MULTIFAMILY MARKET ANALYSIS
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Portland State University

So as we roll through the summer here in the Northwest, now is a good time to take
stock of the multi-family market, the progress made so far in 2016, and to begin
forming some predictive thoughts for year-end and early 2017 expectations. The
big picture in national rent rate averages continue to show moderation in annual
effective rent growth in a majority of markets, a trend that started in the fourth
quarter of 2015. The AXIOMetrics second quarter report pegs the national effective
rent growth percentage for this quarter at 3.7 percent, a 43 basis-point decrease
from the first quarter. It also represents a 134 basis-point drop from a year ago.
This quarter’s percentage also breaks a streak of 19 straight months of 4.0 percent
or higher annualized effective rent growth.
Historically, we are still well above the national average, but it is becoming
clearer that we may have reached a peak in this current apartment cycle for rent
growth. Nationally, indicators are pointing to year-end rent growth totals in the 3
percent to 4 percent range for most markets—maybe less in cooler markets, likely
higher in the hottest markets. What is not so clear yet is if we have reached a peak
in cap rate compression, at least not for the Portland MSA.

■ 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 Graduate 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.
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In Portland, rent growth, rental rate growth and occupancy figures mirror
national trends, albeit at more robust levels. AXIOMetrics’ Top 50 U.S. Markets for
annual effective rent growth for the second quarter shows Portland ranked #15 at
5.1 percent. We remain committed to our earlier assessment last quarter 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 the second
quarter. 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 percent to 13 percent, annualized, are
quite unsustainable. So while seeing rates in the 5 percent range may cause one to
pause, Portland will outperform most markets nationally and perform above its
historical averages throughout 2016. On the sales front, decreasing rent growth has
yet to impact cap rates, as year-over-year quarterly cap rates continue to compress;
it remains to be seen if this continues through 2016.

THE NATIONAL PICTURE IN MULTIFAMILY
Nationally, effective rent growth is decreasing in most U.S. markets. Occupancy
is also decreasing. As with the previous quarter, rent growth and occupancy rates
remain well above their historic national averages, but with three quarters of decreasing performance, it is safe to say we are beginning to see a reversion to the
mean in most national markets. AXIOMetrics notes that rent growth has slowed to
3.7 percent.
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Year-over-year performance is clearly pointing to softening markets. The
above chart highlights a post-recession trend that will further deflate growth
averages: annualized softening in the later months of the year. As we can see, this
trend of year-end softening has consistently played out since 2010, and 2016 is on
track to repeat this trend. With an expected softening to occur in the fourth quarter,
we anticipate year-end performance to be at or near 3-3.5 percent for most markets,
numbers still above the historical average of 2.2 percent But not so fast on that
forecasted demise of this current boom in multi-family—many markets are still
performing well above their 2010-2015 averages as noted in the chart below.

Why? A big part of falling effective rent growth and occupancy rates is due to
construction starts. Many consider 2016 to be a peak year in multi-family
construction with a level of starts not seen since the 1980s. In the top 54 U.S.
markets: CoStar predicts 240,000 new units delivered in 2016; another 220,000 in
2017. If these figures holds true, they will represent the fourth consecutive year of
200,000 (or more) units delivered per year, a first since the 1980s. Yet unlike the
1980s, these new units represent a smaller percentage of the overall market. The
current four-year growth period represents approximately 4 percent of the overall
multi-family stock; in the 1980s it represented over 9 percent. So, we do anticipate
some softening of rents in many markets as more supply comes on line, but we will
remain above our historical trends in rent growth, even with truly aggressive
construction starts. The chart below represents new construction totals for all
markets, not just the Top 54.
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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
1Q2016 was 94.8 percent. The national rate for 2Q2016 is 95.2 percent. While this
technically represents a quarterly increase, as one can tell from the chart below, the
normalized annual trends in occupancy almost always decrease through the winter
months. A better representation of decreasing occupancy rates can be seen in yearover-year numbers. Last year’s occupancy percentage was 10 basis-points higher
than the current quarterly figure. The year-over-year numbers specifically for June
show a 13 basis-point drop from 2015. While immediate trends show some
weakness, overall national occupancy numbers are quite healthy. The year-overyear totals, ending in the second quarter of 2016, for the past 3 years are as follows:

MULTIFAMILY MARKET ANALYSIS

STRABIC

58

Regarding national economic trends, the overall numbers continue to
improve ever so slightly on a quarterly basis: U.S. Bureau of Labor Statistics,
seasonally adjusted unemployment through June of 2016, is 4.9 percent, down from
5.0 percent in March. Do note that unemployment is up 0.2 percentage points from
May. The U.S. economy added 272,000 jobs in June, again above the average about
222,000 jobs per month for the proceeding 12 month cycle. On a metro basis,
jobless rates were lower in June than a year earlier in 285 of the 387 metropolitan
areas, higher in 75, and unchanged in 27. Nonfarm payroll employment was up in
329 metropolitan areas over the year, down in 47, and unchanged in 11.
In summary, national apartment rent growth is now slightly lower than
4 percent and it snaps a streak of seven continuous quarters (19 consecutive months)
at or above 4 percent. While this points toward a softening market, the previous
streak was a 20-year record, so perspective is important. The national average for
rents increased to $1,277, representing a slight increase from the first quarter,
which averaged $1,248. The takeaway for the second quarter: softening is occurring
in apartment fundamentals nationally, 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.

PORTLAND APARTMENT MARKET OVERVIEW
In the second quarter of 2016, the multifamily market in the Portland-VancouverHillsboro Metropolitan Statistical Area (MSA) is showing that new construction is
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starting to meet demand, a welcome sign for many renters in the market. Colliers
International is reporting a 96.50 percent vacancy factor for the MSA, which is
roughly the same as in the first quarter. In their May market update, CBRE states a
vacancy factor equal to our first quarter report, or 96.48 percent. Zillow shows a
Portland City rental average of $1,871 per month and a $1,780 per month averge for
the overall MSA. Colliers, which tracked over 200,000 indivdual units, shows a
average monthly rent of $1,151.00.
AXIOMetrics measured the Portland-Vancouver-Hillsboro MSA’s annual
effective rent growth for June 2016 at 5.1 percent; year-to-date rent growth is
6.1 percent. This ends Portland’s run in the Top 10 markets for annualaized
effective rent growth; Portland is now ranked #15 nationally. As with national data,
this change is reflected in new supply, not weaking demand.
Oregon’s economy is still adding jobs. Oregon’s Employment Department
shows a current unemployment rate of 4.5 percent and 4.2 percent for the Portland
MSA. A recent ecomomic forecast by Oregon State economists sees strong job
growth through the end of 2017:
Robust job growth continues in Oregon. Since the beginning of 2013,
Oregon job growth has picked up from around 1.5 to 2.0 percent to
more than 3.0 percent today. The outlook calls for this growth to
persist for another year and a half before longer-run demographic
trends weigh on growth. While consistent with the general character
of recent forecasts, this marks an upward revision to the employment
outlook. Previously our office expected the deceleration in job growth
to happen in early to mid-2017. Now, our office expects this to occur at
the end of 2017. Wages and incomes remain relatively unchanged to
previous outlooks.

On the economic front in Portland, the U.S. Bureau of Labor Statitics show a
Portland MSA unemployment rate of 5.1 percent at the end of June 2016, a slight

MULTIFAMILY MARKET ANALYSIS

STRABIC

60

increase from our last report (4.9 percent). State statitics show a seasonally
adjusted rate of 4.9 percent, but with a year-over year increase of .5 percent. The
information, financial and construction sectors lead the local economy in job growth,
all typically well paying jobs.

TRANSACTIONS
Listed below is a table of significant mutifamily transactions, courtesy of Colliers
International, that have occurred in the Portland area for the second quarter of
2016.

Measuring these sales, we show an average sales price of $27,230,250 with an
average unit price of $166,290 and price/SF of $198.76. The total value of these
transactions exceeds $275 million; the total number of units equals 1,514.
Sperry Van Ness/Bluestone & Hockley’s year-to-date totals of sales transactions
(all product types sales over 450K) show 136 sales equating to $939,570,545 in sales
volume, this represents a 3.5 percent decrease in total sales transactions and
8.4 percent decrease in overall sales volume. Their report shows an average
price/SF of $157.62, and year-over-year increase of 5.5 percent. They show an
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average cap rate of 5.62 percent, representing a compression of 2.4 percent from this
point in 2015.

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/Spring
2016.
Submarket Spring 2016:

MULTIFAMILY MARKET ANALYSIS

STRABIC

Below is a chart of area rents, courtesy of Norris & Stevens, for newer
contruction and exisiting construction, in the Portland MSA.
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PERMITS & CONSTRUCTION
The following information pertains to building permit issuances for the second
quarter of 2016/year-end totals for projects with five or more private housing
units only, as tracked by the U.S. Census Bureau.
Year-to-date totals show the Portland-Vancouver MSA issued 95 building
permits for structures of five units or more, equaling 3,813 units. Second-quarter
and year-to-date permit totals (including Clark Co.) for the five areas surveyed are:

Area
City of Portland
Multnomah County
Clackamas County
Washington County
Clark County, WA
Area
City of Portland
Multnomah County
Clackamas County
Washington County
Clark County, WA

2Q Total Permits 2Q Total # of Units
17
753
18
777
11
151
13
86
13
180
YTD Permits
33
34
15
27
19

YTD # ofUnits
1,659
1,683
386
1,482
262

NEW CONSTRUCTION
The following totals and samples are courtesy of the spring 2016 Barry Apartment
Construction Report.
Total Units Proposed and Under Construction
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Total Projects Proposed and Under Construction

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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