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Vacancy Pushes Higher
Following Extended Decline

Highlights

* Muliifamily developers continued to bring
new projects online during the third quarter,
ultimately pushing the vacancy rate higher.
While vacancy rose in recent months, asking
rents trended higher at a steady pace.

o After falling for five consecutive quarters, the

vacancy rate increased in the last three months,

rising 50 basis points during the third quarter to
5.1 percent. Year over year, the rate improved
by 60 basis points.

e Asking rents in Ausfin continued to push higher in
recent months, rising 2 percent during the third
quarter to $1,546 per month. Year over year,
local apartment rents are up 12.9 percent.

* The pace of multifamily transactions slowed
by 35 percent from the second quarter to
the third quarter. In sales where pricing was
available, the median price fo this point in
2022 is $221,700 per unit, up 7 percent from
the median price in 2021.

Austin Multitamily Market Overview

The Austin multifamily market recorded a mixed
performance during the third quarter as vacancy
rose for the first time in nearly two years and
asking rents continued fo climb. Local vacancy
trended higher in recent months after falling by
more than 250 basis points since the beginning
of 2021. Despite the recent uptick, the rate
remains well below the region’s long-term
average, allowing operators fo continue to

raise rents. Apartment rents pushed higher for
the sixth consecutive quarter, and annual gains
have exceeded 10 percent in each of the past
four quarters. The sfrong performance and
expectations for future demand are driving supply
growth; multifamily developers are working on
new projects throughout the region with nearly

21,000 units currently under consfruction.

Investment demand for local multifamily properties
remains heightened, but there is some uncerfainty
about the impact of higher capital costs on cap
rates. Sales activity showed some signs of cooling
during the third quarter. While the number of
properties changing hands confinued fo decline
in the last three months, deals are sfill faking place.
Transactions occurred throughout the metfro area
fo this point in the year, with a concentration of
activity in Northeast Austin and Riverside. In sales
where pricing was available, the median sales
price through the third quarter was $221,700 per
unit, up / percent from the median price in 2021.
The fransaction mix in the last three months consisted
almost entirely of Class A and Class B assets, a
common frend in Austin that reflects the sale of

many newly constructed projects.
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Employment

e Employment growth in Austin accelerated in the third quarter Em IO ment rOW’fh in Austin
with the addition of 19,100 jobs during the period. Year ‘ ‘ ploy 9
over year, the local labor market expanded by more than accelerated in the third qUCII’feI'.

65,000 positions, a gain of 5.5 percent.

e Austin’s large, high-wage, white-collar industries confinue

to drive growth in the region. The professional and business
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stage for additional gains in 2023. The Austin labor market
is on pace fo add 55,000 workers in 2022, an annual
increase of 4.5 percent.

Sources: Northmarg, Bureau of Labor Statistics

Development and Permitting

‘ ‘ Year to date pro]ec’rs ’roto|ing * Developers continued to bring new projects online during the
! third quarter with the completion of more than 1,200 units. Year to
nea rly 6,200 units hGVG date, projects fotaling nearly 6,200 units have been complefed.
been Complefed, e Projects totaling approximately 20,900 multifamily units are

currently under construction throughout the Austin area, up
80 percent from one year ago. Several projects currently under
construction are slated to be completed by year end.

Development Trends e Permitting slowed in recent months as developers pulled permits

10000 for 4,475 multifamily units during the third quarter, down from

9,000 8,300 permitted units in the second quarter. Year fo date,
8,000 developers have pulled permits for nearly 18,300 units, down
g 7000 about 6 percent from the same period in 2021.
% 6,000
g 5000 e Forecast: Projects tofaling approximately 9,500 units are forecast
g 400 to be delivered this year, up 18 percent from the market's long-
- zgz term average. Developers are bringing new projects to the market
- to meet rapid population growth and renter demand for housing.
7 2017 2018 2019 2020 2021 YTD 2022 Forecast 22

Sources: Northmarg, Reis
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Vacancy

The vacancy rate frended higher during the third quarter after
falling to an eight-year low in the previous period. The rate rose
50 basis points in the last three months to 5.1 percent. Vacancy
averaged 5.9 percent from 2017 to 2021.

Year over year, local vacancy improved by 60 basis poinfs.
While vacancy fightened throughout the mefro area in recent
quarters, some of the strongest improvements occurred in the San
Marcos/ North Hays County submarket, where the vacancy rate
tightened by 200 basis points in the past year to 4.5 percent.

Most of the vacancy improvements in the past 12 months occurred
in upper-tier properties. The vacancy rate in Class A units dropped
70 basis points in the last year to 5.3 percent. With Class A
vacancies low and absorption elevated, developers will continue
fo move new projects through the pipeline.

Forecast: The vacancy rate is expected fo inch higher in the
coming months, finishing 2022 at 5.3 percent, mafching the figure
from the end of 2021. This rate is near the low-end of the market's
average vacancy rate; vacancy in Austin has not closed a year
below 5 percent since 2013.

Year over year, local apartment
rents climbed 12.9 percent.

Rent Trends
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Year over year, local vacancy
improved by 60 basis points.
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Rents

* Asking rents in Austin continued to increase during the third
quarter, marking ifs sixth consecutive period of healthy growth.
During the past three months, average rents rose 2 percent to

$1,546 per month

¢ Although the pace of rent growth is not repeating the rapid gains
recorded during 2021, rents confinue to rise at a healthy rate.
Year over year, local asking rents climbed 12.9 percent, one of
the strongest gains in the nation.

* Austin's most expensive submarket, Central, has recorded significant
gains in recent quarters. During the past 12 months, asking rents in
the Central submarket rose 10.8 percentto $1,968 per month. The
Central submarket includes dozens of high-rise apartments that
command some of the highest rents in the market.

* Forecast: Apartment rents in Austin are projected fo trend higher
af @ more modest pace in the fourth quarter. Llocal asking rents are
expected fo rise nearly 8 percent in 2022 to $1,565 per month.

Northmargq Investment Sales
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Mu|ﬁfqmi|y Sales (44 The median sales price thus far in
2022 is nearly $221,700 per unit.

* The rising inferest rafe environment has restricted some
fransactions in recent months. The number of properties
that fraded in Austin during the third quarter declined

35 percent from the previous period. Additionally, deal Investment Trends
volume year to date is down roughly 13 percent from the
same period last year. $280
& $240
e Prices have come down slightly in recent months but 3
remain above last year's figure. In transactions where = $200
pricing was available, the median sales price thus far in ?J $160
2022 is nearly $221,700 per unit, up 7 percent from the g,' $120
median price in 2021. =
s $80
* Cap rafes have inched higher in recent months. Affer 2 $40 I
remaining between 3.5 percent and 3.75 percent in the 2
first half of the year, cap rates averaged around 4 percent $0
17 18 19 20 21 YTD 22

during the third quarter.

Sources: NorthMarg, CoSta
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Looking Ahead

With vacancy remaining relatively low and asking rents continuing

fo record sfrong gains, the multifamily market in Austin is sef to finish
the year on a fairly high note, stabilizing the outlook for 2023. Gains
in the coming quarters will occur at @ much more modest pace than

in prior periods. Supply growth could outpace net move-ins in the
coming months, resulting in a modest uptick in the vacancy rate. While
the pace of supply is predictable, the most uncertainty surrounds renter
demand. Austin is well-positioned for confinued demand growth as
companies continue o bring thousands of jobs to the regions through
relocations and expansions. The national economy could cool in
2023, however, which would likely restrict the overall pace of growth
and could delay demand into the second half of next year.

Employment Forecast
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Austin has established itself as one of the top multifamily markets in
the country in recent years, a frend that is expected to continue. Both
local and out-of-state investors are aftracted to the region’s healthy
economy, growing population, and strong prospects for outsized
rent gains. The pace of multifamily transactions will likely pick up as
the cost of capital stabilizes. With development activity on the rise,
newly constructed projects will continue to play a key role in the mix
of transactions in the next quarter and into 2023. To this point in the
cycle, cap rates have inched higher but still remained fairly low. If
buyers and sellers close the expectations gap, deal volume should
gain momentum.

Rent Forecast
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Construction & Permitting Forecast

28,000
24,000
20,000
16,000

12,000

Permits/Units

8,000

4,000

0

2014

2015

2016

17 20

20

18

20

19

2020

2021

2022*

* Year End Forecast
Sources: Northmarg, Reis

Vacancy Forecast
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For more information,
please contact:

Scott Lamontagne
Managing Director—Investment Sales

512.450.6820

slamontagne@northmarg.com

John Morran
SVP/Managing Director—Debt & Equity
512.450.6833

imorran@northmarg.com

Pete O'Neil
Director of Research
602.508.2212

poneil@northmarg.com

The informc

About Northmarg

Northmarq offers real estate investors access to experts in debt,
equity, investment sales and loan servicing. We combine industry-
leading capabilities with an open, flexible structure, allowing our
team of seasoned professionals to do the best work on behalf

of clients and lenders. Our solid foundation and innovative
approach have led to substantial growth, with more than 700
employees, loan servicing volume approaching $70 billion, and

$30+ billion in transaction volume.

BUILT TO THRIVE




