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US Commercial Real Estate and CMBS  

Apartment Sector Spring 2011 Update 

 

The apartment sector is in full recovery mode as 

all of the market indicators have turned decidedly 

positive. Indicators include: 

¶ Positive Perfect Storm: Rhetoric from 

Washington, D.C. regarding the future of 

ǘƘŜ D{9ΩǎΣ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ƘƻǳǎƛƴƎ ōǳǎǘΣ 

favorable demographic trends, minimal 

near term supply growth, and increasing 

job growth, all point towards a positive 

perfect storm for apartment 

fundamentals over the near term.  

¶ Lower Vacancy:  The national vacancy 

rate, which peaked at 8.0% in early-2010, 

has tightened approximately 130bps to 

6.7% as of Q4 2010. We expect vacancy 

rates will tighten towards 5.0%, or 

perhaps lower, by 2013.  

¶ Increasing Rents: Positive rent growth is 

gaining traction in the sector and should 

accelerate as vacancy levels continue to 

tighten and the need for generous 

landlord concessions evaporates. 

¶ Tightening Cap Rates:  After reaching 

7.0% in Q1 2010, apartment sector cap 

rates have tightened 26 bps to 6.74% as 

of Q4 2010. Expect cap rates to continue 

to tighten as demand for apartment 

product increases as the sector recovers. 

 

Property Type FocusτMultifamily  

Apartment fundamentals are improving rapidly as 

a confluence of factors from the housing bust to 

improving job growth to favorable demographic 

trends has helped boost demand. We expect that 

the positive momentum will continue to build 

over the next couple of years as the economy 

strengthens. 
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Apartment Sector Recovery: Rolling Along 

Apartment Sector 

The robust recovery in apartment sector fundamentals has accelerated into 2011 as occupancy levels 

are increasing at a record pace. As detailed in our October 2010 report, a confluence of factors remain 

firmly in-place including tighter lending standards for homeowners, favorable demographics, and 

emerging job growth have fueled resurgence in demand and given landlords the ability to limit rental 

concessions and continue to push rental rates higher. In addition, questions around the future of the 

D{9Ωǎ ŀƴŘ ǘƘŜƛǊ ǊƻƭŜ ƛƴ ŦƛƴŀƴŎƛƴƎ ǘƘŜ ƘƻǳǎƛƴƎ ƳŀǊƪŜǘ, or signals out of Washington, D.C. about higher 

equity requirements to purchase a home or limiting the mortgage interest deduction, point towards a 

more restrictive mortgage market and likely higher costs to the borrower. All of which add additional 

hurdles to homeownership (and therefore, add demand to rentals). We expect that the positive 

momentum in the apartment sector will continue as the forecast for solid job growth stokes even 

stronger demand.  

Sector Highlights 

¶ Robust demand and limited new supply have spurred the sector into full recovery mode. The 

overall vacancy rate, which peaked at 8.0% in early-2010, has tightened approximately 130bps 

to 6.7% as of YE 2010. We expect vacancy rates will continue to tighten, with levels pushing 

towards 5.0%, or perhaps lower, by 2013. 

¶ Positive rent growth is gaining traction in the sector and should accelerate into next year as 

vacancy levels continue to tighten and the need for generous landlord concessions evaporates.  

¶ We expect the rather robust recovery in fundamentals will continue for at least a few years 

given the dearth of new supply, favorable demographic trends, and positive job growth. 

¶ After reaching 7.0% in Q1 2010, apartment sector cap rates have tightened 26bps to 6.74% as 

of Q4 2010, according to Real Capital Analytics. In addition, the sector recorded $12.2 billion of 

sales in Q4 2010, the largest quarterly amount since Q1 2008. Expect cap rates to continue to 

tighten and demand increase as the sector recovers.  

¶ As always, we continue to like investments in high barrier to entry, in-fill submarkets, in 

particular knowledge-based markets with favorable demographic trends. In addition, given the 

rapid increase in occupancy rates, new development or redevelopment in the same high 

barriers to entry submarkets is beginning to have merit. Finally, elevated gas prices could push 

tenants towards rentals near employment nodes or clustered around public transportation.  

Typically, an upswing in apartment fundamentals is accompanied by a swell in new development. 

Fortunately, one positive impact of the credit crunch was the rather abrupt end of the development 

cycle in late-2007. With banks still reticent to make commercial real estate construction loans, the next 

few years should see minimal new deliveries, which will help fuel a lasting recovery.   

After turning positive in late-2009, demand for apartments surged in 2010. After recording more than 

52,000 units of negative net absorption from late 2008 to mid-2009, the apartment sector rebounded 
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with positive net absorption of almost 250,000 units from Q4 2009 to YE 2010 and has continued into 

2011 with approximately 44,000 units in Q1 2011, according to REIS, Inc. Demand will remain strong 

over the near term as absorption is fueled by continued improvements in the job market, favorable 

demographic trends, and tight lending standards.  

The confluence of an economic recovery, minimal supply growth, and favorable demographic trends 

build a base for a brighter future.  With job growth increasing and new supply expected to remain light, 

we expect that the sector will enjoy an extended period of strong fundamentals. 

We expect occupancy rates will increase above 2005 to 2007 levels and effective revenue growth will 

increase by over 4.5% per annum through 2015.  

Figure 1: Apartment Sector Supply, Demand, Vacancy & Rent Statistics (as of Q4 2010) 

 

 

Supply 

The impact of the credit crunch and recession will limit supply growth over the near term as the sector is 

expected to add an average of around 76,000 units per year, or 0.78% of existing inventory from 2011 to 

2015. In comparison, the average additions to inventory per annum were 5.7% from 1984 to 1987, 2.1% 

from 1998 to 2001, and 1.2% from 2006 to 2009. Even if demand begins to wane, limited supply growth 

should help keep apartment fundamentals positive.  

 

  

2006 2007 2008 2009 2010 2011F 2012F 2013F 2014F 2015F

Rent Level $930 $973 $993 $951 $967 $1,002 $1,042 $1,082 $1,123 $1,167

Rent Growth 4.4% 4.6% 2.1% -4.2% 1.7% 3.7% 4.0% 3.8% 3.8% 3.9%

NOI Growth 4.3% 4.6% 1.1% -5.5% 3.0% 4.4% 4.5% 4.1% 3.8% 3.9%

Source: REIS, Inc. & RAIT Securities, LLC
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2006 2007 2008 2009 2010 2011F 2012F 2013F 2014F 2015F

Change in Supply * 95,205 100,614 119,007 135,676 84,718 42,479 76,006 80,156 92,978 88,199
Change in Demand -3,144 99,230 11,415 -18,414 230,389 129,785 124,417 95,412 99,907 91,130
Vacancy Rate (Q4) 5.8% 5.8% 6.7% 8.0% 6.7% 5.9% 5.3% 5.0% 5.0% 5.1%

Source: REIS, Inc. & RAIT Securities, LLC * Does not include conversions
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Figure 2: Apartment Completions per Annum (% of Existing Inventory) 

 
 

Demand 

Strong 2010 absorption was been fueled by a combination of modest private job growth and housing 

related (tighter lending standards and foreclosures) issues, which have increased renter demand. Going 

forward we expect that demand will be stoked by a combination of a continued transition of former 

(and prospective) homeowners into the rental market (either through foreclosure, by choice, or by 

tighter lending standards), favorable demographic trends, and strengthening job growth.  

 

Demographics 

Near term demographic trends are decidedly positive as the age cohort 15 to 29 years old provides a 

strong argument for apartment demand over the next 10 years or so as the upper reaches of the cohort 

delay home purchasing (tighter lending standards, homeownership tainted by bubble-burst, etc.) and 

the lower end reach post-college age (Figure 3). In fact, the population aged 20 to 29 is almost 2.8 

million larger than the 30 to 39 year old age group.   
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Figure 3: U.S. Population by 5-Year Cohort (in millions) 

 
 

Housing 

The popping of the housing bubble has drastically changed how current and potential homeowners 

view, what is in most cases, their largest investment. After a long period of appreciating home values 

and easy credit resulted in a dramatic increase in the homeownership rate, the recent crash in home 

values will likely cause potential homeowners to tread more carefully into homeownership.  

 

A few of the changes in the housing sector that should help fuel rental demand include: 

 

¶ The homeownership rate, which peaked at over 69% in 2005 after ranging from 63.6% to 65.7% 

from 1968 to 1997, is now 66.5% (Q4 2010). It is reasonable to expect that the homeownership 

rate will continue to decline and likely revert back to its long term mean of 64% to 65% or 

perhaps lower.  

¶ After the housing bubble popped, many people no longer see homeownership as a financially 

ǎƻǳƴŘ ƛƴǾŜǎǘƳŜƴǘΣ ǿƘƛŎƘ ǎƘƻǳƭŘ ƪŜŜǇ ǇŜƻǇƭŜ ƛƴ ǘƘŜƛǊ нлΩǎ ŀƴŘ ŜŀǊƭȅ-олΩǎ remaining in rentals 

longer rather than buying their first home. Also, apartments give Empty Nesters the ability to 

downsize to maintenance-free living without the debt.  

¶ Potential homeowners interested in purchasing a home will have to contend with stricter 

lending terms, particularly the need for more equity required for the down payment. As of 

December 2010, only 10% of conventional residential mortgages allowed for downpayments of 

less than 10%, down from 31% in the fall of 2007. The increase in the equity requirement to 

purchase a home is a significant impediment in moving from being a renter to becoming a 

homeowner.  

¶ Finally, and this is important to the long term health of the rental sector, the rhetoric out of 

Washington, D.C., whether it be the phasing out of Fannie Mae and Freddie Mac over the next 

five or so years, the requirement of a larger minimum down payment, or limiting (maybe 

5-Year Cohort 2009 2014 2019 2024

Age 0-4 21,300             N/A N/A N/A

Age 5-9 20,610             21,300             N/A N/A

Age 10-14 19,974             20,610             21,300             N/A

Age 15-19 21,538             19,974             20,610             21,300             

Age 20-24 21,540             21,538             19,974             20,610             

Age 25-29 21,678             21,540             21,538             19,974             

Age 30-34 19,889             21,678             21,540             21,538             

Age 35-39 20,538             19,889             21,678             21,540             

Age 40-44 20,992             20,538             19,889             21,678             

Age 45-49 22,831             20,992             20,538             19,889             

Age 50-54 21,761             22,831             20,992             20,538             

Age 55-59 18,975             21,761             22,831             20,992             

Age 60-64 15,812             18,975             21,761             22,831             

Age 65-69 11,784             15,812             18,975             21,761             

Age 70-74 9,008               11,784             15,812             18,975             

Age 75-79 7,326               9,008               11,784             15,812             

Age 80-84 5,822               7,326               9,008               11,784             

Source: U.S. Census Bureau, Economy.com, RAIT Securities, LLC
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eliminating?) the mortgage interest deduction, etc, will likely result in a more restrictive 

mortgage market, with higher costs, and with reduced incentives for homeownership. All of 

which will make homeownership less attractive and renting more attractive.  

 

The impact of the bursting of the housing bubble and how it changes policies and attractiveness of 

homeownership going forward will continue to fuel demand for rental product, particularly when you 

take into account the positive demographic trends.  

 

Employment Growth- Focus on Private Job Growth 

Looking beyond the monthly headline jobs report, it is clear that the paths of private sector employment 

and government payrolls diverged for much of 2010. While government sector hiring surged last spring 

due to Census hiring only to fall rather sharply in late-summer as the Census workers completed their 

mission, private sector job growth has been positive every month since February 2010, adding 1,800,000 

jobs.  

 

Looking forward, Economy.com projects that private employment will increase by almost 2.4 million 

jobs in 2011, with an additional 2.9 million jobs expected to be added to private payrolls in 2012. While 

risks to the economy remain, positive job growth, along with tighter lending standards and favorable 

demographic trends, will provide the fuel for a robust recovery in apartment fundamentals.  

Figure 4: Private vs. Government Sector Employment 
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On a metro level, private job growth is being experienced in virtually all corners of the U.S. as 75 of the 

77 markets that we track have seen positive growth, although the velocity of the growth varies among 

markets. In general, Texas, the Carolinas, the Washington, D.C. metro area, Manhattan, and some 

markets tied to the auto industry have seen stronger growth, while markets in Florida, central 

California, and select Sunbelt cities have struggled to add jobs.  

 

Figure 5: Top & Bottom 10 Most and Least Private Sector Jobs Gained by % - Since the Trough 

 
  

Total Lost Peak 

to Trough (in 

000s) % Lost

Gain Since 

Trough (in 000s) % Gain Peak Trough

% of Lost 

Jobs 

Recaptured

Raleigh -32.2 -7.41% 16.4 4.07% Mar 2008 Oct 2009 50.9%

Greenville -29.6 -10.68% 9.3 3.74% Feb 2008 Sep 2009 31.3%

Austin -28.5 -4.64% 20.9 3.57% May 2008 Sep 2009 73.4%

San Jose -74.9 -9.10% 25.2 3.37% Apr 2008 Nov 2009 33.7%

Dallas -120.4 -6.51% 57.3 3.32% Feb 2008 Nov 2009 47.6%

Knoxville -20.2 -7.03% 8.6 3.23% May 2008 Dec 2009 42.7%

Milwaukee -60.6 -7.87% 22.7 3.20% Jun 2007 Dec 2009 37.4%

Charleston -23.0 -9.39% 7.1 3.18% Jan 2008 Sep 2009 30.7%

Suburban Maryland -33.6 -6.95% 12.9 2.87% Dec 2006 Feb 2010 38.3%

Houston -132.4 -5.88% 60.5 2.86% Aug 2008 Dec 2009 45.7%

United  States -8838.0 -7.64% 1800.0 1.68% Jan 2008 Feb 2010 20.4%

Atlanta -212.8 -9.99% 11.9 0.62% Aug 2007 Dec 2010 5.6%

Memphis -58.6 -10.58% 2.7 0.54% Jun 2007 Sep 2010 4.5%

Virginia Beach -52.2 -8.35% 2.9 0.50% Jul 2007 Feb 2011 5.5%

Birmingham -48.0 -10.62% 1.7 0.41% Mar 2007 Sep 2010 3.5%

Colorado Springs -18.0 -8.35% 0.8 0.41% Sep 2007 Jan 2011 4.5%

Jacksonville -57.8 -10.33% 0.8 0.17% May 2007 Feb 2010 1.5%

Tampa -143.3 -13.00% 1.0 0.10% Sep 2006 Feb 2010 0.7%

Sacramento -104.2 -15.46% 0.1 0.02% Mar 2007 Feb 2011 0.1%

Albuquerque -32.8 -10.31% N/A N/A Mar 2007 N/A N/A

Oakland -92.7 -10.70% N/A N/A Nov 2007 N/A N/A

Source: BLS.gov, Economy.com, RAIT Securities, LLC; Total Metro Nonfarm Private Sector Jobs, SA, through March 2010
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Apartment Sector ς Metro Level  

Improvement in fundamentals on a metro-level has been widespread among the major apartment 

markets in the U.S. All but two (Central New Jersey & Long Island, and they were down only 0.1%) 

markets ended 2010 with tighter vacancy levels, while all markets had higher effective rents than where 

they ended 2009, except for Las Vegas. In fact, 54 of the top 79 markets saw vacancy rates tighten by 

100 bps or more in 2010, according REIS, Inc. Please refer to Appendix A for market level fundamental 

summaries. 

Looking forward through 2012 we believe that conditions are ripe for all of the markets we track to 

realize solid annual revenue growth, although we do see variation among markets. Our top markets in 

terms of annual effective revenue growth are concentrated in Texas and primary markets such as the 

Washington, D.C. metro area and Manhattan. Our top market over the next two years is San Jose, 

which is bouncing back strong on back of tech hiring by the likes of Apple, Google, and Facebook. In 

addition, we still like knowledge-based markets such as Boston, Austin, Seattle, and Raleigh given their 

large student populations, solid job growth projections, and attractiveness to Echo Boomers.  

The lagging markets (although each will experience revenue growth) will continue to be some of the 

ones that have been hardest hit by the bursting of the housing bubble including markets in Florida 

(Jacksonville and Orlando) and in the West (Las Vegas and Los Angeles). The significant shadow supply 

from vacant houses and busted condos, will temper the near term recovery in these markets. Others, 

such as Syracuse, New Haven, Buffalo, Dayton, and Columbus, will see solid, but not spectacular, 

revenue growth over the near term as demographic factors keep each of these markets more stable.  

Figure 6Υ ¢ƻǇ ϧ .ƻǘǘƻƳ мл aŜǘǊƻΩǎ !ǾŜǊŀƎŜ !ƴƴǳŀƭ 9ŦŦŜŎǘƛǾŜ wŜǾŜƴǳŜ /ƘŀƴƎŜ όΩYE10-YE12) 

 
 

CURRENT

STOCK Yrs 1-2 Yrs 3-5 5 Yr Average

(Units) 2011Q1-2012 Avg 2013-2015 Avg 2011Q1-2015 Avg 4Q2009 4Q2010 4Q2011 F 4Q2012 F 4Q2013 F 4Q2014 F 4Q2015 F

San Jose 109,789 7.5% 4.5% 6.1% 5.1% 3.8% 3.0% 2.5% 2.4% 2.4% 2.6%

New York 162,736 7.3% 4.8% 6.3% 2.9% 3.1% 2.5% 2.1% 1.9% 2.0% 2.2%

Suburban Virginia 162,391 7.2% 4.7% 6.1% 6.0% 5.0% 4.0% 3.7% 3.5% 3.4% 3.7%

Seattle 190,312 7.0% 4.4% 5.8% 7.4% 6.0% 4.8% 4.1% 3.5% 3.6% 3.7%

District of Columbia 88,360 6.6% 4.8% 5.9% 6.1% 5.4% 4.6% 4.3% 3.9% 3.7% 3.5%

Houston 497,013 6.3% 3.7% 5.0% 12.3% 10.6% 9.3% 8.5% 8.0% 7.8% 8.1%

Orange County 206,775 6.2% 4.7% 5.7% 6.4% 5.5% 4.7% 4.1% 3.8% 4.0% 4.0%

Fort Worth 160,148 5.9% 4.1% 5.1% 11.4% 8.8% 7.8% 7.0% 6.4% 6.1% 6.3%

Suburban Maryland 148,968 5.9% 4.1% 5.1% 6.8% 4.9% 4.1% 3.8% 3.6% 3.7% 3.8%

Austin 162,362 5.6% 4.6% 5.3% 10.1% 7.2% 6.0% 5.5% 5.3% 5.3% 5.2%

US Metro Total 9,863,138 4.7% 4.1% 4.6% 8.0% 6.7% 5.9% 5.3% 5.0% 5.0% 5.1%

Las Vegas 134,547 2.9% 4.5% 4.0% 11.2% 9.3% 8.3% 7.0% 6.4% 6.5% 6.2%

Dayton 33,430 2.9% 2.7% 2.9% 8.4% 7.7% 7.1% 6.8% 6.9% 6.6% 6.4%

Buffalo 20,771 2.9% 2.6% 2.8% 5.4% 4.6% 4.2% 4.0% 4.1% 4.2% 4.2%

Detroit 213,771 2.9% 2.9% 3.0% 8.1% 7.3% 7.0% 6.5% 6.1% 6.3% 6.2%

Los Angeles 760,156 2.8% 3.8% 3.5% 5.3% 5.0% 4.6% 3.8% 3.4% 3.6% 3.7%

Orlando 121,486 2.8% 3.7% 3.5% 11.2% 9.0% 8.0% 7.4% 7.3% 7.1% 7.0%

Jacksonville 69,352 2.6% 3.9% 3.5% 13.0% 10.9% 10.3% 9.5% 9.0% 8.6% 8.5%

Lexington 20,990 2.4% 3.1% 2.9% 9.3% 7.4% 6.7% 7.0% 6.8% 7.0% 7.2%

Syracuse 17,316 2.1% 2.9% 2.7% 4.0% 3.7% 3.6% 3.5% 3.5% 3.6% 3.8%

New Haven 15,765 2.1% 2.3% 2.3% 3.0% 2.2% 2.5% 2.5% 2.6% 3.0% 3.2%

1. Market Scores are determined by 4Q10-2012 average annual effective revenue forecasts. Effective revenue is effective rent less vacancy.

Market scoring, Annual Change in Effective Revenue = High Growth > 7.5%; Revenue Growth 7.4% to 3.0%; Stable Revenue 0.0% to 2.9%; Revenue Decline -5.0% to 0%; Watch < -5.0% 

Sources: Among the sources considered are Bureau of Labor Statistics, Property & Portfolio Research, Real Capital Analytics, Marcus & Millichap, Reis, Inc.,

Grubb & Ellis, CushmanWakefield, Colliers,Economy.com, and CB Richard Ellis.
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while knowledge-

based markets will 

experience a robust 

recovery. 
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Apartment Sector ς Capital Trends   

After a dramatic decrease in transaction flow, investor interest in the apartment sector (helped by more 

realistic seller expectations and the presence of Fannie and Freddie) has returned as the price per unit 

(twelve-month moving average) has pushed higher, while average cap rates are tightening, according to 

Real Capital Analytics. Apartment sector pricing continued to increase sharply after its precipitous fall in 

2008 and much of 2009 with price per unit increasing 31% to an average of around $111,000/unit in Q4 

2010 from a low of approximately $85,000 in Q4 2009. Apartment sector cap rates (twelve-month 

moving average) began tightening in Q2 2010 for the first time since Q2 2006, and continued to tighten 

in H2 2010. After reaching 7.0% in Q1 2010, apartment sector cap rates have tightened 24 bps to 6.74% 

as of Q4 2010. While nowhere near peak levels attained from 2005 to 2007, transaction volume has 

picked up steam after demand bottomed in 2009. The sector recorded $12.2 billion of sales in Q4 2010, 

the largest quarterly amount since Q1 2008. Apartment transaction volume has totaled $31.6 billion in 

2010, more than doubling the 2009 total ($14.8 billion).  

We expect that volume will continue to increase while cap rates will continue their tightening bias over 

the near term as improving underlying fundamentals, historically wide risk premiums, and availability of 

capital from Fannie and Freddie fuel investor interest in the sector. Higher demand, availability of 

financing, better fundamentals, and tighter cap rates all point towards continued appreciation in multi-

family price per units, although sales of distressed product may limit the upside potential over the near 

term. 

 Figure 7: Apartment Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 
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Appendix A: Apartment Fundamental Summary through 2015  
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RAIT Securities, LLC όάw!L¢έύ ǇǊƻǾƛŘŜǎ ǘƘŜ foregoing presentation for informational purposes 

only and cannot be construed as investment advice. This presentation does not constitute a 

recommendation or offer to sell, solicitation or recommendation to purchase any security or investment 

advisory services. The information contained in this presentation is subject to change without notice, its 

accuracy is not guaranteed, and it may not contain all material information concerning the securities 

which may be the subject of this presentation. Neither RAIT nor its affiliates make any representation 

regarding, or assume responsibility or liability for, the accuracy or completeness of, or any errors or 

omissions in this presentation. You agree that RAIT will have no ability for any losses, claims, expenses, 

damages, judgments, assessments or costs relating to or in connection with this presentation.   

 

This document may contain forward-looking statements within the meaning of the Private 

Securities Litigation Reform Act of 1995. These forward-looking statements are based upon the current 

beliefs and expectations of RAIT's management and are inherently subject to significant business, 

economic and competitive uncertainties and contingencies, many of which are difficult to predict. Actual 

results may differ materially from the anticipated results discussed in these forward-looking statements.  

 

You are cautioned not to place undue reliance on these forward-looking statements, which 

speak only as of the date of this presentation. All subsequent written and oral forward-looking 

statements attributable to RAIT or any person acting on its behalf are expressly qualified in their entirety 

by the cautionary statements contained or referred to in this document and the related presentation. 

Except to the extent required by applicable law or regulation, RAIT undertakes no obligation to update 

these forward-looking statements to reflect events or circumstances after the date of this presentation 

or to reflect the occurrence of unanticipated events. 


