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In the second quarter of 2023 for the Ottawa-
Gatineau region, we continued to experience
increasing negative net absorption across

the Ottawa-Gatineau market. 469,034 square
feet returned to the vacancy pool in Q2 2023
(Costar 2023). This, combined with the amount
returned in Q1 2023 totals 903,615 square feet in
increased vacancy for 2023 year-to-date (Costar
2023). This trend is likely to continue through
2023 and beyond as the Government of Canada
continues to shed excess office space.

Vacancy rates rose to 5.8% in Q2 from 5.5% in
Q1 across the entire Ottawa-Gatineau market
(Costar 2023). This comes as no surprise
considering the continued shedding of office
space across the downtown core, furthermore,
the increasing rise in vacancy mimics the
Canadian trend increasing vacancy to 9.5% in
Q2 from 9.0% in Q1 (Costar 2023). Ottawa is in a
unique situation in regards to office space due
to the massive presence of the Government of
Canada and their stated intention to reduce their
overall office footprint over the forseeable future
by 50%.

While invester sales volume have increased
tremendously over the entire quarter -- likely
due to interest rates stabilizing -- construction
delays and labour shortages continue to

plague construction projects across the board.
It is estimated that overall efficiency of the
construction industry has been reduced by 30%
due to these shortages -- and it is only expected
to get worse (Butler 2023).

Out of all of Ottawa’s submarkets, the downtown
core (CBD) leads the pack with not only

the highest vacancy rate of 11.5% but also
commands the highest average gross rent per
square foot of $36.06 (Costar 2023). Landlords
under pressure from record-high vacancies are
offering increased tenant incentives in order to
attract businesses into their vacant buildings.
These tenant incentives are not free, being to

a large extent, amortized over the term of the
lease. While this will drive up the cost of rent, the
payoff is a space that is truly noteworthy in an
area that some tenants would have been priced
out of years earlier. Additionally, the majority

of the space returning to the market is Class-A
downtown office space, the most expensive rent
in the city. Since so much of this expensive office
space is returning to the market, it is putting
upward pressure on the average market rent of
Ottawa as a whole.

Finally there is the matter of inflation. According
to Evans (2023), Canada’s inflation rate slowed
to 3.4% -- down from 4.4% in April of this year.
While there is no way of knowing if inflation will
continue to slow, it could bode well for interest
rates stabilizing, reducing the sense of risk
across Ottawa’s commercial real estate markets.
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469,034 square feet returned to
the office vacancy pool across
the Ottawa-Gatineau region in
Q2 2023 (Costar 2023). This is in
contrast to only 26,485 square
feet in new constructions, barely
making a dent in the amount of

square feet returning to the Ottawa
market (Costar 2023). Despite the
increasing vacancy, market rents
continue to increase to an average
of $31.79 per square foot in Q2

-- up from $31.66 in Q1 across the
entire region (Costar 2023). One
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might expect rents to fall as vacancy
rate increases, however, Landlords
continue to offer increased tenant
incentives which ar amortized over
a rental term. Furthermore, class-A
downtown office space makes up
the majority of space returning to
the office. This office space is the
most expensive in the city, therefore,
the average market rent per square
foot increases, giving a top-heavy
impression of the overall market.
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VACANCY & MARKET RENT PER SF
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Landlords continue to battle with
record high vacancy rates across the
Ottawa-Gatineau region. While we do
not see this battle reducing average
market rents, we see it being played
out in increased tenant incentives
and shorter leases (Costar 2023).
This applies an upward pressure on
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average market rents. We can see this
reflected in the market rent growth
year over year. According to Costar
(2023) A and B class buildings across
Ottawa-Gatineau grew their rental
prices by 2.2% since Q1 2028.

REALSTRATEGY.COM



oY

D
R A 3y
MARKET RENT GROWTH (YOY)

10%

5% A\ A /\

0%

-5%

-10%

Ottawa-Gatineau 3 Star Ottawa-Gatineau 4-5 Star Ottawa-Gatineau Canada

DAILY ASKING RENT PER SF

$32.80 m\nr‘jr"
$32.60 rdi—f’

$32.40 ‘11,

$32.20 M

$32.00 \ \’L
$31.80 pw%

$31 60 L 1 1 1 1 1 ! 1 1 1 1 1 1
Aug 22 Oct 22 Dec 22 Feb 23 Apr 23 Jun 23

* Graphs provided by CoStar

..'S REALSTRATEGY ADVISORS| Q22023



A

Ottawa-Gatineau sales market
seems to have found some sort

of equilibrium this quarter. The
average sale price per square foot
was constant between quarters at
$243 (Costar 2023). Sales volume
sky rocketed to a staggering
$316,501,004 in total sales in Q2,
almost 12 times the amount in Q1
2023 (Costar 2023). This could
have been caused by a relaxing of
investory worry in regards to interest
rates which generally stabilized over
the course of Q2.
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Interestingly, despite the increase

in sales volume, the average cap
rate increased from 6.2% to 6.9%
across the entire region’s sales,
reflecting a lingering sense of general
uncertainty or flux in the market
place (Costar 2023). This is in
contrast to the slowing inflation rate
and other factors that could indicate
a stabilizing force for commercial
real estate markets in the Ottawa-
Gatineau region.
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SALES VOLUME & MARKET SALE PRICE PER SF
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SUBMARKET RENT

Submarket

CED

Gatineau
Centretown-Byward
West Central
Tunney's Pasture
Papineau-Pontiac
Kanata

East Central
Greater Kingston

Mortheast Ontario

SUBMARKET VACANCY

Asset
Value

$5.7B
$3.6B
$3.7B
$3B
51.8B
$11.1M
$2.6B
$3.1B
$594M
£999M

Vacancy Availability
Rate

Rate
9.0%
1.5%
6.1%
4.0%
2.4%

0%
8.8%
4.8%
4.2%
1.5%

11.5%
2.6%
8.0%
0.8%
2.5%
8.7%

11.4%
9.1%
7.6%
21%

Market

$36.08
$34.82
$32.35
$30.02
$29.76
$29.48
$29.46
528.72
$25.95
52415

Annual
Rent/SF .- Rent Growth

2.6%
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