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Examining Canadian commercial real estate and how central
banks use gold bullion
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As central banks buy more gold for their reserve portfolios,
you may wonder whether gold could offer value as an inflation
hedge in your investment portfolio. Including some gold in
your long-term investment strategy could help to preserve
the purchasing power of your savings over the long run.

The World Gold Council’s latest Gold Demand Trends report
reveals in the first quarter of 2023, central banks globally
bought a combined 228 tonnes of gold. That's a first-quarter
record high.

Gold retains its value over the long term and
is considered a safe-haven investment

Central banks in developed and developing economies have
been buying gold because gold is considered a safe-haven
asset for investors who want a potential hedge against
inflation. As a finite physical commodity whose supply can't
easily be increased—Ilike any other limited natural resource—
gold tends to retain its value over the long term.

Gold is highly liquid and carries no credit or counterparty
risks, reducing the risk of financial loss in holding it. Gold

is also one of the few assets with no correlation to stocks,
meaning it's unlikely to fall in value in tandem with the stock
market. As such, gold is a store of value that could act as a
potential hedge in times of heightened equity market volatility
or persistent inflation.

Central banks are buying more gold in their reserve portfolios
as an inflation hedge—what you need to know

Senior Analyst, Equities Research, CIBC Asset Management
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Gold can help investors hedge against
inflation risks

Gold has been an essential holding in the financial reserves
of nations for centuries, helping to facilitate economic and
financial stability. Central banks increased their purchases
of gold in the first quarter of 2023 as global economic
uncertainty increased and inflation remained elevated.

Volatility from US regional bank failures added another
element of uncertainty to financial markets. Since gold is
considered a hedge against inflation, more investors have
considered including it in their long-term investment portfolios
to help preserve the purchasing power of their savings over the
long run. There are many ways to invest in gold. These include
purchasing physical gold (such as coins or bars) or buying

mutual funds, ETFs, or the stocks of companies involved in
the mining or production of gold.

Talk to us about the role gold could play in your overall
investment strategy. We can tell you how to gain exposure
to gold and how much of your portfolio you should consider
allocating to it.
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 https://www.gold.org/news-and-events/press-releases/robust-central-bank-buying-bolsters-first-quarter-demand
https://economics.cibccm.com/cds?id=a967039c-d355-4460-a54d-2b0d0eeca1f1&flag=E
https://www.cibcassetmanagement.com/email/assets/documents/pdfs/CAM-Confidence-Canadian-Banks-EN.pdf?utm_source=linkedin&utm_medium=social&utm_content=2226445&utm_campaign=1064398&hss_meta=eyJvcmdhbml6YXRpb25faWQiOiAxMjM5LCAiZ3JvdXBfaWQiOiAxMDY0Mzk4LCAiYXNzZXRfaWQiOiAyMTk2NDgyLCAiZ3JvdXBfY29udGVudF9pZCI6IDExMzQ5Mzg2MiwgImdyb3VwX25ldHdvcmtfY29udGVudF9pZCI6IDE3ODE1NTIyOX0%3D
https://www.cibc.com/en/personal-banking/investments/precious-metals-purchasing.html
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By David Andrich, CFA

Although investors and lenders are facing several challenges
in the Canadian commercial real estate (CCRE) market, when
compared to similar commercial properties in the US, our real
estate market north of the border may prove to be generally
more resilient. There are several reasons for this. First, lenders
of Canadian commercial mortgages have the ability to seek
recourse. Second, Canadian owners have access below-market
rates for certain asset classes, such as multi-family via CHMC
financing. Third, the ownership of CRE in Canada is more
consolidated, particularly for office properties.

Let's take a look at some of the challenges facing the Canadian
commercial real estate market and some of it's advantages
relative to the US.

Current challenges in the Canadian commercial
real estate market

The first challenge for CCRE is the widespread adoption of
hybrid or remote employment since the pandemic and the
decline in demand for office space it is causing. The spike in
vacancy rates is strong evidence of a shift in the demand curve
for office space.

Increased vacancies occurred during a strong economy with near-
record employment. Typically, spikes in office vacancies occur
during economic downturns. If Canada sees a softening of the
economy over the next 12-18 months, it will only push vacancies

Why Canadian commercial real estate could prove
relatively resilient compared to the US

Senior Equity Research Analyst, Portfolio Management & Research, CIBC Asset Management

higher—never mind that new supply is still coming online in
markets such as Toronto.

Vacancies are increasing in Canada's two largest office markets.

In Canada's two largest office markets, Toronto and Vancouver,
vacancies have increased from 4% and 4%, respectively, at the
end of 2019, to 18% and 15% currently. In certain cities such as
Calgary, vacancy in downtown office space has risen to 27%.

What happens when properties get refinanced at higher
commercial mortgage rates?

On top of a reduction in demand for office space, and some
office-related retail segments, many property types will
face challenges as they get refinanced at materially higher
commercial mortgage rates.

We see the impact of higher financing costs in the US, where
some CRE owners are walking away from assets when the cost
of the interest payments exceeds the revenue generated.

Recourse available to lenders should help to support
commercial real estate values in Canada.

In the US, commercial property loans typically have little or
no recourse. As a result, owners can make a purely economic
decision to walk away from a negative-yielding asset. In
Canada, however, that is usually not an option. In Canada,
there is typically some recourse available to the lender, and a
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https://www.cbre.ca/press-releases/canadas-office-vacancy-rises-further-in-first-quarter
https://www.cbc.ca/news/canada/calgary/calgary-downtown-vacancies-drop-1.6732828#:~:text=28-,A%20new%20report%20from%20commercial%20real%20estate%20broker%20Avison%20Young,the%20fourth%20quarter%20of%202021.

borrower cannot simply walk away. This will limit the number of term target return. Either way, the consolidated ownership of
liquidation sales by banks, and it should help to support asset CCRE should provide resiliency in times of stress.

values in Canada. ) ) )
In summary, while Canada’s Commercial real estate faces several

challenges over the months and years ahead, it could still prove

Advantages of Canadian commercial real estate .\ tively resilient compared to the US,

Another reason why CCRE should prove to be more resilient Investors typically invest in this sector through commercial estate
during economic uncertainty is because of the consolidated investment trusts (REITs), which trade like stocks on public
ownership of office space by large institutional owners that can exchanges, or through mutual funds or ETFs.

afford to carry some assets at a negative yield for longer than

private owners. Alternatively, they could fully finance a property Talk to us about whether commercial real estate could be a good
via internal cash flows if the interest cost is similar to their long- fit for your long-term investment strategy.

At CIBC Asset Management, we believe that every customized investment solution
begins with research and rigour. We specialize in a variety of investment solutions

such as equities, fixed income, currency management, liability-driven investments,
asset allocation, and responsible investments.
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Across a spectrum of investment solutions, we commit to best-in-class research.
Dedicated sector and regional analysts focus on industry research and security-specific
idea generation. Our investment professionals leverage deep and diverse expertise by
sharing proprietary research across asset-class teams. By sharing insight across asset
class teams, we maximize opportunities to add value to our client portfolios.

We provide our clients with our research insights and expertise on industry issues and
themes that matter most to them.

Contact us any time

To learn more about CIBC Asset Management and our investment solutions, please contact your advisor.
For more insights, connect with us on LinkedIn and Twitter.

The views expressed in this document are the views of CIBC Asset Management Inc. and are subject to change at any time. CIBC Asset Management Inc. does not undertake any obligation or
responsibility to update such opinions. This document is provided for general informational purposes only and does not constitute financial, investment, tax, legal or accounting advice nor does
it constitute an offer or solicitation to buy or sell any securities referred to. Individual circumstances and current events are critical to sound investment planning; anyone wishing to act on this
document should consult with his or her advisor. All opinions and estimates expressed in this document are as of the date of publication unless otherwise indicated, and are subject to change.

Certain information that we have provided to you may constitute “forward-looking” statements. These statements involve known and unknown risks, uncertainties and other factors that may
cause the actual results or achievements to be materially different than the results, performance or achievements expressed or implied in the forward-looking statements.

CIBC Asset Management and the CIBC logo are trademarks of Canadian Imperial Bank of Commerce (CIBC), used under license.

The material and/or its contents may not be reproduced without the express written consent of CIBC Asset Management Inc.
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