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B Y D A V I D B E R M A N

Global stock markets were pum-
melled yesterday after investors
reacted to disappointing earn-
ings from technology bellwethers
in the United States and a dra-
matic downturn in Japan.

Japan’s benchmark Nikkei 225
index tumbled 2.94% yesterday,
marking its third decline in as
many days and bringing the total
loss to 7%. Since Friday, more
than US$300-billion has been
erased from the value of compa-
nies listed on the Tokyo Stock Ex-
change. 

“People feel that they have
nowhere to turn, so they have to
take some cash out. They’re won-
dering if this will lead to a bigger
bust, I suppose,” said Stephen
Hill, a fund manager at MFC
Global Investment Management.

Despite worries among many
investors that yesterday’s selloff
could be the start of a systemic
decline for global equities, some
observers were quick to note that
the setback looks more like a
short-term correction.

Robert Spector, chief econo-
mist at McLean Budden, said the
downturn may be largely techni-
cal in nature, given the explosive
rise in global equities in the sec-
ond half of 2005.

“It’s part of the rhythm of cy-
cles, that you’re going to get these
pullbacks,” Mr. Spector said,
pointing out that investors did
not flock to typical safe havens as
stocks declined.

For example, U.S. and Canadi-
an government bond prices bare-
ly budged yesterday. As well, the
price of gold, which often rises
when stocks decline, fell about
2% in New York.

Still, yesterday’s declines were
remarkable in that they were so
widespread, with substantial de-
clines in markets across Asia, Eu-
rope and North America. 

The Dow Jones industrial av-
erage fell 0.38%, led by Intel
Corp.’s 11.4% free-fall. The broad-
er Standard & Poor’s 500 index
fell 0.39%. And the tech-heavy
Nasdaq composite index fell 1%. 

In Europe, Germany’s DAX in-
dex was the biggest loser among
major markets, falling 1.18%.

Canada was not immune to
the setback. The S&P/TSX com-
posite index fell 1.16%. Energy
producers EnCana Corp., Canadi-
an Natural Resources Ltd. and
Nexen Inc. led the retreat, de-
spite the fact that crude oil prices
remain near record levels.

Although it is unclear whether
the worldwide downturn will
persist, some strategists believe
investors may be reacting to a
fundamental change in expecta-
tions for corporate profits.

“You’ve got optimism pushed
to an extreme, and that optimism
is being challenged by the earn-
ings season — and it’s spreading
globally,” said Myles Zyblock,
chief institutional strategist at
RBC Capital Markets.

He said that many U.S. compa-
nies are now either missing their
fourth-quarter earnings expecta-
tions or they are giving lower
guidance for future earnings. 

“It’s very early in the reporting
season, but my feeling is that this
will be the first quarter in a long
time when companies report
earnings below what was initially
expected by analysts. Looking for-
ward, I don’t think this will be the
last quarter,” Mr. Zyblock said.

Vincent Delisle, strategist at
Scotia Capital Markets, added
the U.S. economy is showing
signs of slowing down, with ris-
ing interest rates, a weaker hous-
ing market and a flat yield curve
contributing to the pessimism.

“To get a substantial and
lengthy decline in equities, you
need to see some very visible de-
terioration in U.S. and global eco-
nomic activity, which is certainly
not the case at this point,” Mr.
Delisle said.
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TECH STOCKS HIT

Investor worries
may be beginning

of correction

B Y T H E R E S A T E D E S C O

A N D H O L L I E S H A W

Hudson’s Bay Co.’s disappoint-
ing real estate holdings, more so
than its sagging sales, have so far
kept a number of potential in-
vestors out of the bidding for the
retail giant, sources say.

Ontario Teachers’ Pension
Plan looked at HBC’s books two
years ago as a possible real estate
investment, but decided the val-
ue that could have been extracted
from the properties was not
enough to make up for the un-

derperforming  retail operations.
“Teachers looked at it [HBC]

superficially, thinking that real
estate would have been the huge
attraction but it didn’t pan out,”
said a source familiar with the
due diligence. “There were a lot
of lousy leases and when you
started to go through it, there
wasn’t all that much. At the end
of the day, you couldn’t jump up
and down.”

Like most potential suitors for
the retail giant, Teachers, which
manages $88-billion in assets,
had assumed that despite HBC’s
retail woes and its underperfor-
mance, the company’s underly-
ing value was locked in its 566
stores across Canada.

“This would have been a lot of
work,” said the source.

See PROPERTY on Page FP5

Teachers found
holdings not enough

to offset retail

HBC real estate
not up to snuff 
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Hudson’s Bay has “a lot of lousy leases,” according to one source.

RATES DRIVING FORCE

HOME SALES
SET SEVENTH

RECORD MARK

B Y G A R R Y M A R R

Existing home sales across the
country set a record for the sev-
enth straight year in 2005, but in-
dustry analysts predict we won’t
have the same experience in 2006.

The Canadian Real Estate As-
sociation said its year-end statis-
tics for the country’s top 25 mar-
kets, a good proxy for the entire
country, show 2005 sales came in
4.7% ahead of 2004’s record pace. 

Sales records were set in 11 of
the markets, including Toronto,
Calgary, Vancouver, Edmonton
and Montreal.

Unlike past housing booms
that have been confined to one
part of the country, this one ap-
pears to be Canada-wide. 

“One of the things that sticks
out this year is how remarkably
strong resale housing is across
Canada,” said Gregory Klump,
chief economist with CREA.
“The main reason we have had
such a long run on a strong re-
sale housing market is the con-
tinuation of low mortgage rates.
It is the single most important
factor that has been boosting
housing activity.”

He noted the five-year closed
mortgage, the most popular bor-
rowing vehicle for Canadians, is
now 6.3%, based on the posted
rate. 

See RECORD on Page FP7

B Y K E V I N R E S T I V O

Research In Motion Ltd. says a
plan to keep its popular Black-
Berry devices operating in the
United States should it lose a
patent infringement case against
NTP Inc. might fail.

The statement, included in
court papers filed late Tuesday,
seems to contradict previous
statements from RIM, which had
said a “software work-around”
will keep BlackBerrys churning
out wireless e-mails even if a Vir-
ginia judge grants NTP an in-
junction banning the device from
the United States.

“The work-around [is not an]
instant or technologically un-
complicated solution to ensure
undisrupted service if an injunc-
tion went into effect,” RIM said in
reference to the work-around
that is designed to bypass NTP’s
controversial patents.

RIM could soon lose a four-
year court battle against NTP, a
tiny patent holding firm that capi-
talizes on patents of since-de-
ceased inventor Thomas Cam-
pana last decade. NTP was award-
ed US$53.7-million, 8.55% of
RIM’s future U.S. sales and a ban
on the device in August, 2003. 

See WORK-AROUND on Page FP6
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Scandal, technical difficulties and disappointing earnings prompted a huge stock selloff in Japan, leaving investors anxious.
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“That’s pretty close to the low
and remember, too, that lenders
offer discounts off the average
rates.”

Those rates have allowed more
Canadians to buy homes, but low
borrowing costs also provide a
means to pay more for a home
and ultimately boost sale prices.

Ottawa-based CREA said the
average price of a home sold in
the country’s top 25 markets hit
$266,206 in 2005, a 9.3% jump
from a year earlier. It’s the fifth
straight year house prices have
risen by more than 9%.

The bad news for the market is
just about everybody is expecting
some sort of pullback in sales ac-
tivity with price gains of about 5%.

“We expect housing activity to

fade slightly this year,” said Mr.
Klump, noting some regions will
fare better than others. “Alberta
and B.C. are expected to continue
to remain stronger than the na-
tional average. Energy and de-
mand for commodities are mak-
ing for strong provincial eco-
nomies there.”

Most analysts had predicted a
slowdown in 2005, which never
materialized because rates did not
rise as much as expected.

The main hurdle for housing
continues to be a fear of rising
rates. The Bank of Canada is ex-
pected to raise short-term rates
one-half of a percentage point be-
tween now and the spring, noted
Mr. Klump. That would affect any-
body with a variable rate mort-
gage tied to prime.

One other fear that continues
to hang over the Canadian market
is what is happening in the United

States, where all signs point to a
bubble bursting. November new
home sales in the United States
fell by the most they have in 11
years and there are a record num-
ber of unsold homes in the coun-
try.

By comparison, Canada had its
second-best year in the past 17 for
new home construction, and

housing does not appear to have
been overbuilt in this country.

Analysts point to far less specu-
lation in the Canadian housing
market than that of the United
States, and borrowing levels that

are not nearly as high or as dan-
gerous.

Michael Polzler, executive vice-
president of Re/Max Ontario-At-
lantic Canada, said that while he,
too, is predicting a slowdown he
does not see a meltdown.

“A lot of the bubble talk is very
American,” said Mr. Polzler. “They
are a totally different animal than
us. They are highly leveraged. You
have 100% financing on homes,
sometimes more. It’s rare for
Canadians to have borrowed
more than 90% [of the price of
their home].”

Perhaps the biggest difference,
according to Mr. Polzler and oth-
ers, is there has just not been the
same ramp-up in prices as the
United States has seen. Some U.S.
regions have recorded price in-
creases of 20% year-over-year
while national U.S. home prices
are up 13.5% from a year ago,
based on November statistics sup-
pled by the National Association
of Realtors.

By comparison, only four of
Canada’s top 25 markets recorded
double-digit increases in 2005.
Vancouver, the hottest market, on-
ly saw a 13.7% increase in the aver-
age price of a home sold, second-
place Calgary an 11.9% increase.

Financial Post
gmarr@national.com
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‘It’s a super, super tight market and,
just in the last week or two, we’re 
having real difficulty filling our orders’ 
— Christopher Ridabock

B Y M A R I O T O N E G U Z Z I

CALGARY •  The extremely tight
downtown office market is push-
ing rental rates for top-quality
space to the unheard vicinity of
$40 a square foot. 

In fact, some downtown land-
lords are already asking for that
magical figure, according to
Michael Gigliuk, director of re-

search for Alberta for CB
Richard Ellis. “That’s the first
time in our market we’ve ever
had an asking rate in the $40s.
So that’s a new threshold,” said
Mr. Gigliuk. 

He said the buildings under
construction are almost 80% pre-
leased. “If they become 100% pre-
leased, or if those landlords de-
cide that their high $20s rate for
tenants coming into their new
buildings is too low, they may in-
crease those rates,” said Mr.
Gigliuk. “The demand has been

exceptionally strong for the prod-
uct that’s coming out of the
ground right now.” 

According CB Richard Ellis,
the vacancy rate for Calgary’s
prime downtown office market is
0.4% down from 4.9% a year ago.

Christopher Ridabock, presi-
dent of JJ Barnicke Calgary Inc.,
said rental rates in Calgary de-
pend on building quality. 

He said the top of the down-
town market is generally in the
$35-to-$37-per-sq.-ft. range and
buildings in lower classifications

are in the $25-to-$27 range. 
“Two years ago — and only two

years — you probably could have
done the same deal at around $17
to $21 a sq. ft. That’s how much
it’s gone up. The top of the heap
would probably be in the $20 to
$21 range,” said Mr. Ridabock. 

“It’s a very significant increase.
“I’ve never seen it before. I’ve
never seen it in any market
where the vacancy is so low. 

“It’s a super, super tight market
and, just in the last week or two,
we’re having real difficulty filling
our orders and in some cases
even as small as 10,000 sq. ft.” 

CanWest News Service, with
files from Financial Post 

CLAIRE BURTON FOR NATIONAL POST

Frum: “We do not sell.”

TORONTO

Available Vacant
Total office area: 24.7M sq. ft.

Direct
Sublet

Jan. ’06
Dec. ’05
Jan. ’05

8.7%
1.3%

8.4%
8.3%
9.7%

2.5M sq. ft.

MONTREAL

Available Vacant
Total office area: 13.7M sq. ft.

Direct
Sublet

Jan. ’06
Dec. ’05
Jan. ’05

11.5%
2.4%

11.7%
11.6%
12.7%

1.9M sq. ft.

OTTAWA

Available Vacant
Total office area: 8.2M sq. ft.

Direct
Sublet

Jan. ’06
Dec. ’05
Jan. ’05

4.3%
1.0%

8.6%
8.5%
4.5%

0.4M sq. ft.

CALGARY

Available Vacant
Total office area: 16.7M sq. ft.

Direct
Sublet

Jan. ’06
Dec. ’05
Jan. ’05

0.5%
0.1%

0.9%
1.8%
4.6%

0.1M sq. ft.

VANCOUVER

Available Vacant
Total office area: 10.7M sq. ft.

Direct
Sublet

Jan. ’06
Dec. ’05
Jan. ’05

4.4%
1.1%

5.9%
6.2%
8.7%

0.6M sq. ft.

With the exception of Ottawa,
Canada’s major markets all
experienced increases in occupied
area from the previous quarter,
totalling 1.6 million square feet.

InSite Real Estate Information Systems provides
detailed market data and perspective to Canada’s
leading commercial real estate investors, owners,
managers, lenders, occupants and their advisors.

For more, visit www.realinsite.com or contact info@realinsite.com

Downtown core class A available and vacant space
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While every effort has been made to ensure the accuracy of this information,
InSite cannot be held responsible for errors or omissions.

L ong-time real estate develop-
er Murray Frum is ready to

sell some of the last remnants of
his property empire, according to
several sources.

Mr. Frum has quietly enlisted
BMO Nesbitt Burns Real Es-
tate Inc. to canvass potential
buyers for five of his outdoor
shopping centres, hoping to fetch
as much as $140-million.

The former dentist turned de-
veloper, who was married to the
CBC journalist Barbara Frum,
said in an interview he has no
plans to sell.

“I have no comment,” said the
septuagenarian from his Toronto
office when asked whether he
was selling. “We are not selling.
The world does not know me as a
seller. Our history is that we do
not sell.”

Mr. Frum is said to have
amassed millions of dollars in re-
al estate over the years. He began
his career as a dentist, simultane-
ously working as a developer. By
1970, he was out of dentistry, fo-
cusing strictly on real estate and
developing up to three strip malls
a year at the peak of his real es-
tate career.

In the mid 1990s, Mr. Frum at-
tempted to roll some of his assets
into a real estate investment
trust with a $100-million offering
but it did not sell. In 1996, he sold
1.2 million square feet of retail to
RioCan REIT, whose chief execu-
tive, Ed Sonshine, was Mr. Frum’s
longtime lawyer.

One of Mr. Frum’s more high-
profile real estate forays was an
attempt seven years ago to buy
the SkyDome and its two chief
tenants, the Toronto Blue Jays
and the Toronto Argonauts.

This time, the very private Mr.
Frum may be testing the waters
as commercial real estate prices
are thought to be near the top of
the market.

Sources indicate he has five
malls on the block, including
ones in Cambridge and Alliston,
Ont. Another is located in New
Brunswick.

Speculation is that BMO has
been hired for a “soft listing.”
Trevor Blakely, who was recently
managing partner of Brascan Fi-
nancial Real Estate Group before
being lured to BMO, is handling
the transaction for the bank.

G A R R Y M A R R
Founda t i o n s

Prominent Toronto
developer denies

his empire on block

Frum said to be
‘soft listing’ malls

The soft listing, as opposed to
a signed contract, amounts to Mr.
Blakely pitching the portfolio to
potentially interested parties.

“I wouldn’t say this is ‘A’ real
estate,” said one senior executive
about the properties on the mar-
ket, “but it will attract interest.
He’s probably looking at [record]
prices like everyone else and con-
sidering selling.”

CB Richard Ellis Ltd. is calling
for another banner year for com-
mercial real estate investment ac-
tivity. 

The real estate company said
sales in the office sector led the
way with almost $6-billion in
trade activity in 2005, a 42%
jump from the previous year.

It said Canadian institutional
buyers were major players last
year, helping to drive foreign
buyers out of the market. Foreign
investment in Canadian com-
mercial real estate fell to 9.5% of
all transaction dollars last year,
down from 20.1% in 2004.

“This is expected to continue
in 2006,” said CB Richard Ellis,
predicting large Canadian pen-
sion funds and other institution-
al players will be a market force.

The company doesn’t believe
there is much room for cap rates
— the rate of return investors are
willing to accept — to fall. “The
risk premiums have reached very
low levels,” said CB Richard Ellis.

The company said cap rates
have fallen to 4.25% in some mar-
kets for some classes of real estate.
That’s extremely low given that
Government of Canada 10-year
bonds are trading just below 4%.

Institutions are willing to ac-
cept such a low rate because they
are looking for cash flow, and
there is plenty of upside for in-
vestors as vacancy rates improve.

CB Richard Ellis expects eight
of Canada’s 10 major office mar-
kets to experience declining va-
cancy rates in 2006, the national
rate to drop to 8.5% from 9.2% in
2005.

The industrial sector, which
saw massive construction in
2005, will likely see an increase
in vacancy rates. Still, CB Richard
Ellis says it will only check in at
5.2% in 2006, up slightly from
the 4.9% in 2005.

Financial Post
gmarr@nationalpost.com

Sales to remain strong
without fear of ‘bubble’

VACANCY RATE PLUNGES

Office rents for Calgary’s top-notch buildings soar

ALBERTA, B.C.

MARKETS EXPECTED

TO RETAIN HEAT
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