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Highlights

> The Albuquerque multifamily market continues to strengthen,
despite job losses recorded in the second quarter. There could be
some modest softening in the second half of the year as the pace
of deliveries accelerates.

> Apartment vacancy in Albuquerque improved in each of the first
two quarters of 2020. The rate reached 3.5 percent at midyear,
60 basis points lower than one year earlier.

> With vacancy tightening, rents have continued to trend higher.
Average asking rents have increased 3.1 percent year over year,
ending the second quarter at $917 per month.

> Sales activity in the second quarter ran slightly ahead of the pace
recorded during the first quarter. The median sales price has
risen, reaching $121,500 per unit in transactions where pricing
information is available. Cap rates have compressed to an
average of 5.5 percent.

Albuquerque Multifamily Market Overview

The Albuguerque multifamily market posted strong performance during
the first half of 2020, even during a period of economic volatility. Local
apartment vacancy tightened considerably during the first two quarters,
falling 90 basis points year to date to the lowest figure in more than five
years. With vacancy improving, landlords are implementing rent
increases, although the second quarter brought just a minor uptick.
Construction has been fairly active to this point in 2020, and additional
projects are in the development pipeline. Continued absorption of rental
units will be key to performance in the second half.

Market Fundamentals

VaACANCY ... 3.5%
- Year Over Year Change...............ccccccooovvvvniuann. -60 bps
ASKING RENT ..o $917
- Year Over Year Change................cccccocvvevevevennnnn, +3.1%

Transaction Activity

Median Sales Price Per Unit (YTD)......cccccocverrenne. $121,500

Cap Rates (Avg YTD) ... 5.5%
Construction Activity

Units Under Construction............coceevereecreinninrienenn. 872

Units Delivered YTD.....oooooovooieee e 402

While there was significant disruption in multifamily investment trends
at the national level, conditions in Albuquerque were largely stable
during the first half of 2020. Sales of apartment properties in the
second quarter outpaced levels from the first quarter, and velocity in the
first half of this year is only slightly behind the pace established during
the same period in 2019. Prices rose and cap rates have compressed to
this point in 2020, reflecting the low interest rate environment and the
market’s strong property performance.

NORTHMARQ.COM




ALBUQUERQUE MULTIFAMILY MARKET REPORT | 2Q/2020

Employment

> Albuguerque shed jobs during the second quarter, just like every
other major market in the country. Losses in Albuquerque were 10 20%

more modest than in other markets that are more reliant on s 5 —/\’\/\VM - 1.0% 5
growth and leisure businesses. Year over year through the % 0 W 0100// é
second quarter, employment in Albuquerque declined by § 5 | W 5
6.8 percent with the loss of 27,000 net jobs. £ \ i .3.0%5'
E -15 - -40% §
> The Albuquerque market's significant government presence § | 5% 3
traditionally stabilizes local employment trends. The government 5 '20 - 60% 8
sector accounts for approximately 20 percent of total employment in T -
Albuquerque and has contracted by just 3.1 percent in the past year. N @ m w m w w @ w @ om ™
15 15 16 16 17 17 18 18 19 19 20
> With many white-collar workers able to work remotely, the s Number of Jobs —— Annual Change
professional and business services sector has recorded only Sources: NorthMarg, Bureau of Labor Statistics

minimal losses. The sector contracted by 3.3 percent year over
year through the second quarter, with losses of 2,100 jobs.

The significant government
> Forecast: Employers in Albuquerque have started adding back i h
workers, but the market is forecast to record net job losses for '0 resence tfad/t/OHH//y Stab///ZQS
the year. It will likely take until the second half of 2021 for the local emp/aymem‘ trends

market to return to full employment.

Vacancy I Vacancy Trends

> Multifamily vacancy in Albuquerque fell 60 basis points during
the first quarter and retreated an additional 30 basis points in

the second quarter. The rate reached 3.5 percent as of the 5%

second quarter, the lowest figure in more than five years. —
/N
> Vacancy is down 60 basis points year over year, and the current o S \_/\
o 0 a 4.0%
rate is 130 basis points lower than the most recent peak o I \\
recorded at the end of 2018. H 3'00/
£ so0
> One driver of the rapid decline in local vacancy has been strong g%
demand for Class A units. Absorption of Class A units has been 20%
positive in each of the past nine quarters. Class A vacancy L
ended the second quarter at 3.7 percent, 120 basis points lower 0%
than the figure one year ago. o
0.0% T T T T T T T T T T T T T T T T T T T T 1
. . 20 40 20 40 20 40 20 4 20 40 20
> Forecast: Vacancy posted very strong performance in the first W5 W W6 W6 DT AT 0B N N N1 AN
half of the year, reaching levels that had not been recorded in SR It

several years. The rate is forecast to inch higher in the second
half, ending the year at approximately 4 percent.

Vacancy is down 60 basis
points year over year
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Do

> With vacancy tightening, rents have been trending higher, albeit
at a more modest pace in recent months. Asking rents rose

s Per Month  ==#==Annual Change

1.3 percent in the first quarter but inched up just 0.1 percent 5350 %
in the second quarter. s925
$900
> Year over year, average asking rents have increased 3.1 percent, g z‘.
ending the second quarter at $317 per month. Rent growth 3 ;
began to accelerate in 2018, and annual increases have :ZZZ: g
averaged nearly 5 percent. F . f_;’
> Average Class A asking rents topped $1,000 per month at the z:: ]
end of 2018 and have continued to trend higher in subsequent s
quarters. Class A asking rents have increased 3.2 percent year o6 a6 A mn  mw a6 as  ms o

Sources: NorthMarg, Reis

over year, ending the second quarter at $1,070 per month.

> Forecast: Local apartment rents are forecast to end 2020

slightly higher than at the beginning of the year. Asking rents are Yeaf over yeaf aSk/.ng rents
expected to post an annual gain of 1.0 percent to 1.5 percent. ) ’
have increased 3.1 percent

Development and Permiting | oeveopmentients

> After apartment construction slowed in 2019, the pace of
deliveries has regained momentum thus far in 2020. Projects
totaling approximately 400 units came online during the first half 1200
of the year, with additional deliveries anticipated in the second half. o

800

> Approximately 875 apartment units are currently under construction,
with more than 600 units slated to be brought to the market by
the end of 2020.

400
> Permitting for multifamily units has slowed thus far in 2020. 0 I I I
Year to date, developers have pulled permits for fewer than ) I -
50 multifamily units, down approximately 60 percent from the o o e o e oo A
first half of 2019.

600

Completions (units)

N
5]

Sources: NorthMarg, Reis

> Forecast: While some developments could be delayed because
of supply chain interruptions, developers are currently on pace to

deliver approximately 1,050 apartment units in 2020. This would A[?PFOX//??GT@/V 875 apaftmenf Un/ts
mark the most new units to enter the market since 2015. are CU/TE'nﬂy UndE’f COHSZTUCT/.OH
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S | imesmenttrens

> While many markets recorded steep declines in sales activity,
levels in Albuquerque have remained mostly steady in 2020.
Transaction counts in the first half of this year were down just 8150 8%
9 percent from the same period in 2019, and more properties

2 8125 7%
traded in the second quarter than changed hands during the % —_/\ L2
first quarter. 5 $100 &% E
2 75 % o
> Intransactions where sales prices have been reported, the £ B
median price has been approximately $121,500 per unit. Pricing & 0 g
continues to have a wide range, with a few projects selling for S 5 3%
more than $150,000 per unit, while some other assets have o H B B N B N B N
traded between $50,000 per unit and $70,000 per unit. 3 ® 15 16 17 18 19 YID20
mmm Price per Unit  ===Cap Rate
> (ap rates are generally averaging approximately 5.5 percent, Soutces: NorthWerg, CoStar, Real CaptalAnalytics

reflecting the compression recorded in the second half of last
year. Some buildings have sold with cap rates of 5 percent or
lower, while others have traded with cap rates above 6 percent.

Sales activity levels in
Albuquerque have remained

mostly steady in 2020
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Looking Ahead

The Albuguerque multifamily market has posted standout performance With operating conditions expected to remain healthy in the coming

in recent quarters, as the local economy has attracted technology quarters, investment activity in Albuquerque is forecast to remain on its
companies from more expensive markets looking to establish a current course. With interest rates declining and market vacancy
presence in secondary markets. Renter demand has been elevated, tightening, average cap rates have reached their lowest point in more
moving the vacancy rate lower. Developers are taking steps to meet than a decade. Cap rates will likely remain near current figures for the
this demand, and a handful of new construction projects are forecast to remainder of the year. There is a wide disparity for per-unit prices, with
come online during the next few quarters. Local vacancy will likely tick Class A and better Class B units trading for $100,000 per unit or more.
up from the cyclical lows recorded during the second quarter, but the Some older Class B and Class C units will likely still be available at

rate is expected to remain lower than the recent five-year average. per-unit prices that are much closer to historical figures.

I Employment Forecast I Rent Forecast
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I Construction & Permitting Forecast I Vacancy Forecast
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About NorthMarq For more information, contact:
As a capital markets leader, NorthMarq offers commercial real estate

investors access to experts in debt, equity, investment sales, and loan Cynthia Meister

servicing to protect and add value to their assets. For capital sources, VICE PRESIDENT — INVESTMENT SALES

we offer partnership and financial acumen that support long- and

short-term investment goals. Our culture of integrity and innovation

is evident in our 60-year history, annual transaction volume of

$14 billion, loan servicing portfolio of more than $61 billion and

the multi-year tenure of our nearly 600 people. Trevor Koskovich
PRESIDENT — INVESTMENT SALES
T 602.952.4040
tkoskovich@northmarg.com

505-219-0724
cmeister@northmarg.com

Pete O’'Neil

DIRECTOR OF RESEARCH
602.508.2212

poneil@northmarg.com
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