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The  Economic  Cyc le  -  Our  Market  Sh i f t  Was Schedu led

Calgary’s industr ia l  market experienced signi f icant sof tening in demand in 2008.  
However, this s low-down, whi le substant ial ,  should also be considered wi thin a 
pat tern of dynamic economic act iv i ty.   Considering that an average economic cycle 
typical ly runs 7-10 years and with a general agreement that our market act iv i ty level 
began to substant ial ly increase in 2004, we had previously ant ic ipated a s lowdown 
in market act iv i ty to the levels that we f inal ly experienced by year end (please see 
diagram below).  The good news is that whi le local,  nat ional,  and global economic 
condi t ions have adversely af fected our industr ia l  market act iv i ty,  vacancy rates, 
and proper ty values, they have yet to do so to the same extent experienced by 
other asset  c lasses in Calgar y such as the resident ial  and of f ice leasing markets.

Vacancy  Rates  R ise  but  Renta l  Rates  Ho ld

Vacancy rates rose moderately over the course of 2008 but are s t i l l  low relat ive to 
most other markets in Nor th America and low enough to s t i l l  be considered technical ly 
a landlord’s market,  a concept that creates many chal lenges in complet ing lease and 
sale t ransact ions due to high levels of pr ice reduct ion expectat ions by local,  regional, 
and nat ional tenant and owner/user decis ion makers.  Al l  tenants and owner users 
want to negot iate bet ter f inancial  arrangements in new deals,  but most landlords have 
experienced unprecedented increases in rental  rates and low por t fo l io vacancy rates 
in the las t  decade, creat ing a ver y prevalent “wai t  and see” at t i tude in our market 
despi te surrounding economic condi t ions.  Addi t ional ly,  rates held in 2008 due to 
the fact  most  new supply is found in new proper t ies which were constructed based on 
minimum rental  rate expectat ions and maximum construct ion cost  budgets,  but most of 
these new industr ia l  projects came in at  or above expected construct ion cost  budgets.  
Reducing rental  rates on these proper t ies would create s igni f icant reduct ions in overal l 
investment returns, something most developers are not prepared to accept at  this s tage.
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Land Va lues  Inc rease  2008

Ful ly -ser viced industr ia l  land avai labi l i ty and supply was again l imi ted again in 2008.   
The bulk of avai lable lots of fered for sale were by The Ci ty of Calgar y, who released 19 
lots in East lake Industr ia l  Park in June of this year wi th an asking price range of $525,000 
to $625,000 per acre.  The tender process to sel l  the lots generated approximately 41 
bids and al l  of  the lots were awarded to prospect ive purchasers.   As of ear ly December, 
however, only four lot  sales had actual ly c losed.  Agents,  landlords, tenants,  developers, 
and owner/users al l  highly ant ic ipated The Ci ty’s most recent re lease in the same business 
park as The Ci ty is  the largest  sel ler of industr ia l  land in Calgar y and have his tor ical ly had 
signi f icant inf luence on market values.  On December 18th, 2008, The Ci ty re - re leased the 
remaining 15 lots in East lake and al l  but  one lot  increased in asking price per acre, wi th 
increases between $35,000 and $65,000 per acre on the remaining lots.   The weighted 
average asking price for these 15 lots to tal ing 46.11 acres on December 18th was 
$621,015 per acre compared to $582,030 per acre in June, 2008.  The Ci ty also added 
f ive new avai lable parcels in the same business park creat ing a total  of 20 new industr ia l 
land parcel  oppor tuni t ies,  ranging in asking prices of $550,000 to $675,000 per acre.

Addi t ional ly,  The Ci ty of Calgar y released fu l ly ser viced industr ia l  lo ts in Great P lains 
IV Industr ia l  Park, east  of 52nd Street  and nor th of Glenmore Trai l  SE.  Simi lar ly pr iced 
to East lake, these 17 lots were of fered for sale between $525,000 and $675,000 
per acre, wi th a weighted average of $597,643 per acre for the 89.63 acres.

The las t  s igni f icant re lease in 2008 was The Ci ty of Calgar y’s Royal Vis ta Business 
Park in NW Calgary, which of fered 28 industr ia l/commercial  lo ts for sale, 
to tal ing 58.92 acres, wi th a weighted average asking price of $793,805 per acre.

With respect to completed t ransact ions, RealNet Canada Inc. repor ts that 
approximately 414 acres of industr ia l  land sold in 2008 with an average sel l ing 
price of $612,348 per acre, compared to 330 acres sel l ing in 2007, wi th 
an average of $322,431 per acre.  These were s igni f icant increases in value 
compared to the pre-boom average of $237,815 per acre for 308 acres in 2004.  
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PROVEN PERFORMANCE

5505 - 72ND AVENUE SE
• Completed 184,000 sq.ft 
lease distribution facility for                                  

Mark’s Work Wearhouse / Canadian Tire

TEN
ANT REP

4700 & 4750 - 102ND AVENUE SE
• Completed 28,000 sq.ft long term lease 

build to suit on 13.43 acres for

Direct Integrated Transportation / Canada Cartage

3916 - 56TH AVENUE SE
• Completed the leasing and sale of 78,410 sq.ft 

building on 4.0 acres. 

19 AERO DRIVE SE
• Completed 32,800 sq.ft lease manufacturing 

distribution and lease facility for 

The Authentic T-Shirt Company / SanMar

BUILD TO SUIT

LEA
SED/SOLD

TEN
ANT REP

The  Indust r ia l  Investment  Market

Calgary’s industr ia l  investment real es tate sales volume 
increased in 2008 over 2007, based on market t ransact ions 
and excluding al l  non-arms length deals,  land exchanges 
and owner/user bui lding sales.  Al though there was an 47% 
increase in sales volume, the industr ia l  investment sales market 
experienced a 21% decrease in number of t ransact ions.  Large 
t ransact ions drove sales volume higher in 2008 which saw 9 
transact ions over $20 mi l l ion compared to only 3 in 2007.  

The largest  t ransact ion included the $60 mi l l ion sale/
lease back from Versacold Canada Corporat ion to KingSet t 
Capi tal .   KingSet t  acquired the Calgar y bui ldings as par t 
of  a por t fo l io containing 23 cold s torage bui ldings located 
throughout Nor th America, compris ing a total  gross f loor 
area of approximately 3.6 mi l l ion square feet .   The second 
largest  t ransact ion at $36 mi l l ion was Ledcor’s Maynard 
Road bui lding sel l ing to Ar t is  REIT in September 2008. 

The market wi tnessed a number of large and mid-s ized sale/
lease backs in 2008 as owner/users real ized a gain on 
their  bui lding equi ty af ter a seven year run on industr ia l 
bui lding values.  2008 was a year of economic turmoi l  wi th 
t ightening credi t  markets.     In such an environment we would 
normal ly expect to see a decrease in sales volume, however, 
the larger por t fo l io and sale/lease back of fer ings that were 
brought to the market in late 2007 and ear ly 2008 closed 
ahead of the economic mel tdown in October.  Since then, 
we have seen average capi tal izat ion rates increase a fu l l 
100 basis points,  f rom approximately 7% to 8% due to lower 
demand, increased equi ty required to complete deals,  and 
perceived higher r isk in tenants’  long- term f inancial  s tabi l i ty.

Calgary Industrial Real Estate Market1 2007 2008 % Change
Total Volume 509,235,770$     652,058,599$    28%
Number of Transactions (over $1 million) 109 94 -14%

Industrial Investment Sales Volume 302,262,976$     444,608,596$    47%
Number of Transactions (over $1 million) 38 30 -21%

Industrial Owner/User Sales 206,972,794$     207,450,003$    0.2%
Number of Transactions (over $1 million) 71 64 -10%
Source: Real Net Canada, data compiled and analyzed by Inducor Real Estate Solutions
1) All transactions over $1 million, excludes non-arms length transactions and land sales
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2009 Pro jec t ions  and  Recommendat ions
With respect to proper ty sales, the sale/lease back t rend wi l l  cont inue and l ikely increase 
in 2009 as corporat ions seek al ternat ive f inancing faci l i t ies outs ide the t radi t ional debt and 
equi ty markets.   However, we bel ieve 2009 wi l l  see a decrease in investment,  land, and 
owner/user sales volume and number of t ransact ions in comparison to 2008.  While other 
metropol i tan centers across Canada have been harder hi t  by current economic condi t ions, 
Calgar y’s market has been somewhat shel tered due to $150 a barrel  oi l  pr ices a mere f ive 
months ago.  With oi l  now trading at or below $40 a barrel  and oi l  and gas projects being 
regular ly shelved, sales in the Calgar y industr ia l  market wi l l  surely s low their  pace in 2009.

This reduced pace wi l l  keep upward pressure on capi tal izat ion rates, lowering average 
investments sale values, and downward pressure on land and owner/user values.  Developers 
wi l l  not be prepared to bui ld on speculat ion at the same levels we have experienced since 
2004 due to lack of leasing conf idence in the market and a ver y res t r ic t ive borrowing 
cl imate, s igni f icant ly lowering fu l ly ser viced land absorpt ion.  This wi l l  l ikely ini t ia l ly cause 
land values to decl ine, fo l lowed by owner/user values, which are par t ia l ly valued on the 
respect ive land component of the proper ty.   Construct ion costs,  which began to drop in the 
las t  quar ter of 2008, wi l l  cont inue to decl ine in 2009 par t ia l ly as a resul t  of  lower mater ial 
costs but pr imari ly as an outcome of the ant ic ipated reduct ion in labor costs due to a 
s igni f icant ly lower number of construct ion projects in the province in 2009 and beyond.  The 
combinat ion of lower land values and lower construct ion costs wi l l  create lower owner/user 
values as lower replacement costs wi l l  create downward pressure on exis t ing bui lding values.

Lease rates wi l l  l ikely remain s table for the f i rs t  hal f  of  2009, al though many landlords wi l l 
of fer increased incent ives such as f ree rent,  cash al lowances, and other tenant inducements in 
order to complete t ransact ions, lowering net ef fect ive rental  rates.  Face rates wi l l  hold during 
this t ime period but l ikely only unt i l  the middle of 2009.  At that point ,  landlords wi l l  determine 
whether there is l ight  at  the end of the economic tunnel or not,  fai l ing which, rates wi l l  begin to 
decl ine.  I f  conf idence renews in the las t  hal f  of  2009, rates wi l l  l ikely hold throughout the year.

Astute developers wi l l  posi t ion themselves in 2009 for the next wave of economic act iv i ty.  
As his tor y tends to repeat i tse l f ,  those that have ser viced, zoned, and subdivided land in 
their  inventor y, especial ly wi th s i te plans designed and approved for construct ion, wi l l 
be the most successfu l  during the next cycle of industr ia l  inventor y growth.  Vir tual ly al l 
new industr ia l  inventor y has recent ly been completed, leaving ver y l i t t le product current ly 
under construct ion.  Most developers have postponed new projects unt i l  the beginning of 
the next cycle, only leaving a new supply pipel ine of approximately 2.58 mi l l ion square 
feet  of space being marketed that can be occupied 10 -12 months f rom lease s igning.  
Considering that annual absorpt ion and new supply in our market has ranged from 2 to 
6 mi l l ion square feet  per annum for the las t  decade in our market,  a lack of increase to 
this to tal  wi l l  l ikely resul t  in a shor tage of industr ia l  space during the next growth cycle 
and tremendous new development oppor tuni ty in our marketplace.  Those posi t ioned for 
growth wi l l  accommodate demand, which wi l l  increase in late 2009 and throughout 2010.


