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The Multifamily Gravy Train Keeps Rolling

First quarter data shows that the relentless pace of recovery
in the apartment rental sector was not stymied by typical
seasonal weakness, nor by an unusually snow-heavy winter
that might have prompted less households to move. National
vacancies fell by 40 basis points, from 6.6 to 6.2 percent, as
the sector posted positive net absorption of over 44,000
units. This is the largest increase in occupied stock in a first
guarter period since 2000.

What is signifi-
cant about
these strong
absorption
numbers is the
fact that it is
occurring in the
midst of a
dearth in new
completions.
Usually strong
absorption
numbers are
accompanied
by a surgein
new supply.
Arithmetically,
new projects
contribute
some positive
amount to absorption unless they come online completely
vacant. However, there were few projects with start dates in
2009, when firms and households were hunkering down in
the midst of the deepest recession in decades. As a conse-
guence, only a little over 6,000 units opened their doors in
the first quarter of 2011. This is the lowest quarterly figure on
record since Reis began publishing quarterly data in 1999. All
this implies that existing properties are driving the extremely
strong lease-up figures.
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These strong results reflect the sharp convergence of posi-
tive factors for apartment rentals. First, as labor markets
continue to improve and hiring picks up, demand for housing
is increasing, particularly in the 20 to 34 year segment of the
labor market. However, with the single family home sales
market still on the ropes, and with deflationary expectations
for home prices for at least the coming year, few of these
newly hired young workers have the appetite to commit to
buying a home, particularly since they may also want to wait
until they've had some tenure with their current employer
before cutting a check for the down payment. Furthermore,
mortgage rates may be low, but credit conditions remain
relatively tight, with most lenders requiring a 20% down pay-
ment on any new home purchases. While these conservative
standards help prevent the resurgence of poorly underwrit-

ten residential home loan mortgages, it also means there is
less of a subsidy for homeownership, particularly since any
tax credits for first time homebuyers have expired.

Finally, with a shortage in new supply for 2011, we expect va-
cancies to continue to plummet throughout the year as
households favor the rental market. The expected inventory
growth figure of 0.5% in 2011 is about one-third of the long-
term average of 1.46%, and any boost from new construction
will not materialize till late 2012. Note, however, that reports
from lender clients in late 2010 and early 2011 already indi-
cate a surge in applications for the financing of construction
and development of new multifamily buildings.

Pricing Power Returns to Landlords

Occupancy improvements are well under way, but what about
the ability of landlords to raise rents? Increases in asking and
effective rents of 0.4 and 0.5 percent, respectively, indicate
that the strength of the recovery is making its way into
greater pricing power on the part of landlords. Typically
you'll see a recovery in space markets first as vacancies be-
gin to tighten, with landlords hesitant to raise rents too
quickly. However, rents increased in every single quarter of
2010 as landlords rapidly took away concession packages in
anticipation of an improving labor market and a recovering
economy. Over the course of the year we observed conces-
sion packages that included three to four months off 12-15
month leases get whittled down to only one month or half a
month’s worth of free rent.

Global conditions are still beset by uncertainty. Ongoing po-
litical upheaval in Arab countries, continuing challenges in
debt markets for EU countries, and uncertainty about the
real effect of the earthquake in Japan on world economic
growth all imply that the road ahead is not risk-free. How-
ever, unless shocks to the global economy truly dampens US
economic recovery and job creation, expect vacancies to con-
tinue declining, and rents rising through the rest of 2011 at an
even faster pace.

77 out of 82 major markets posted increases in occupied
stock, up from 63 in the first quarter of 2010. Effective rents
increased in 79 out of 82 markets.

Quarter 20 tPerformance
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Q12011 77+ 5 | 791 3 | 791 3
Q4 2010 80 + 2 | 791 3 | 761 6
Q32010 81+ 1| 781 4 | 721 10
Q22010 |72+ 10 |est 14 | 691 13
Q12010 63+ 19 | 531 29 | 651 17




Market Highlights

New York City's first quarter results are fairly strong, consid-
ering several days of snow over the holidays that would have
dampened economic activity overall. Vacancies fell by 30
basis points, making it the tightest market in the country.
Effective rent growth did slow to an increase of only 0.4%
relative to the fourth quarter’'s 0.8%, so this is where some
seasonal weakness may have shown up. Only three markets
posted declines in effective rents, implying that the recovery
for multifamily properties is broad based.

Little Rock and Lexington are among the three markets that
posted rent declines this quarter, but both are coming off
several strong quarters in 2010; it is not unsurprising to en-
counter a few seasonal bumps in the road, and the declines
appear relatively marginal. Las Vegas, on the other hand,
has never posted any rent increases since the third quarter
of 2008. It has just been a continuous slide since then, al-
though the pace of decline is moderating somewhat.
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Apartment Market Trends for 2011Q1
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PLEASE CALL, FAX OR MAIL ME WITH YOUR REAL ESTATE REQUIREMENTS

Bill Doumar
RE/MAX

Commercial Division
2999 Overland Ave, Suite 104

Los Angeles, California 90064
Direct (424) 672-8198

Fax (310) 559 5587
billdoumar@earthlink.net

DRE license: 00572004

Are you thinking‘of buying or selling a prdperty in the coming weeks and months? If so,
please let me know what your requirements are.

1. Will You Be Buying or Selling?

2. Please Describe the Property You Will Be Buying or Selling

3. What Would You Like Me to Do To Assist You With Your Requirements?

4. When Would You like Me to Contact You To Follow-Up On Your Requirement?

5. Please Let Me Know Your Name and Telephone Number(s) You'd like Me to Contact You at on the
Date You've Mentioned Above.
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