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By Kristin Hiller

hile 2021 was a record year
for multifamily investment
sales, brokers see no sign of

a slowdown. Some dealmakers antici-
pate that 2022 could be an even bigger
year. In 2021, U.S. multifamily prop-
erty and portfolio sales nationally
totaled $335.3 billion, up 128 percent
over the prior year, according to Real
Capital Analytics.

In 2021, Chicago-based Interra
Realty sold or put under contract
more than $527 million of apartment

properties on behalf of clients, repre-
senting just under 3,000 units. Brad
Feldman, senior managing partner,
says that while some of those trans-
actions carried into 2022, the total
amount sold or under contract so far
this year is more than 83 percent of the
2021 sales total.

In one particular deal in 2021, Feld-
man represented a family trust in its
sale of a Chicago multifamily property
for the first time in 50 years. Situated
in the city’s Lakeview neighborhood,

Evergreen Real Estate Group and nonprofit Latin United Community Housing incorpo-
rated community input into the design of Encuentro Square, a new affordable housing
development in Chicago. (Rendering courtesy of Canopy Architecture + Design)
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MULTIFAMILY BROKERS ANTICIPATE
ANOTHER BUSY YEAR

Despite high inflation and expected interest rate hikes, there’s no shortage
of demand for the commercial real estate darling.

the building features 21 apartment
units and two commercial spaces. A
private buyer paid $5.2 million for the
asset and plans to renovate the units,
hallways and common areas. Feldman
completed about 30 showings and re-
ceived more than six written offers.
While today’s market tends to fa-
vor sellers, both sides of the transac-
tion are still attractive, says Feldman.
“Low interest rates have helped im-
pact values and buyers’ willingness
to stretch. We're seeing no slowing of

see MULTIFAMILY page 21

Interra Realty brokered the sale of this
21-unit apartment building in Chicago's
Lakeview neighborhood for $5.2 million.

IT TAKES A VILLAGE

Community input is shaping affordable housing
developments of the future.

By David Block

ffordable housing develop-
ers are well-versed in the
challenges facing any new proj-

ect. Land, labor and materials costs
have continued to climb. Subsidies
remain in short supply. And critics
of proposed developments are more
vocal than ever, utilizing a variety of
platforms, including social media, to
ensure their voices are heard.

But criticism isn’t necessarily syn-
onymous with NIMBYism. In fact, the
shift from in-person to virtual meet-
ings during the pandemic in many
ways made the community review
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process more transparent and acces-
sible. So, while projects may face more
scrutiny now than in years past, de-
velopers walk away with a better un-
derstanding of what the community’s
concerns are and how to best address
them.

Today, there’s a growing empha-
sis on and demand for equitable de-
velopment that serves households
at all income levels, with the goal of
addressing longstanding racial and
socioeconomic disparities. This has
given rise to programs like Chicago’s
INVEST South/West, a community
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buyer interest.”

At the same time, investors and bro-
kers are keeping an eye on inflation
and how the expected interest rate
hikes will play out for commercial
real estate. In an effort to fight infla-
tion, the Federal Reserve is expected
to raise the fed funds rate from near
zero in a series of increases begin-
ning in March. (The federal funds rate
is the interest rate that banks charge
each other to borrow or lend excess
reserves overnight.)

Danny Mantis, director with Chi-
cago-based Kiser Group, says he’s
currently seeing some equilibrium in
the market. “On one hand, sellers are
seeing strong buyer demand, which
is pushing prices up. But on the other
hand, buyers are buying into an inter-
est rate environment that is still very
low by historical standards, and they
stand to benefit from inflation push-
ing rents higher.”

Mantis says his most noteworthy
deal last year was the $117 million sale
of Park Ridge Commons, a 752-unit,
garden-style complex in the northern
Chicago suburb of Des Plaines. Bay-
shore Properties purchased the com-
munity from H.A. Langer & Associ-
ates, which had owned the property
for 25 years.

Offer frenzy

Investors are extremely bullish
on the sector, and there continues
to be new sources of capital enter-
ing the Midwest chasing multifamily
product, says Parker Stewart, man-
aging director in the Chicago office
of Northmarq. “We have generated
twice as many offers on almost every
deal that we brought to market over
the past 12 months when compared
with prior years.”

Late last year, Stewart and his col-
league, Dominic Martinez, represent-
ed Cohen-Esrey in the sale of Fair-
ways at Lincoln, a 613-unit property
in Lincoln, Nebraska. Connecticut-
based Hamilton Point Investments
purchased the community, which
was built in 2007. The listing gener-
ated 260 signed confidentiality agree-
ments from interested buyers across
the country and 24 offers, only two
of which were from local buyers, ac-
cording to Martinez, who is an associ-
ate vice president in Northmarq's St.
Louis office.

Keith Turnbill, managing broker
with RE/MAX Advanced Realty in
Greenwood, Indiana, notes one apart-
ment building that sold for $640,000
in March 2020 and then again in late
2021 for over $900,000. “When a prop-
erty comes on the market, it goes un-
der contract nearly immediately,” says
Turnbill. “I have multiple buyers look-
ing for multifamily investment prop-
erties with very limited inventory.”
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Investors have flocked to the multi-
family sector as a safe haven through-
out the pandemic, regarding it as a
more stable asset class than retail, of-
fice or hospitality.

“Multifamily is an extremely sus-
tainable investment over time,” says
Stewart. “People are always going to
need a roof over their head, especially
when times are as challenging as now
to buy a home.”

A dearth of homes for sale and ris-
ing home prices are helping boost
demand for apartments. Home prices
nationally were up 18.5 percent year
over year in December, according to a
report from property data firm Core-
Logic.

The solid fundamentals that the mul-
tifamily sector experienced in 2021 are
expected to continue in 2022. Effective
rents for new leases are projected to
grow an average of 10 percent nation-
ally in 2022, after reaching a record
annual increase of 13.9 percent in No-
vember 2021, according to real estate
data analytics firm RealPage Inc.

Cap rates compress

Strong investor appetite in the mul-
tifamily sector has caused cap rates to
decrease. Nationally, the average cap
rate compressed to an all-time low
of 4.5 percent in the fourth quarter of
2021, according to CBRE.

Cap rates for large, Class A properties
in the Minneapolis and St. Paul metro
areas are currently around 5 percent,
according to Kevin Goettl, an associate
with RE/MAX Results in Apple Valley,
Minnesota. While better returns can be
found outside the metro area, it’s im-
portant to note that age, condition and
the number of units will all factor into
the cap rate, he says.

While the cap rate compression
trend is not as prominent in Midwest
markets as it is in regions like the Sun
Belt, it has been strong in neighbor-
hoods surrounding central business
districts and in nearby suburbs, says
Bill Baumann, principal and manag-
ing broker with Chicago-based Mon-
arch Realty Partners. “Many of these
areas have also had less new develop-
ment until recently and have greater
potential for rent growth.”

Monarch brokered the sale of a re-
cently constructed multifamily port-
folio just east of the Chicago O'Hare
International Airport for $38 million.
The sales price represented the high-
est per-unit price for a multifamily
property in the Montclare submarket,
according to CoStar.

“Throughout most of 2021, we saw
cap rates compress. As we began hear-
ing serious chatter that the Federal
Reserve would reduce the size of its
balance sheet and raise interest rates
in 2022, we've seen a stable cap rate
environment,” says Mantis. “From a
broker’s standpoint, I think we’ll see
cap rates stay stable for most of the
year, but they may begin to tick higher
as we move toward 2023.”

Inflation woes

In January, the Consumer Price In-
dex rose 7.5 percent year over year.
That’s the highest inflation rate in 40
years. Naturally, high inflation means
increased prices for both landlords
and tenants. “As the cost of building
ownership rises, it gets passed on to
the tenants,” says Goettl. “Property
taxes, utility and insurance costs are
climbing at an alarming rate. Owners
are forced to raise rents to cover these
costs and remain profitable.”

Kiser Group brokered the $117 million sale of Park Ridge Commons, a 752-unit, garden-style com

Landlords have been experiencing
inflation in the cost of goods — nota-
bly appliances, cabinets and flooring
as well as labor, says Baumann. “Some
are able to pass along these costs to
tenants in the form of rent increases.
However, this varies from building
to building, depending on how much
in demand the property is and how
elastic the neighborhood is in terms of
renter incomes and their ability to pay
more.”

While rents have risen, the work-
force is experiencing wage increases
at the same time. The Washington Post
reported that businesses are expected
to bump up pay an average of 3.9 per-
cent in 2022, marking the fastest wage
growth since 2008, according to a re-
port by the Conference Board. Mantis
says he believes that the wage increas-
es are partially responsible for the rise
in inflation.

Despite the inflationary pressures,
multifamily brokers don’t have much
concern for the future of the multi-
family investment market.

“While investors will be watching
what the Federal Reserve does and are
anticipating multiple rate hikes this
year, we expect apartments to remain
among the most preferred property
types and best investments for 2022,”
says Baumann.

Martinez echoes this sentiment,
saying he expects interest rates to con-
tinue to climb. “But we feel like the
overall climate in the housing market
right now is strong enough to main-
tain valuations to a reasonable ex-
tent,” he says. “We're extremely bull-
ish on the market from a transactional
standpoint based on conversations we
are having every day with buyers and
sellers.” W
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