Boston it's buildings higher than 18 storeys built after 1980. The intention
is to give a general idea of how marquee districts in each city compare to
each other.

In most cities in the report, rents fell by about 2 per cent in 2010. But
Jones Lang said the majority of rents are close to hitting bottom, if they
haven't already. And, as the top space in each city refills with tenants,
rents are likely to move higher, it says.

“Due to space limits in this segment of the market, we will see rent growth
in the near term and potentially rent spikes over the next 24 months as
new construction could be the only viable alternative for larger tenants in
some of these markets,” said John Sikaitis, senior vice-president of
research for Jones Lang.

There aren't comparable studies into specific downtown markets, but
Canadian experts note tenants have taken opportunities created by the
recession to occupy marquee buildings that they may not have afforded
before the downturn. “Tenants are gravitating toward better-quality
buildings,” said Avison Young principal Bruce Cowper.

The office space covered in the Jones Lang study accounts for only about
30 per cent of everything available, but because it is the best real estate in
each city it “leads market recoveries and downturns with respect to both
the investment and leasing side.”

Notably, there were fewer transactions in the Canadian cities, as better
financed landlords faced less pressure to sell through the recession. (Two
of the measures here – average tenants improvement allowance and
average free rent – are concessions offered to woo tenants.)
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How they measure up

Toronto

Where: Bank towers with asking rents above $25 a square foot net.

Total vacancy: 12.7 per cent

Space leased/vacated in 2010: 994,732 square feet

Average asking rent: $62.13

Average tenant improvement (TI) allowance: $28 a square foot

Average free rent (months): 6

Transactions (2005-2010): 1

Quote: “The effect of the Pan-American Games will become a serious
consideration for construction and leasing demand over the next four
years.”

Chicago

Where: Properties larger than 750,000 square feet, built or renovated
since 1985

Total vacancy: 16.3 per cent

Space leased/vacated in 2010: -156,285 square feet

Average asking rent: $35.33 a square foot

Average TI allowance: $50 a square foot

Average free rent (months): 10

Transactions (2005-2010): 40

Quote: “Continuing the trend from 2010, activity will include a variety of
relocations, renewals and subleases, but overall shifts in size, positive or
negative, should average out.”

Montreal

Where: Downtown buildings with more than 200,000 square feet, asking
rent above $20 a square foot net.

Total vacancy: 11.3 per cent

Space leased/vacated in 2010: 63,959 square feet.

Average asking rent: $43.69

Average TI allowance: $25 a square foot

Average free rent (months): 0

Transactions (2005-2010): 3

Quote: “The outlook for 2011 looks bullish from the landlord perspective,
with some caution applied to just how much net rents will increase over
the next 12 months.”
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Boston

Where: Properties built after 1980, higher than 18 storeys or at least
200,000 square feet

Total vacancy: 16.4 per cent

Space leased/vacated in 2010: 532,645 square feet

Average asking rent: $44.77 a square foot

Average TI allowance: $42.32 a square foot

Average free rent (months): 6.3

Transactions (2005-2010): 36

Quote: “A notable trend has emerged in 2010, as high-rise tower
availability, defined as space higher than the 16th floor, began its descent
from its cyclical high total vacancy, opening a five-percentage-point gap
between it and the low-rise tower market.”

New York

Where: Premier buildings in Manhattan that “truly move the market.”

Total vacancy: 10.5 per cent

Space leased/vacated in 2010: 1,107,515 square feet

Average asking rent: $68.09 a square foot

Average TI allowance: $62.86 a square foot

Average free rent (months): 5.9

Transactions (2005-2010): 67

Quote: “With low-risk investments barely keeping pace with inflation,
investors are lining up to invest in New York City real estate. The velocity
of recovery in New York City outpaces the global and U.S. markets.”

San Francisco

Where: Properties built or significantly renovated since 1985

Total vacancy: 15 per cent

Space leased/vacated in 2010: -433,664 square feet

Average asking rent: $43.63 a square foot

Average TI allowance: $45 a square foot

Average free rent (months): 4

Transactions (2005-2010): 37

Quote: “While leasing fundamentals have plenty improvement ahead, the
next two years promise to bring a new vitality and higher values to the
market.”
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