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As of the date of this publication, our regional economy is reaching full employment
and producing strong wage growth. Additionally, we find ourselves witnessing multifamily construction starts not seen since in recent memory and construction cranes
seem to be on every corner in the central city. These levels of multi-family
construction are starting to have a near-term impact on rent concessions and
vacancy levels, especially so in close-in submarkets. Longer-term impacts are more
opaque, but sustained performance in apartments will need to rely on a continued
increase in single-family pricing, a continuation of strong in-migration, interest
rates, and minimizing the impact of regulatory burdens on development and rent
controls.
What does all this mean for near-term performance in apartments? The probable
answer is more of the immediate trends: increasing concessions and lower rent
growth in the best submarkets, strong rent growth in markets with lower unit
pricing and less pressure from new construction.
Like Portland, national trends continue to show moderation in annual effective
rate of rent growth, a trend that started in Q42015. The AXIOMetrics 3Q2016 report
■ Marc Strabic is a current Master of Real Estate Development candidate through a
joint program of Portland State University’s School of Business Administration and
School of Urban Studies and Planning, as well as a commercial broker with HSM
Pacific Realty. He is the 2016 Multi-Family Student Fellow at PSU’s Center for Real
Estate. Any errors or omissions are the author’s responsibility. Any opinions expressed are those of the author solely and do not represent the opinions of any other
person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016

53

MULTIFAMILY MARKET ANALYSIS

STRABIC

54

shows the national percentage at 3.0%, a decrease from 3.7% in 2Q2016. It also
represents almost a 2 percentage-point drop from a year ago, 3Q2016. Historically,
we are still above average performance, with effective rent growth still occurring in
most markets, albeit at slower levels.
Here in Portland, rent growth, rental rate growth and occupancy figures mirror
national trends, albeit at slightly more robust levels. AXIOMetrics’ Top 50 U.S.
Markets for annual effective rent growth for 3Q2016 shows Portland ranked #14 at
1.9% (Quarter). We remain committed to our earlier assessment in 1Q2016 that we
will not see major shifts in the multi-family market this year, but like the national
figures, Portland continues to soften in annualized rent growth for 3Q2016. When
looking at year-to-year changes in the rent growth rate, Portland is cooling quite
rapidly, but it is important to keep in mind historical trends and recent performance
in multi-family markets. As we have stated in previous reports, annualized effective
rent growth rates of 9-13% are quite unsustainable. Yet, Portland will outperform
most markets nationally in 2016 and Portland remains a great market to own multifamily investments.

THE NATIONAL PICTURE IN MULTIFAMILY
Nationally, effective rent growth and occupancy continue to decrease in
3Q2016. As with the previous quarters, rent growth and occupancy rates remain
above their historic national averages, but with four consecutive quarters of decreasing performance, we can accurately determine that a reversion to the mean is occurring in most markets nationally.
With national employment and wage growth indicators remaining on an upward
trend, it is likely that compression in rent growth and occupancy levels are really
the result of large-scale apartment construction, as well as a return to vibrant levels
of single-family construction in many major markets. The record rent growth percentages of 2014 and 2015 were not sustainable in the long-term, and it remains to
be seen how the current economic trends will offset an influx of new supply, a record
year of new units not seen since the early 1980’s.
In many markets, concessions are on the rise and supply is closer to meeting demand, if not already surpassing it. All of this points to continued softening in vacancy levels and rent growth for most national markets. Having stated this, we are still
seeing long-term trends that benefit apartment investors beyond the absorption
pressures of late 2016 and likely all of 2017: Millennials remaining in apartments
longer than previous generations, the continuing trend of Baby Boomers selling single family homes for smaller, more manageable apartments and the cost of singlefamily housing remaining high, especially in coastal markets. AXIOmetrics notes
that rent growth has slowed to 3.0%. Down from 3.7% the previous quarter and
down 1.8% year-over-year from 3Q2015. Concessions are up in most markets as detailed by the chart below.
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As we have detailed in previous reports, annual performance in rent growth
tends to soften at year’s end, as the holidays and weather reduce the likelihood of a
move, but even with the annualized softening in the later months of the year, we can
see by the charts below and above, this trend of year-end softening is not the only
cause for lowering effective rent growth rates. In fact, rent growth rates have fallen
for four consecutive quarters nationally.

And a big part of falling effective rent growth and occupancy rates is due to
construction starts. 2016 is now officially considered to be a peak year in multifamily construction with a level of starts not seen since the 1980’s. U.S. HUD
statistics predict 337,000 new units delivered in 2016 and another 272,000 in 2017.
It is important to note that 2015 saw 267,000 deliveries and 2016 will represent the
fourth consecutive year of over 200,000 units per year. We do anticipate some
softening in many markets as more supply comes on line, likely through 2017, but
we remain above our historical trends in rent growth, even with truly aggressive
construction starts.
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Occupancy rates provide an effective way to evaluate the overall health of the
market. According to AXIOMetrics, the national average in occupancy rates for
2Q2016 was 95.2%. The national rate for 3Q2016 is 95.1%, essentially unchanged.
While this points to stability, it represents a year-over-year decrease from 2015, as
well as 2014. The changes in occupancy are greater in some of the hotter apartment
markets, possibly from historical levels of new starts as a response to equally
historic increases in demand and rental rate growth. As one can tell from the chart
below, the normalized annual trends in occupancy almost always decreases through
the winter months. The year-over-year totals, ending 3Q2016, for the past 3 years
are as follows:
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Regarding national economic trends, the overall the numbers continue to
improve ever so slightly on a quarterly basis: U.S. Bureau of Labor Statistics,
seasonally adjusted unemployment through October of 2016 is 5.0%, up from 4.9% in
June. Do note that unemployment is up .2 percentage points from May. The U.S.
economy added 156,000 jobs in September, below the average about 222,000 jobs per
month for the proceeding 12 month cycle. The charts below are used courtesy of the
US Bureau of Labor Statistics.

In summary, national apartment effective rent growth average is now slightly
lower than 3%. The national average for rents increased to $1289, representing a
slight increase from2Q2016 which averaged $1,277, but concessions are rising, rent
growth continues to slow and occupancy is started to decrease in markets where
construction starts are the highest. The takeaway for 3Q2016 is: softening is
occurring in apartment fundamentals nationally and will likely continue into 2017,
but do not mistake the downturn in growth rates to indicate that a major shift in
market fundamentals is underway. Many markets are still well above their
historical averages and the national totals themselves remain above historical
averages. Once the new construction is absorbed throughout 2017, expect a return to
healthy rent growth, so long as wage and job growth continue as anticipated.

PORTLAND APARTMENT MARKET OVERVIEW
In the third quarter of 2016, the multifamily market in the Portland-VancouverHillsboro Metropolitan Statistical Area (MSA) is showing that new construction is
starting to meet demand, and this does not take into account what is in the construction pipeline. Multifamily NW’s bi-annual report shows 3,000 units delivered in
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the MSA over the last six months. Incredibly, there is another 10,000 units under
construction now. The report also states another 28,000 units proposed, but with
concessions and vacancy increasing due the increased supply, it seems unlikely that
a majority of these proposed units actually get constructed in the near-term. We are
still anticipating job and wage growth rates above the national average, and inmigration continues at a healthy clip, but with so many units coming on line, possibly the only check on the inevitable deceases in demand this level of new supply will
generate is Portland’s high cost of single-family housing.
The cost of the MSA’s single family housing is again reaching peak/pre-recession
values; apartment investors are going to see strong demand for multi-family housing
continue with the costs of single-family units remaining high. According to CaseShiller, Portland has experienced 11 straight months of single-family housing price
increases and currently leads the country in overall price growth (effective rates).
Portland’s single-family housing values is up 11.7% year-over-year and so long as
these trends continue, it will remain difficult for first-time buyers to enter into the
market, or existing owners to upgrade. With the high levels of supply coming on line,
investors should keep a close eye on the regional economy and interest rates that
could alter housing prices, but for now, we anticipate moderate rent growth, slightly
increasing concessions and vacancy rates to remain stable through the balance of
2016 and likely well into 2017. Below is a chart from AXIOmetrics on recent deliveries and rents:
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Multifamily NW is reporting a MSA vacancy rate of 3.71%. Of the twenty
submarkets they track, only five recorded vacancy that decreased from the previous
spring report; fifteen recorded increased vacancy. The submarkets that experienced
decreases are either in markets considered more affordable than central city
submarkets, and/or are experiencing less new construction than central city
submarkets. The CBD now a vacancy rate of 4.6%, one of the highest of the
submarkets in the MSA, NW Portland has the highest with 5.4%. Clearly, new
construction is having an effect on demand. Courtesy of Multifamily NW:

AXIOMetrics measured the Portland-Vancouver-Hillsboro MSA’s annual effective rent growth for this quarter 2015 at 6.1% (YTD). As of 3Q2016 effective rent
growth (YTD) stands at 6.7%. But look closer at close-in submarkets where the majority of new construction is occurring and you get a much different picture. Close-In
Northwest records .4% annualize rent growth; Close-In Northeast stands at 2.1%.
Colliers International is reporting annualized effective rent of 7.5% (Year) and Multifamily NW is showing a 10.5% rate (Year). Variables in these reports can be attributed to different measuring sources, but all three reports show the same trend:
our MSA growth rates are being carried by lower-cost, lower-new construction outlying submarkets. These submarkets are experiencing strong rent growth as renters
increasingly are looking at outlying areas to reduce housing costs. In all higher-cost,
high-construction submarkets, rent growth has slowed dramatically.
This data of course puts Portland’s outside of the Top 10 markets for annualized
effective rent growth; Portland is now ranked #18 nationally (Year); three spots lower on the Top 25 list than our last quarterly’s publication. As with national data, this
change is reflected in new supply, not decreasing demand.
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EFFECTIVE RENTS
Below are representations of average rents per square foot and average vacancy
rates for the Portland MSA submarkets, as compiled by Multifamily NW in its most
recently published survey. Both charts are from their Bi-Annual Report/Fall 2016.
Submarket Fall 2016:

ECONOMIC SUMMARY
Oregon’s economy: Oregon’s Employment Department shows a current unemployment rate of 5.1%; 5.2% for the Portland MSA. Both numbers represent slight
increases from our previous report. A recent economic forecast by Oregon State
economists sees strong job growth through the end of 2017 and attributes these
slight increases are due to layoffs at Intel, anxiety over the impact of Measure 97 if
passed and strong wage increases that have led to a tighter employment market
overall.
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On the news of wage increases locally, the U.S. Census shows an Oregon median
household income level of $61,000, or 8% above the national benchmark. At the
same time, per capita personal income is 9% below the national average, indicating
that income growth has not been evenly distributed across income levels.
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TRANSACTIONS
Listed below is a table of significant mutifamily transactions, courtesy of Colliers
International, that have occurred in the Portland MSA/3Q2016:

Measuring these sales, we show an average unit price of $173,746 and price/SF
of $183.27. The total value of these transactions exceeds $391 million; the total
number of units equals 2,121.
Sperry Van Ness/Bluestone & Hockley’s year-to-date totals of sales transactions
(all product types sales over 450K) multi-family sales equating to $1,458,498,795 in
sales volume, this represents an 18.2% decrease in overall sales volume through this
point in 2015. Their report shows an average price/SF of $159.17, and year-over-year
increase of 7.6%. They show an average cap rate of 5.59%, representing a
compression of 4.9% from this point in 2015.
ABR Winkler reports for 3Q2016 a decrease in the average price per square foot
of $120.18, an increase in the median cap rate of 5.61%, and an increase in average
per unit sales price of $102,683. According to his research, overall sales volume
continues to fall:
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PERMITS & CONSTRUCTION
The following information pertains to building permit issuances for the Third
Quarter of 2016/year-to-date totals for projects with five or more private housing
units only, as tracked by the U.S. Census Bureau. Year-to-date totals show that the
Portland-Vancouver-Hillsboro, OR-WA MSA issued 172 building permits for
structures of five units or more, equaling to 4,984 units. 3Q2016 & year-to-date
permit totals (including Clark Co.) for the five areas surveyed are as follows:
Barry Report, Fall 2016:
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NEW CONSTRUCTION
The following totals and samples are courtesy of the Fall 2016 Barry Apartment
Construction Report.
Total Units Proposed and Under Construction

Total Projects Proposed and Under Construction
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Sampling of proposed projects
North Portland
Name
N. Harbor Apts
Interstate Bowling Site
Mississippi

Close-in Eastside
Name

Address

City

N Harbor Way & N. Anchor

Portland

Units Complete
264

proposed 3-5 story podium

6049 Interstate

Portland

180

proposed 4-story mixed use

3403 N Mississippi

Portland

175

proposed Mixed use development

Address

City

Oregon Square

800 NE Oregon

Portland

Units Complete
1,030

proposed 4 high rise towers

Lloyd Movie Apts

1510 NE Multnomah

Portland

980

proposed multiple buildings

Burnside Bridgehead

139 SE MLK

Portland

343

proposed 12 story construction

NE 20th Apts

518 NE 20th

Portland

230

proposed 5-6 story construction

Close-in Westside
Name
PSU Apts
Conway Apts
BRIDGE Housing
Glisan Tower

Suburban Westside
Name

Address

City

325 SW Harrison

Portland

Units Complete
424

proposed 15 stories with grocer

Notes

Notes

Notes

1621 NW 21st

Portland

370

proposed Mixed use development

2095 SW River Pkwy

Portland

365

proposed 5 story construction

1430 NW Glisan

Portland

273

proposed 14-story development

Address

City

Barnes & Cedar Hills

Portland

600

proposed mid-rise construction

Johnson Creek, 2 sites

Barnes & Cedar Hills

Portland

1025

proposed mid-rise construction

Sunset Hills

6400 SW Canyon Rd/

Portland

267

proposed garden style construction

22180 NW Burch

Hillsboro

252

proposed 54 acre site

Holly Site

Orenco Woods

Suburban Eastside
Name
Wood Village Apts
Gateway Apts

Suburban South
Name

Units Complete

Units Complete

Notes

Address

City

NE 223rd & Glisan

Wood Village

168

proposed

887 NE 102nd

Portland

160

proposed Mixed use development

Address

City

Eagle Landing

10220 SE Causey

Happy Valley

400

proposed Planned residential development

Beavercreek Apts

19896 Beavercreek

Oregon City

180

proposed Live work units included

Clark County
Name

Units Complete

Notes

Address

City

11911 NE 119th

Brush Prairie

332

proposed garden style construction

Waterfront

1000 Columbia St

Vancouver

150

proposed

192nd Apts

192nd & 20th

Vancouver

292

proposed four buildings

Brush Prairie Apts

Units Complete

Notes

Notes
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