
20191 State of the U.S. Apartment Market Update 

John Affleck and Michael Cohen 

 

Michael Cohen (MC):  Hello and welcome to the 2019Q1 State of the U.S. Apartment Market update.  

I’m Michael Cohen, Vice President of Advisory Services. 

John Affleck (JA):  And I’m John Affleck, Vice President of Market Analytics for CoStar. 

MC:  Thanks so much for joining us today.  We’re thrilled to be in our lovely Boston office today!  In this 

session, we’ll be talking about the U.S. apartment sector, starting with a brief overview of the U.S. 

economy, as it relates to the multifamily sector. 

JA:  Then we’ll have a look at supply, demand, and vacancy, as well as rent trends across markets. 

MC:  And we’ll wrap up with a look at capital markets and pricing.  So let’s get started! 

 

 

JA:  The U.S. economy added another 573,000 jobs in the first quarter, the latest in a record-breaking 

streak of preternaturally consistent job creation lasting more than 100 consecutive months.  This despite 

a government shutdown, vacated trade agreements, Brexit, a stock market crash, an even stronger 

rebound, and the Mueller report. 

MC:  John, it’s telling when the sheer length of this expansion is often cited as one of the key risks.   

JA:  Economic expansions don’t just die of old age.  There has to be a reason, and, frankly, it’s a little 

hard to find any acute imbalance or emergent risk right now. 



MC:  Ironically, the Federal Reserve, which has certainly been meeting its dual mandate of full 

employment and low inflation, might itself be the biggest risk to this expansion.   

JA:  Right, it’s the “reload the gun” argument:  they could raise rates too quickly, on the argument that 

they need to be ready to lower rates when the next recession starts. 

MC:  President Trump has certainly made his preference for lower rates pretty clear. 

JA:  Yeah, as has the Street!  The stock market tantrum at the end of last year showed just how 

important low rates are to ongoing growth, at least in the eyes of Wall Street. 

 
Our Base Case forecast uses Oxford Economic’s Moderate Upside scenario, which does assume job 

growth slows to about half of current rates.  This slowdown is the result of structural changes:  an entire 

generation will age out of the workforce in the years to come. 

MC:  So, no recession? 

JA:  Not unless you want one!  As usual, we do offer a range of alternate scenarios, including one that 

does feature Oxford Economics’ Severe Downside outlook.  And, we have the Trend Growth, in which 

recent trends largely continue. 

MC:   Besides jobs, we’re watching the homeownership rate very closely.  And it’s drifted higher over the 

past two years—until last quarter, when it moved sharply lower. 



MC:  This downward move is partly a seasonal effect.  And it may relate to atypical data collection as a 

result of the government shutdown.  We’ll see next quarter—but we still expect the homeownership to 

continue to move higher. 

JA:  Michael, we say it every time:  homeownership is the main risk to multifamily demand going 

forward.  We have never seen such a preference for renting as we’ve seen over the past decade, with 

nearly every additional household choosing to rent. 

MC:  And a lot of those renter households are high-earners who, in times past, would have bought a 

home.  But today, they probably rent in one of those highly-amenitized, well-located new communities 

that have fundamentally changed urban life in the American city, both large and small. 

JA:  We’ve said before that higher rates might actually help insulate multifamily demand, by making 

homebuying a little more expensive on the margin.  So, lower rates may not be great news for 

multifamily demand.  On that note, let’s see what happened last quarter. We estimate about 68,000 

units were absorbed in the first quarter—the lowest first quarter total in three years. 



 

JA:  That was mostly due to limited supply, however, as just 55,000 units delivered—the lowest total 

since 2014.  As a result, the vacancy rate fell about 10 basis points, to 6%.  Our forecast calls for demand 

to stay pretty close to these levels in the near-term—and then to fall off to just 50,000 units per quarter, 

as job growth slows and the homebuying picks up. 

 

JA:  But supply hasn’t ended.  We’re tracking more than 660,000 units under construction—equivalent 

to 4% of current supply.  That means we’ll get more than 70,000 units delivered per quarter for the next 



few years.  And that means vacancies are probably headed higher, about 100 basis points over the 

forecast. 

MC:  John, that may look like a lot of supply, but to put it in perspective, the US adds about a million new 

households each year.  So a quarter million new apartments next year doesn’t come close to housing 

them all 

JA:  That’s right—all those households need a place to call home.  So while this may be a lot of 

apartments—and especially very nice, expensive apartments—it’s not that much overall housing. 

MC:  What’s been missing this expansion has been single-family home construction, which has only just 

started to reach typical levels. 

JA:  In fact, we’ve actually been underbuilding housing for the last decade, by some four million units 

relative to household formation. 

MC:  Miami and Boston have the most supply underway, at more than 10% of current inventory. 

 

MC:  Other heavily supplied markets include Charlotte and Jacksonville, both classic sunbelt growth 

markets; Northern New Jersey, where transit links to New York make for ideal TOD projects; and 

booming tech markets like San Jose, Seattle, the East Bay, and Austin. 



 

MC:  If you’re concerned about apartment supply, then maybe have a look instead at Oklahoma City, 

with just 1,200 units underway, or any of Cleveland, Memphis, Tuscon, or Pittsburgh, each with fewer 

than 2,000 units underway.  Among major markets, Los Angeles remains, as always, undersupplied, even 

with 25,000 units underway—many in the greater Downtown area. 

MC:  The relative undersupply of housing has allowed landlords to push rents throughout this cycle—

especially on tenants of Class B and workforce housing.  These tenants likely lack the means to pursue 

homeownership, or even to find a different apartment, given the dearth of affordable supply. 

JA:  Affluent renters, on the other hand, can shop around the many new communities for the best 

deal—or start browsing for-sale listings. 

MC:  For those reasons, 3-star properties have led overall rent growth, while 4&5-star assets have 

posted weaker gains.  Not this time, though. 

JA:  That’s right.   



 

JA:  We’re seeing year-over-year rent growth accelerate over the past two quarters, topping 3% for the 

first time since 2016.  And it’s the 4 and 5-star assets that have driven that growth. 

MC:  We can guess as to the reasons.  After years of rent growth outpacing income growth, landlords 

may have pushed 3-star rents beyond their tenants’ ability to pay. 

JA:  And strong job growth and record-low white collar unemployment has produced an apparently 

unlimited demand pool of high-earning renters. 

MC:  John, let’s have a look at the leaderboard for the first quarter. 



 

MC:  Once again, Phoenix and Las Vegas lead all markets for year-over-year rent growth.  These two 

markets were ground zero for the subprime meltdown, and housing construction has yet to recover.  

But population growth hasn’t slowed, and, consequently, these markets are experiencing something 

quite new for them—a housing shortage. 

MC:  That same dynamic is playing out in Altanta, the Inland Empire, Austin, Charlotte, and other 

markets on this list—all high growth markets where housing construction just hasn’t kept up. 

MC:  San Francisco, San Jose, and Boston also show up on the list as expensive tech markets seeing fresh 

momentum lately. 



 

MC:  Houston posted the weakest year-over-year rent growth last quarter, but is something of a special 

case—a market beset by the energy slump, then the ravages of Hurricane Harvey, after which rents 

spiked as much as 10% overnight.  

MC:  Miami and Northern New Jersey have also posted some of the weakest rent growth.  These 

markets face the largest supply pipelines, and serve as reminders that supply still matters. 

 



JA:  Our Base Case forecast does call for rent growth to decelerate as vacancies rise and demographic 

forces weigh on job growth. 

 

JA:  Rent growth is forecast to slow in every market except Houston.  Phoenix and Las Vegas are forecast 

to continue to lead all markets, along with Austin and Inland Empire, while Houston will continue to post 

some of the weakest rent growth. 

MC:  So we’re seeing rent growth accelerate—but face mounting supply, and the prospect of weaker 

demand as the result of an aging population and more households choosing to own.  Has any of that 

worried investors? 

 

INVESTMENT 

JA:  It they’re worried, but they’re not showing it.  First quarter deal volume is the highest since 2016, 

and will likely surpass that mark too as well once CoStar researchers enter all the deals from last 

quarter. 



 

JA:  We’re making a few adjustments here that are worth noting.  First, we’re estimating a price for 

every property, and we’re using these estimates to fill in any missing prices.  This helps accurately 

estimate deal volume in non-disclosure states like Texas.  And we’re also including the multifamily 

portion of any portfolio deals.  

 



JA:  We’re also seeing some interesting patterns in deal volume across markets.  New York and LA both 

recorded lower than average deal volume in the first quarter, which Phoenix and Houston each 

recorded about a billion dollars above the last three first quarters. 

JA:  Washington, Boston, Tampa, and San Diego also saw above-average deal volume, as did Long Island 

and Philadelphia. 

MC:  John, does this suggest that investors are moving away from the most expensive markets, maybe in 

favor of higher yields in Tier Two markets? 

JA:  It certainly seems that way.  Investors could also be favoring markets with relatively lower supply 

risk, like Houston and Phoenix—or Long Island and Philly. 

 

JA:  We did see the average transaction price per unit slip slightly in the first quarter, but the decline is 

well within the normal volatility of this series. 

To present a more a more consistent view of pricing, we estimate a full time series for every property, 

and use these estimates for our performance metrics. 



 

JA:  Our estimated prices are a bit higher overall, since the most expensive markets are actually 

underrepresented in the transactions.  Based on these estimates, we calculate that multifamily prices 

rose about 5% year-over-year in the first quarter. 

 

JA:  Cap rate compression has driven the value gains.  Here, in the manner of Camille Pissarro, we see 

every apartment cap rate collected by CoStar—more than 25,000 in total.  Each observation is sized by 

price, and shaded to indicate the trend. 



JA:  Viewed as a value-weighted average, we see that transaction cap rates have drifted a bit higher over 

the past year.  That’s probably due in part to the shift in transaction volume away from low-cap rate 

markets like New York and Los Angeles, in favor of higher-yield markets like Phoenix and Houston. 

JA:  We can eliminate this effect by using our cap rates estimates for every property.  Here we see our 

overall national cap rate series, which suggests that cap rates have probably flatlined recently, but may 

not be rising—at least not yet. 

 

 

MC:  John, our forecasts have been calling for higher interest rates—and for cap rates to rise as well.  

Has anything changed with the Oxford Economics forecasts? 

JA:  Oxford calls for a more measured increase in interest rates, over a longer period, as we see in the 

chart.  Consequently, our latest forecasts call for less cap rate expansion over the forecast—just about 

30 basis points. 

MC:  John, for once, I think I agree with your models!  The multifamily sector certainly faces some 

headwinds, including elevated supply, homeownership, and broad demographic shifts, but U.S. 

multifamily investment still offers an exceptional value proposition. 

JA: It really does.   It’s no accident that foreign investors in particular are piling into U.S. multifamily—it’s 

a product only the U.S. produces at scale, and allows investors to monetize that uniquely American 

phenomenon:  the Sunbelt boom town. 

MC:  We do tech capitals really well too.  And multifamily developers have, of late, pretty much 

reinvented the American downtown.  Investors can find well-located, quality multifamily assets in 

virtually every American city, large and small, creating a vast market for institutional capital.  Office 

investors, on the other hand, tend to focus on just a handful of gateway markets. 



JA:  Michael, I’ll say it again, though:  homeownership is still pretty accessible in most of those sunbelt 

cities.  And lower interest rates probably means lower mortgage rates as well.  If developers start 

building for-sale housing again, it’ll be hard for landlords to hold on to their favorite tenants. 

MC:  John, that may be an argument for investing in markets like New York, San Francisco, and LA, 

where homeownership is pretty much out of reach for most renters. 

JA:  And where pricing may be out of reach for many investors! 

MC:  We hope you’ll join us again next quarter to see how this year’s renting season shapes up. 

JA:  Till then, from Michael and me, thanks so much for watching! 


