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Employment on an Upswing,
Fueling Rental Market

Highlights

* The Austin multifamily market is benefitiing from
a return to the rapid growth that the region
has been known for over the past decade.
Vacancies are dropping and rents are on the
rise. The strength of the market is reflected in
price and cap rafe frends.

o After trending higher atf the end of 2020 and
the beginning of 2021, vacancy has tightened.
The rate dropped 120 basis points during
the third quarter, reaching 5.7 percent. This
marked the lowest vacancy rate in the Ausfin
area in two years.

* Rents spiked 4.6 percent in just the three months
of the third quarter. Asking renfs ended the
period at $1,370 per month, up 6.6 percent
from one year earlier. With economic growth
gaining momentum and vacancy tightening,
additional gains are likely.

* The number of properties that sold in the third
quarter lagged levels from the prior period,
but sales activity to this point in 2021 has more
than doubled 2020 levels. Prices are on the
rise, reaching $205,800 per unit, while cap
rates have compressed to about 4 percent.

Austin Multifamily Market Overview

Renter demand in Austin is being driven by a healthy
employment market that is recording rapid gains.
Austin confinues to attract businesses looking to
relocate or expand. The Tesla Gigafactory in
Austin is forecast to open in early 2022, providing
a significant economic boost to a market that

has already shifted from recovery into expansion
mode. Tesla joins Oracle, Hewlett Packard, and
Toyota, which have all recently moved their U.S.
headquarters fo Texas from California. During the
third quarter, absorption of apartment units spiked,
driving vacancy rates to their lowest point in two

years and fueling a sharp rise in renfs.

While overall transaction activity has inched
lower in recent months, sales volume through
the third quarter is more than double what it
was during the same time period one year ago.
Cap rates continued to compress as apartment
fundamentals strengthened and competition for
properties has intensified. Prices have pushed
higher; the median sale price year to date is up
more than 25 percent compared to levels at
the end of 2020. During the third quarter
alone, the median sale price was nearly
$229,000 per unit.




<+ Greater Austin Multifamily Market Insights
n 3Q 2021

Employment

* Year over year, fofal employment in Austin expanded by more than
7 percent. Employers have added 77,000 jobs in the 12-month
period ending in the third quarter. The local labor market made a
full recovery in the third quarter; current employment totals are up
about 1.5 percent from the pre-COVID peak.

* One industry to highlight from Austin's growing labor market is
the professional and business services sector. Total job growth in
the secfor is up 13.1 percent in the past 12 months, expanding by
over 26,000 jobs.

* Financial services giant Charles Schwab is expanding operations
in Austin. During the third quarter, the company announced it will
add 450 jobs with positions ranging from software development
to client services. The company has more than 2,700 workers
in Austin, with many based at a 50-acre campus in the Domain
submarket in North Austin.

* Forecast: Austin employers were on pace fo add approximately
85,000 new jobs to the labor market by the end of the year, a
7.7 percent increase in total payrolls. This would mark one of
the fastest rates of employment growth of any market in the
country in 2021.

L& | Developers pulled permits for
approximately 21,400 multifamily

units in the first three quarters of 2021.
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Development and Permitting

* Developers delivered approximately 4,200 units through the first
three quarters of 2021, down nearly 18 percent from the same
period last year. The Southeast submarket has been the most
active area with over 1,200 units delivered through the first three
quarters of the year.

* The pace of new development has been fairly consistent and
active in Austin in recent years. Projects totaling nearly 11,600 units
are currently under construction in the market, nearly identical to
the fotal from one year earlier.

* Muliifamily permitting in Austin is on pace for a record-
sefting year. Developers pulled permits for approximately
21,400 multifamily units in the first three quarters of 2021,
surpassing the total amount for all of 2020.

e Forecast: Apartment construction will remain active well
into 2022. Developers are forecast to deliver approximately
5,600 units to the market in 2021, with an additional 7500 units
likely to come online in 2022.

Northmargq Investment Sales
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Vacancy

During the third quarter, vacancy reached its lowest point in
nearly two years, dropping 120 basis points fo 5.7 percent.

Local vacancy improved significantly in recent months. When
comparing the second quarter of 2021 to 2020, vacancy was
up 100 basis points. Following the drop from July to September,
vacancy in the third quarter was down 40 basis points year
over year.

Improvements in vacancy are being led by some of Austin’s
largest submarkets. The Far South submarket recorded a vacancy
drop of 130 basis points in the third quarter. The rate fell to

5.8 percent, 90 basis points lower than one year earlier.

Forecast: Strong improvements fo the vacancy rate during the
third quarter have brightened the outlook for the end of the year.
The vacancy was projected fo drop an additional 20 basis
points in the fourth quarter, ending 2021 at 5.5 percent, 110 basis
points lower than the rate at the end of 2020.

During the past 12 months, asking
rents gained 6.6 percent.

Rent Trends

$1,400 8%

$1,350 &%

1,300 <
i $ 4% §
H 9
2 $1250 2
o 2% D
g >
= $1,200 3
o . b
= o ¥
£ $1,150 o
£
2 3
< 2% 3

$1,100 ®

$1,050 -4%

$1,000 6%

Q @ Q Q 3Q Q 3Q Q 3Q
19 19 20 20 21 21

L} ——
Sources: Northmarg, Rei Per Momh Annual Change

During the third quarter, the Austin
vacancy rate fell 120 basis points
to 5.7 percent.

Vacancy Trends
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* Rents in Austin made a full recovery during the third quarter,

surpassing pre-COVID levels. Asking rents jumped 4.6 percent in
the third quarter, reaching $ 1,370 per month.

* After rent growth surged in the third quarter, asking rents ended

up higher than they were in the previous year. During the past
12 months, asking rents gained 6.6 percent.

The recent rent increase was not limited o only higher-end
properties. During the third quarter, asking rents in Class B and
Class C properties increased by approximately 5 percent to

$1,032 per month.

Forecast: After rents dipped during 2020, there was significant
growth in the third quarter. By the end of 2021, rents were expected
to reach $1,397 per month, an increase of 10.3 percent.

Northmargq Investment Sales
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Multifamily Sales

* Transaction acfivity posted a moderate decline during the third
quarter. Sales velocity in the third quarter was down 9 percent
from levels recorded in the second quarter. Despite the decline
in recent months, transaction activity during the first nine months
of the year more than doubled the pace of deals recorded in
the first nine months of 2020.

* In fransactions where pricing is available, the median price
through the third quarter of 2021 was $205,800 per unit,
up 27 percent from the median price in 2020.

 Cap rafes in Austin have ticked down as investor demand
remains strong. Cap rates averaged 4 percent through the
third quarter, down 50 basis points from 2020 levels.

Investment Trends
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$205,800 per unit.

$240

$200

$160

$120

$80

$40

$0
15

Sources: NorthMarg, CoStar

16

17 18 19

B Price per Unit  emmmmCap Rate

20

The median price through the
third quarter of 2021 was

YTD 21

ajoy do7) aboiery

Northmargq Investment Sales



<+ Greater Austin Multifamily Market Insights

n 3Q 2021

Looking Ahead

The Austin multifamily market is forecast to record some of the strongest

and most dynamic employment growth in the country in the coming

years, and these gains will support the local apartment market. The

renfal market recorded some softness in the period immediately
following the COVID outbreak, even as the local labor market
performed comparatively well. Much of the softening property
performonce was concentrated Downtown, where there was a

considerable decline in demand for short-term rentals. With tourism

fraffic expected to regain momentum in 2022, and most other aspects

of the local economy firing on all cylinders, the Austin multifamily

market should strengthen in the coming quarters.
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Construction & Permitting Forecast
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2021*

Austin is likely to remain a preferred market for investors seeking rapid

growth fo allocate capital for the next several periods. Any economic
uncertainty that may have hung over the market in 2020 or 2021 has

largely cleared, and the region is forecast to refurn to its previous

upward trajectory. The pace of new development slowed in 2021 but
is likely to pick up again in the year to come. Investors will likely assess

the pace that new developments lease up to determine the overall

strength of the market. The current forecast calls for a healthy amount

of renter demand, particularly at the high end of the quality spectrum,

which should be a signal for an active investment market.

Rent 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

NorthMarg Multifamily, LLC

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




