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Why real estate investors can
no longer overlook Canada

We believe for institutional investors with growing allocations to real
estate, Canada’s growth prospects and disciplined investment markets
may provide an opportunity for diversification and consistent, stable

returns.

The Canadian real estate market: diversification for
a volatile world



In the search for yield and stability in today’s uncertain environment, Canada, the

world’s Zmlirgest commercial real estate market, may offer underappreciated

opportunities for investors. Driven by a unique set of characteristics, Canadian private
real estate has a history of offering steady income and attractive risk-adjusted returns
while complementing property portfolios with exposure to U.S., Asia, Europe, and other

markets.

Why invest in Canada?

Before diving into Canada’s real estate market, it’s important to understand the
evolving characteristics of the country itself.

A growing reputation as a global leader in
technology

While Canada is blessed with vast natural resources, persistently low commodity
prices over the last decade have highlighted the country’s need for a strong knowledge
economy. To that end, Canada’s government has focused on implementing policies and
actions to enable the free flow of knowledge, support investment in information and
communications technology (ICT), and encourage entrepreneurship. As a result, since
2015, the ICT sector has seen a compound annual growth rate of 4.2%, compared
with 0.7% for the overall Canadian economy.

Information and technology sector GDP
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Source: "Gross domestic product at basic prices, by industry, annual average," Statistics Canada, November

25, 2021.

Today, the ICT sector is a driving force of economic growth, job creation, and
innovation. Start-ups and tech companies looking to expand their operations are
drawn to Canada for its:

« Rich talent pool—Canada offers a deeply skilled pool of tech talent across the
country. Among the top tech markets in North America, five Canadian cities made
the top 50 list: Toronto (3'), Montreal (10t), Ottawa (21Y), Calgary (31)), and
Edmonton (39t).

« Steady pool of local graduates—Canada is home to many world-leading
universities. Between 2015 and 2019, Toronto (#1), Montreal (#3), and Vancouver
(#4) were the top growing markets in North America for producing tech graduates.

« Ability to bring in skilled workers from around the world—With its friendly
immigration and foreign worker policies, Canada continuously attracts some of the
best workers from around the globe. Over the next three years, the government of
Canada has committed to welcoming 1.2 million immigrants.


https://www.cbre.us/-/media/cbre/countryunitedstates/us-research/major-reports/2021/scoring-tech-talent-media-folder/2021-scoring-tech-talent.pdf
https://www.cbre.us/-/media/cbre/countryunitedstates/us-research/major-reports/2021/scoring-tech-talent-media-folder/2021-scoring-tech-talent.pdf

« Low cost of operation—As of the end of 2020, Canada’s six major markets of
Montreal, Vancouver, Toronto, Edmonton, Ottawa, and Calgary were among the
lowest-cost tech markets in North America to operate in based on office rent and

employee wages.

« High quality of life—Canada was ranked #1in the 2021 U.S. News Best
Countries report based on 10 attributes: adventure, agility, cultural influence,

entrepreneurship, heritage, movers, open for business, power, social purpose, and
quality of life—factors that attract highly skilled immigrants and business
investments.

As a result of the pandemic, we anticipate accelerated adoption of technology
solutions and increased investments in digital infrastructure around the globe. Given
the attractive host of qualities the country offers, we think Canada is well positioned
to become a world leader in the technology industry.

A global leader in ESG integration

Canada is also quickly becoming a global leader in environmental, social, and
governance (ESG) investing. Over the past two years, Canada has seen a 48% growth
in sustainable investing assets—the largest increase for any region in the world; in

fact, Canada now has the highest proportion of sustainable investment assets relative
to Europe, Australasia, the United States, and Japan. The drivers of growth behind

Canada’s sustainable and responsible investing market include consumer and investor
demand, regulatory and policy developments, and environmental and social legislation.

Proportion of sustainable investing assets relative to total managed assets
2014-2020
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Source: “Global sustainable investment review 2020,” Global Sustainable Investment Alliance, 2021.

What potential benefits can Canadian
real estate offer?

With economic growth underpinning demand for real estate, it’s important to
understand the evolving drivers of the Canadian landscape. Now let’s dive into what

makes the Canadian commercial private real estate sector unique.

A history of stable income generation and capital
appreciation

At a time when stable risk-adjusted return opportunities are growing increasingly
challenging to find, Canadian private real estate has a history of offering an attractive



combination of income generation and capital appreciation. In fact, over the last 10
years, Canadian real estate has offered investors an annual return of 8.3%, with

income accounting for more than 50% of total return.!

Canada 1year 3years 5years 10years
Income 3.52% 3.75% 3.96% 4.39%

return

Capital 7.52% 3.08% 3.56% 3.76%

return

Total 11.26% 6.93% 7.63% 8.29%
return

Source: MSCI/REALPAC Canada Quarterly Property Index (unfrozen), gross of fees, as of Q3 2021. It
is not possible to invest directly in an index. Past performance does not guarantee future results.

A history of portfolio diversification benefits

Additionally, Canada’s correlations with other G7 countries range from -0.3 (Germany)
to 0.8 (France),? which suggests that an allocation to Canadian real estate may
reduce the overall volatility of a portfolio invested in other global property markets.

Total return correlation matrix
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Source: MSCI Annual Property Index (unfrozen), as of Q4 2020. MSCI/REALPAC Canada Annual Property
Index (unfrozen) is the source for Canada. MSCI France Annual Property Index (unfrozen) is the source for
France. MSCI Germany Annual Property Index (unfrozen) is the source for Germany. MSCI Japan Annual
Property Index (unfrozen) is the source for Japan. MSCI U.S. Annual Property Index (unfrozen) is the source
for the United States. MSCI UK Annual Property Index (unfrozen) is the source for the United Kingdom. MSCI
Global Annual Property Index (unfrozen) is the source for global. Italy is based on an 18-year history.

Correlations are based on local currency returns and therefore represent currency hedged returns.

A disciplined investment environment

The Canadian private real estate market is dominated by large, highly respected
institutional players such as well-capitalized pension funds, life insurance companies,
public corporations, and investment trusts that operate in a disciplined manner and
have a long-term investment horizon. The presence of these institutional investors has



historically acted as a stabilizing force during periods of market uncertainty due to
their ability to better withstand market downturns, maintain positions throughout
market cycles, and tendency to avoid speculative plays. In fact, since 2001, the return

volatility of Canadian private real estate has been relatively muted at 5.6% annually.3

Total Average Volatility Lowest Highest
return,

annual, 16

years (Q3

2001-Q3

2021)

Direct real 9.0% 5.6% -3.7% 18.3%
estate

Corporate 5.7% 3.9% 1.1% 15.3%
bond

Public 13.9% 19.4% -38.3% 55.3%
real
estate

Public 8.5% 16.5% -33.0% 35.1%
equity

Source: MSCI/IPD, Bloomberg, Manulife Investment Management, as of Q3 2021. Direct real estate
is represented bﬁthe MSCI/REALPAC Canada Annual Property Index (unfrozen), corporate bond is
represented by the ICE BofA Canada Corporate Index, public real estate is represented by the
S&P/TSX Capped REIT Total Return Index, and public equity is represented by S&P/TSX Composite
Total Return Index. These statistics are calculated using historical returns and assume returns
follow a normal distribution. All statistics are calculated using 12-month ending third-quarter
gross total return series, calculated from quarterly gross (excluding management fee) total return
serieli. It is not possible to invest directly in an index. Past performance does not guarantee future
results.



A market with size and liquidity

Last, the professionally managed Canadian real estate market is valued at ~$364

billion. With annual transaction volume between $35 and $50 billion, over the last

three years,* the market offers size and liquidity, enabling investors to transact with
price efficiency and low friction.

Canada's keeping pace with world's biggest real estate markets

Exluding the United States, USD billions
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Source: “Real Estate Market Size Report 20/21 MSCI, 2021.

Furthermore, elevating the attractiveness of the market is Canada’s high transparency

ranking, sitting proudly at 5™ on a global scale. Transparency is critical to the
operation of efficient markets and is instrumental in boosting investment and
business activity.


https://www.msci.com/research/2021-market-size-report
https://www.us.jll.com/en/trends-and-insights/research/global-real-estate-transparency-index/greti-global-rankings-and-methodology

Global Real Estate Transparency Index 2020 rankings

The index score markets on a scale of 1.00-5.00 (with 1.00 being the highest possible
score)
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Source: JLL Research, 2020. This index is based on quantitative market data and survey results across 99

countries and territories. The 210 individual measures are divided into 14 topic areas and further grouped and
weighed in the six subindexes above. The index scores markets on a scale of 1.00 to 5.00. Depending on the
overall ranking, markets are assigned one of the following transparency tiers: highly transparent, transparent,

semitransparent, low transparency, opaque.



Why invest in Canadian real estate
now?

Current cap rate spread points to a favourable
entry point

The Canadian commercial real estate cap rate spread is currently elevated relative to
history—a potentially favourable opportunity for those searching for yield in a muted
fixed-income environment. As of the end of Q3 2021, the spread was 408 basis point
(bps), above the long-term average spread of 397bps (high spreads generally indicate
there’s room for spread compression and, by extension, for real estate values to

appreciate).?

Average national cap rate spread

Canadian commercial real estate, all properties average national cap rate over the
Canadian 10-year government of Canada bond yield
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Source: CBRE EA, Manulife Investment Management, as of Q3 2021.



Given the long-term prospects of the economy combined with favourable market
characteristics, the Canadian commercial private real estate market may offer
investors an attractive combination of growth, stability, portfolio diversification, and
income.

1 MSCI/REALPAC Canada Quarterly Property Index (unfrozen), gross of fees, as of Q3 2021. 2 MSCI Annual
Property Index (unfrozen), as of Q4, 2020. 3 MSCI/IPD, Bloomberg, Manulife Investment Management, as
of Q3 2021. 4 "National Real Estate Investment Summary,” CBRE, Q2 2021. 5 CBRE EA, Manulife

Investment Management, as of Q3 2021.

33 Important disclosures v

A widespread health crisis such as a global pandemic could cause substantial market
volatility, exchange-trading suspensions and closures, and affect portfolio
performance. For example, the novel coronavirus disease (COVID-19) has resulted in
significant disruptions to global business activity. The impact of a health crisis and
other epidemics and pandemics that may arise in the future could affect the global
economy in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other preexisting political, social, and economic risks. Any such
impact could adversely affect the portfolio’s performance, resulting in losses to your
investment.

Investing involves risks, including the potential loss of principal. Financial markets are
volatile and can fluctuate significantly in response to company, industry, political,
regulatory, market, or economic developments. These risks are magnified for
investments made in emerging markets. Currency risk is the risk that fluctuations in
exchange rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability, investment
objectives, financial situation, or particular needs of any specific person. You should
consider the suitability of any type of investment for your circumstances and, if
necessary, seek professional advice.



This material is intended for the exclusive use of recipients in jurisdictions who are
allowed to receive the material under their applicable law. The opinions expressed are
those of the author(s) and are subject to change without notice. Our investment
teams may hold different views and make different investment decisions. These
opinions may not necessarily reflect the views of Manulife Investment Management or
its affiliates. The information and/or analysis contained in this material has been
compiled or arrived at from sources believed to be reliable, but Manulife Investment
Management does not make any representation as to their accuracy, correctness,
usefulness, or completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this material may
contain projections or other forward-looking statements regarding future events,
targets, management discipline, or other expectations, and is only current as of the
date indicated. The information in this document, including statements concerning
financial market trends, are based on current market conditions, which will fluctuate
and may be superseded by subsequent market events or for other reasons. Manulife
Investment Management disclaims any responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their directors,
officers or employees shall assume any liability or responsibility for any direct or
indirect loss or damage or any other consequence of any person acting or not acting
in reliance on the information contained here. All overviews and commentary are
intended to be general in nature and for current interest. While helpful, these overviews
are no substitute for professional tax, investment or legal advice. Clients should seek
professional advice for their particular situation. Neither Manulife, Manulife Investment
Management, nor any of their affiliates or representatives is providing tax, investment
or legal advice. This material was prepared solely for informational purposes, does
not constitute a recommendation, professional advice, an offer or an invitation by or
on behalf of Manulife Investment Management to any person to buy or sell any
security or adopt any investment strategy, and is no indication of trading intent in any
fund or account managed by Manulife Investment Management. No investment
strategy or risk management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not guarantee a profit or
protect against the risk of loss in any market. Unless otherwise specified, all data is
sourced from Manulife Investment Management. Past performance does not
guarantee future results.



Manulife Investment Management

Manulife Investment Management is the global wealth and asset management
segment of Manulife Financial Corporation. We draw on more than a century of
financial stewardship to partner with clients across our institutional, retail, and
retirement businesses globally. Our specialist approach to money management
includes the highly differentiated strategies of our fixed-income, specialized equity,
multi-asset solutions, and private markets teams—along with access to specialized,
unaffiliated asset managers from around the world through our multimanager model.

This material has not been reviewed by, is not registered with any securities or other
regulatory authority, and may, where appropriate, be distributed by the following
Manulife entities in their respective jurisdictions. Additional information about Manulife

Investment Management may be found at manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited., Manulife
Investment Management (Hong Kong) Limited. Brazil: Hancock Asset Management
Brasil Ltda. Canada: Manulife Investment Management Limited, Manulife Investment
Management Distributors Inc., Manulife Investment Management (North America)
Limited, Manulife Investment Management Private Markets (Canada) Corp. China:
Manulife Overseas Investment Fund Management (Shanghai) Limited

Company. European Economic Area Manulife Investment Management (Ireland) Ltd.
which is authorised and regulated by the Central Bank of Ireland Hong Kong: Manulife
Investment Management (Hong Kong) Limited. Indonesia: PT Manulife Aset
Manajemen Indonesia. Japan: Manulife Investment Management (Japan)

Limited. Malaysia: Manulife Investment Management (M) Berhad 200801033087
(834424-U) Philippines: Manulife Investment Management and Trust

Corporation. Singapore: Manulife Investment Management (Singapore) Pte. Ltd.
(Company Registration No. 200709952G) South Korea: Manulife Investment
Management (Hong Kong) Limited. Switzerland: Manulife IM (Switzerland)

LLC. Taiwan: Manulife Investment Management (Taiwan) Co. Ltd. United

Kingdom: Manulife Investment Management (Europe) Ltd. which is authorised and
regulated by the Financial Conduct Authority United States: John Hancock Investment
Management LLC, Manulife Investment Management (US) LLC, Manulife Investment


http://manulifeim.com/institutional

Management Private Markets (US) LLC and Hancock Natural Resource Group,
Inc. Vietnam: Manulife Investment Fund Management (Vietnam) Company Limited.

Manulife, Manulife Investment Management, Stylized M Design, and Manulife
Investment Management & Stylized M Design are trademarks of The Manufacturers
Life Insurance Company and are used by it, and by its affiliates under license.
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