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point (“bps”) from the previous quarter. The spread
differential between cap rates and Government of Canada
(“GoC”) bond yields narrowed to 365 bps, which is below
the long-term average.
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Figure 1: Capitalization Rate
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Our base case for 2018 is a continuation of the same
themes from last year, although it does mark an
interesting phase in the economic cycle. Most estimates of
capacity utilization indicate that Canada and the U.S. have
only recently reached full potential. Globally, measures
of developed market unemployment also indicate that
excess labour capacity has been reduced. At the same time,
central bankers have taken a cautious approach to raising
interest rates due to tempered inflation (CPI) levels, which
remain low relative to long-term targets. In our view, CPI
is a lagging indicator of the economy and markets may
be underappreciating the potential for higher inflation,
particularly through the latter half of 2018.
Forecasts are for Canadian commercial real estate
investment activity to surpass $40 billion in 2017. This is
following a record high in the previous year of $34.7 billion.1
This is largely due to the stable political and economic
environment in Canada and the demand for accretive
yield opportunities that is provided by commercial real
estate. The average capitalization rate (“cap rate”) in
Canada is 5.69% (see Figure 1). This is a decline of 1 basis
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In 2017, Canadian commercial mortgage spreads
compressed across most sectors. However, the commercial
mortgage market continues to offer compelling yield
enhancement when compared to a traditional fixed
income portfolio.
Within the infrastructure space, a record-breaking amount
of capital was raised in 2017. Unlisted infrastructure funds
raised a total of US$44.2 billion, representing a 24%
increase over the 2016 record of US$35.5 billion.2 This
trend underscores continued interest from institutional
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investors to diversify investment portfolios towards privately
held infrastructure assets. Other notable trends include a new
government led funding paradigm, increased confidence of
European institutional investors and a surge of corporate
Power Purchase Agreements with renewable generators on
the basis of monetary and nonmonetary incentives.3
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This document is provided for informational purposes only, is not meant as investment advice and
should not be considered a recommendation to purchase or sell any particular security. There is no
assurance that any predictions or projections made will occur. Past performance is not indicative of
future results. Commentary contained in this document reflects the opinions of Greystone Managed
Investments Inc. at the date of the report. It was developed from sources that Greystone believes to be
reliable. Greystone does not guarantee the accuracy or completeness of such information. Greystone’s
opinions and viewpoints may change over time. This document is confidential and no part of this
material may be duplicated by any means for distribution to any person who is not an employee, officer,
director or authorized agent of the recipient without Greystone’s prior written consent.
Greystone claims compliance with the Global Investment Performance Standards (GIPS®). A GIPS®
compliant presentation is available upon request. Greystone has been independently verified for the
period January 1, 2000 to December 31, 2016. The verification report(s) is/are available upon request.
Verification assesses whether (1) the firm has complied with all the composite construction requirements
of the GIPS® standards on a firm-wide basis and (2) the firm’s policies and procedures are designed
to calculate and present performance in compliance with the GIPS® standards. Verification does not
ensure the accuracy of any specific composite.
In Canada, Greystone is a registered portfolio manager, exempt market dealer and investment fund
manager. Greystone is registered as an investment adviser with the Securities and Exchange Commission
in the United States.

Greysto ne.ca

© Greystone Managed Investments Inc. All rights reserved.
(02/2018) | Page 2

