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When commercial property watchers and investors think about hot
Canadian markets, they tend not to think about cities such as Saskatoon
and St. John's.

That could be a significant oversight, experts say. For instance, yields in
secondary markets can be nearly as strong as those in larger markets,
says Robin White, the Toronto-based executive vice-president of real
estate brokerage Avison Young's investment group.

“Investors tend to look at the major cities because that's where they see
the most growth, and if they can buy commercial buildings and get an
acceptable yield from them, they feel comfortable,” Mr. White says. “When
they have difficulty finding assets in those markets, they step to the next
tier of cities.”

With that in mind, experts outline the hottest secondary commercial
property markets in Canada:

Quebec City

Highlights: Quebec City has roughly 17.2 million square feet of office
inventory with a vacancy rate of 5.8 per cent, virtually unchanged from the
year before, says Louis Burgos, Montreal-based branch manager for
commercial real estate brokerage Cushman & Wakefield. He adds that net
rental rates for class A office space in new developments such as a
planned 200,000-square-foot tower, set for occupancy in early 2013, are
between $18 and $20 per square foot.

Why it's hot: “There's pressure in the marketplace for new stock,” Mr.
Burgos says. “Service industries like legal, accounting, insurance and
engineering firms are an active component of this growth because it's a
government town. We're seeing them out in the marketplace looking for
space, so we expect market rates to creep up because the vacancy rates
are so low.”

Why it has a bright future: Mr. Burgos points out that with nearly half
the available office space in the provincial capital occupied by government,
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critical cash flow stability remains an attractive lure for potential landlords.
“I think the combination of low vacancy and upward pressure on rental
rates makes Quebec City a good place to look for investors,” he adds.

Kitchener-Waterloo, Ont.

Highlights: A recent report by global real estate consultancy CB Richard
Ellis noted that Kitchener-Waterloo's office inventory in the fourth-quarter
of 2010 logged in at 13,941,600 square feet with a vacancy rate of just
5.4 per cent – down from 6.4 per cent the year before. Class A net office
rental rates stood near $12.30 a square foot.

Why it's hot: “There is a great deal of office expansion under way due to
the high-tech industry and the expansion of local university and college
bureaucracies,” says Don Hughes, president of Ottawa-based Facilities
Commercial Realty Inc. “Kitchener's downtown core, which used to be
really depressed, is also being revitalized, with torefronts being improved
and loft-style residential space being built.”

Bright future: According to Mr. Hughes, increasing diversification and
growing prominence of the high-tech sector will continue to drive demand
for commercial office, retail and industrial space for the foreseeable future.

Saskatoon

Highlights: A recent report by Saskatoon-based ICR Commercial Real
Estate noted that overall retail vacancy in the city notched in at just 3.3
per cent at the end of last year, with downtown rental rates hovering
around $30 a square foot. On the industrial front, net rental rates range
from $10 to $13 a square foot, while industrial vacancy rates were down
to just 2.7 per cent at the end of last year from 3.8 per cent in 2009. Class
A office space is renting for between $32 and $34 a square foot, with a
vacancy rate of less than 1 per cent in some parts of the city.

Why it's hot: The province's thriving resource economy is largely centred
here, with two of the province's three major potash companies, BHP
Billiton and Potash Corp. of Saskatchewan, occupying space in the city's
downtown core, says Richard Jankowski, Regina-based managing director
of Avison Young's Saskatchewan division.
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