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The 2018 Portland multifamily theme is stability as the
economic market moves through the seasoned expansion
cycle. Portland is having one of the busiest construction
years in history with the new supply of apartments causing
rents to decline and vacancy to increase. Sale transactions
are down, meanwhile strong investor interest continues to
remain and for-sale inventory is low.
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SUPPLY AND
PERMITS

Portland residents’ stress from historically high rental rates find relief in the current new
supply of apartment permits. As of February 2018, there were approximately 10,000 units
in 81 projects (of 20 or more units) in the current development pipeline. Indeed, Portland
saw the busiest year ever for apartment construction in 2017, the only exception being
the early 1970s—a 35.1 percent increase from the previous year. Overall this activity has
put Portland in the number nine spot in the nation for multifamily permits for January
2018.
Figure 1: Top Metros for Multifamily Permits Year-Ending January 2018

Source: RealPage

The current demand for apartments is about 4,500 units per year, but absorption does
not seem to be a concern with the influx of new residents that are expected to move
to Portland next year. Instead, Portland may need to build considerably more housing
than it already has. This could prove to be difficult however, with market factors such as
higher construction costs, high land values, tighter lending standards, stabilizing rents and
Portland’s saturated construction market where available general contractors, vendors,
and suppliers are scarce—all of which affect development feasibility.
Although the current amount of construction permitting seems overwhelming, future
development may dry up. It is uncertain whether the permitted or proposed projects
will be funded or delivered. It is important to note that this higher-than-normal amount
of apartment construction permitting is attributed to the onset of the City of Portland’s
inclusionary zoning mandate. One year after the mandate was introduced, there were
only 17 project filed subject to inclusionary zoning requirements, twelve of which
were privately financed. This rate of new application filing is significantly slower when
compared to other years.

RENTAL RATES &
VACANCY
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The current vacancy is 4.85 percent, which is higher than the 4.37 percent vacancy rate
six months ago. Most of the highest vacancies are in the close-in urban submarkets where
the highest volume of the building is occurring. Rents have stabilized over the last quarter,
down 0.3 percent, which is the first time the total average rent rate has dipped since
2010.
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RENTAL RATES &
VACANCY

Figure 2: Portland Rent Level and Growth

Source: Costar Market Analytics

Portland’s decline in rent growth represents one of the sharpest declines in the nation
at 1.5 percent over the last year. The two main reasons for this decline in apartment
rent growth is thought to be caused from the increase in supply and local pro-tenant
legislation. Senior Oregon Economist, Josh Lehner, confirms this dip in rental rates by
writing, “housing affordability has stopped getting worse for most residents. As rents slow
and incomes grow, affordability is set to improve over the next few years.”
Figure 3: Bottom 20 Rent Growth Markets

MARKET METRICS

Source: Costar’s State of the Multi-Family Market - Q1 2018 Review & Forecast Webinar

From a historical standpoint however, since 2010, Portland’s rent growth is among the top
five metros in the nation. The others being San Jose (a 52.4 percent increase), Oakland
(51.1 percent), San Francisco (48.6 percent), Denver (48.3 percent) and Portland (45.5
percent). This compares to the U.S. average apartment growth of 28.5 percent since
2010.
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CONCESSIONS

With the increase of vacancy, concessions are beginning to become more common.
Over 10 percent of all properties are offering rental incentives, which is almost double
from the amount offered six months ago. Concessions are no longer limited to high
end apartments, but have become more prevalent in the existing supply of apartments.
Occupancy is still very healthy, hovering around 95 percent. The chart below shows a
forecast period of declining vacancies in upcoming years, perhaps due to a balance
between the projected deliveries that will drive vacancy upward and the inflow of new
residents.
Figure 4: Annual Occupancy Rate

Source: Axiometrics

SALE ACTIVITY
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The first quarter of 2018 saw 62 total sale transactions, a significant weakening from the
last three quarters, which had over 100 transactions. With 53 total sales in April however,
the second quarter of 2018 is projected to bounce back into balance. The capitalization
rate average declined to 5.15 percent last quarter and the median price per unit was
$152,000, compared to $160,895 last quarter. Falling capitalization rates and a historically
high price per unit (although lower than last quarter), demonstrates that apartment values
are increasing. According to the Barry Report, values have increased 20-25 percent with
virtually no submarkets showing flat or decreasing values. An exception is unreinforced
masonry buildings, which this type of construction could reduce property values as much
as 5 percent.
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SALE ACTIVITY

Figure 5: Number of Transactions

Source: Multifamily Northwest Spring 2018 Apartment Report

Figure 6: Median Price Per Unit (In Thousands)

Source: Multifamily Northwest Spring 2018 Apartment Report
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INTEREST RATES

The Federal Reserve is expected to raise interest rates by three quarters to one point this
year and next. The implication of rising interest rates on multifamily will make it harder to
refinance and less capital will be available for developers, investors and property owners,
thus further slowing economic expansion.
Overall Portland continues to attract outside investment. The key fundamentals of
superior yields, steady growth from the tech industry, strong in-bound migration of young,
working-age households aged 20-34 years old, a low unemployment rate, low historical
interest rates and “cool factor” contribute to Portland’s healthy economy. According to
CBRE’s 2018 Investor Intentions Survey, Portland tied for ninth place in the nation for
“best metros for investment.”
Figure 7: Top Ranked Metros for Investment

Source: CBRE 2018 Investor Intentions Survey

THE SHIFT TO
SECONDARY
MARKETS

The significantly higher returns outside of the Portland metro has created a demand from
investors to capitalize in these areas. This matches Portland Monthly’s Neighborhoods by
the Numbers 2018: The Suburbs, analysis which measured the appreciation of median
home sale prices from 2016 to 2017. Portland had the lowest appreciation at five percent,
compared to Scappoose which had the highest appreciation of 23 percent.
Jared Whipps, Vice President at CBRE specializing in Multifamily Investment Properties,
speaks further on the shift toward secondary markets, stating: “we will still see demand
for quality product, close-in. Small investors have started to seek cash-flow investments
in the outer markets in preparation for a correction in the economy vs. the investment
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THE SHIFT TO
SECONDARY
MARKETS

strategy of buying and flipping value-add properties.” This shift has caused prices to rise
distinctly in secondary markets like Salem, Eugene, Corvallis, Albany, and Bend.

FORECAST

Rental rates will continue to decline and vacancy will increase as new units are delivered
in the coming years. Increased building will occur outside of the urban core where
traditionally most of the construction has been concentrated. Apartment values will
continue to swell along with operating expenses, which in the past has increased an
average six percent year-over-year. Rentership will be heading toward an even split
between renter and homeowner households as young new residents continue to move to
Portland. For-sale inventory for apartments will remain low, as demand remains high. The
number of sale transactions are expected to catch up from a slow first quarter.
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Another notable growth trend in secondary markets are the population increases in cities
such as Happy Valley, which had an increase of 28.3 percent from 2013 to 2017, 18.5
percent in Molalla, 12.8 percent in Wilsonville and 10.8 percent in Bend. This compares to
Portland which had a 7.9 percent increase in population between the years 2013 to 2017.
This could suggest a trend of increased apartment building in suburban markets in the
coming years—especially for East Multnomah, Washington, and Clark counties.
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