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With Supply Growth Modest,
Vacancies Inch Lower

Highlights

* Multifamily property performance across
the Midwest region was healthy in the third
quarter. While many higher-growth regions
in the country posted weaker operating
conditions and are facing the competitive
threat of new supply, conditions in the Midwest
are generally outperforming.

* The average vacancy in the region inched
down 10 basis points during the third quarter,
reaching 4.4 percent. This followed a 30-basis
point decline in the preceding quarter. Year
over year, vacancy has dropped 40 basis
points. Nearly every market surveyed has
fightened during the past 12 months.

* Asking rent growth in the Midwest fotaled
8.8 percent over the past year, with markets
including Omaha and Indianapolis posting
double-digit percentage point increases.
Many markets in the region continued to
post healthy gains during the third quarter,
outperforming the national average.

* Investment activity in the major Midwest
markets during the third quarter closely tracked
levels recorded during the second quarter.
Trends were mixed across markets, with some
cities posting healthy increases in transaction
volume, while others posted declines. The
repeated rises in inferest rates have impacted
the investment markets throughout the region.

Midwest Multifamily Market Overview

Multifamily operating conditions in the major Midwest
markets generally improved during the third quarter. The
overall vacancy rafe tightened modestly, and nearly
every market is posting a year-over-year improvement.
Two factors are driving this performance. The first has
been a fairly consistent pace of renter demand for

units, while the second has been a modest pace of
inventory growth across most markets. Demand is being
supported by rebounding local labor conditions, with
particularly sfrong recoveries being recorded in a
handful of the region's largest markets. On the supply
side, about 25,500 units have been delivered year to
date, representing an increase fo the regional inventory
of less than 2 percent. Additional development is

likely in the year ahead with more than 52,000 units
currently under consfruction. Nearly half of the fotal units
underway are located in Chicago and Minneapolis-
St. Paul, where employment growth has been strongest

fo this point in the business cycle.

Sales velocity during the third quarter was mixed across
the primary Midwest markets, but fofal fransaction
counts for the region were nearly identical to levels
from the second quarter. Most markets in the region
did not record the steep increases that were posted
across the Sunbelt, and recent levels of activity are
proving fo be susfainable, even as inferest rates have
pushed higher. Cap rates are beginning to frend higher
in response fo rising borrowing costs, with averages

in most markets generally falling between 4.5 percent
and 5.5 percent during the third quarter. There will
likely be some additional upward pressure on cap
rates in the next few quarters, and with interest rates
expected to remain elevated well info 2023, rates

will likely remain elevated through the remainder of

this year. Still, transactions will continue to execute, as
sellers in the Midwest are more used to higher cap
rafe environments than owners in supply-constrained

markefs along the coasts.
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* Consfruction activity in Chicago continued to slow during the third
quarter with the complefion of roughly 640 units in the last three
months. Year to date, approximately 3,320 apartment units have
come online. Developers are actively breaking ground on new
projects with nearly 11,800 units currently underway throughout
the region.

* The vacancy rafe in Chicago has consistently frended lower thus
farin 2022, dipping 10 basis points during the third quarter to
4.7 percent. Year over year, the rate is down 60 basis points.

* local asking rents continued to rise at a healthy pace during the third
quarter, jumping 2.5 percent in the last three months to $1,791 per
month. Year over year, apartment rents are up 9.8 percent.

* Forecast: Property fundamentals in Chicago are setf for modest
gains in the final months of the year. Vacancy is expected to inch
lower in the fourth quarter, finishing the year at around 4.6 percent.
Llocal apartment rents are forecast to rise roughly 6.5 percent in
2022 to $1,800 per month. Projects totaling approximately 4,000
units are projected to be completed in 2022, down from more than
5,100 units in the prior year.

The median price to this point

in the year is approximately

$145,700 per unit.

Sales Trends
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Year over year, apartment rents
are up 9.8 percent.

Vacancy and Rent Trends
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Multifamily Sales

Sales acfivity was mostly stable in recent months as transaction
volume during the third quarter closely tracked levels from the
preceding period. The number of deals o this point in the year is up
nearly 5 percent from the same period in 2021.

Although pricing has begun to cool somewhat in recent months, the
median sales price year to date remains above last year's figure. The
median price to this point in the year is approximately $145,700 per
unit, up almost 5 percent from the median price in 2021.

Properties are being sold with cap rates across a fairly wide range
between 4 percent and 5.5 percent. During the third quarter, cap
rates averaged approximately 4.7 percent.

Northmarg Investment Sales
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The pace of apartment deliveries accelerated during the third
quarter with the completion of 1,460 units in the last three months.
Year to date, developers completed more than 2,350 multifamily
units across Cincinnati. Projects totaling approximately 5,360
units are currently under constfruction throughout the region, up

9 percent from one year ago.

After falling for five consecutive quarters, the vacancy rate held
steady in recent months at 4 percent. Year over year, local
vacancy improved by 30 basis points.

Llocal apartment rents gained ground during the third quarter
after ficking lower in the previous period. Area asking rents
ended the third quarter at $ 1,159 per month, up 9.7 percent from
one year earlier.

Forecast: Multifamily developers are expected to finish the
year sfrong as projects totaling nearly 2,200 units are slated
to come online in 2022. With an elevated number of projects
delivering this year, vacancy should inch higher in the coming
months. Local vacancy is forecast to finish the year at 4.1
percent. Area rents are projected fo rise @ percent this year to
more than $1,165 per month.

The median sales price reached
$115,000 per unit.

Sales Trends
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Asking rents ended the third
quarter at $1,159 per month.

Vacancy and Rent Trends
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Multifamily Sales

e Sales activity gained momentum in recent months as the
number of deals during the third quarter outpaced the previous
two periods combined. Transaction volume year o date is up
nearly 12 percent from the same period in 2021.

* As more properties are changing hands, sales prices have
trended higher to this point in the year. Through the first three
quarters, the median sales price reached $115,000 per unit, up
36 percent from the median price in 2021.

* With prices trending higher over the years, cap rates have
compressed, now averaging in the mid- to high-4 percent
range. Cap rates will likely frend higher in the coming quarters
as financing cosfs increase.

Northmarg Investment Sales
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Indianapolis

Cons’rrucﬁon/\/chncy/Rents (41 Average rents rose 3.2 percent
during the third quarter.

¢ The pace of deliveries has been fairly consistent in recent quarters
with more than 400 units coming online in the last three months.
Year to date, projects fotaling roughly 1,270 units have been
delivered. Apariment developers continue to break ground on new

projects with nearly 4,500 units currently under construction, up Vacancy and Rent Trends
15 percent from one year ago. $1,150 801
$1,100
* The vacancy rate in Indianapolis dipped 10 basis points during the o .
third quarter to 4.4 percent. During the past 12 months, the rate fell - h

by /0 basis points with the largest declines occurring near the city
center. In the Central submarket, vacancy improved by 380 basis
points in the last year to @ percent.
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* Forecast: Multifamily projects totaling approximately 1,750 units T e
ources: NorthMarq, Reis
are slated 1o be delivered in 2022. After reaching its lowest rate
on record in recent months, vacancy should fick higher in the fourth
quarter but will remain below the 2021 year-end figure; vacancy
is expected to finish the year at 4.7 percent. Asking rents are

projected to rise nearly 8 percent in 2022 to approximately
$1,110 per month.
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Multifamily Sales

‘ ‘ The medicm SGleS price thS e Multifamily transaction acfivity slowed in recent months as the
number of deals declined 45 percent from the second quarter to
]cGr in 2022 is Opproximcﬂ'ely the third quarter. Despite the recent slowing, sales activity year o

. date is up 15 percent from the same period in 2021.
$102,600 per unit.

e Per-unit pricing remains well above last year's figure. The median
sales price thus far in 2022 is approximately $102,600 per unit,
a 35 percent increase from the median price last year. While
Sales Trends mid-tier assets accounted for the bulk of the transactions in recent
quarters, activity picked up in the sale of Class C apartments in
$125 the last three months.

* Cap rates have trended lower during the past year with most

= properties now selling with cap rafes between 4.5 percent and
N I 5.5 percent.
50 I
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* Construction activity remains strong throughout Kansas City as
nearly 1,270 multifamily units came online in the third quarter,
bringing the year-to-date tofal to more than 3,000 units.
Developers are active throughout the region with projects totaling
more than 5,200 units in the construction pipeline.

* local vacancy continued to inch lower in recent months, dipping
10 basis points during the third quarter to 5.1 percent. Year over
year, the rafe is down 40 basis points. During the past 12 months,
the vacancy rate in Class A properties tightened by 130 basis
points, reaching 6.2 percent.

* Rent growth accelerated during the third quarter, rising 2.3 percent
in the last three months to $ 1,139 per month. Year over year, asking
rents advanced by 8.4 percent.

* Forecast: Multifamily development is expected to remain active
in the coming months, as local developers are forecast to deliver
5,100 new units during 2022. The vacancy rate is expected to
finish the year at 5.2 percent, down 40 basis points from the end
of 2021. Apartment rents are projected to rise more than 8 percent
this year to roughly $1,145 per month.

Class A property sales have

accounted for nearly half of

all transactions.

Sales Trends
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Year over year, asking rents

advanced by 8.4 percent.

Vacancy and Rent Trends
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Multifamily Sales

e Sales activity remained steady in recent quarters as fransaction
volume in the last three months closely tracked levels recorded in
the previous period. To this point in the year, sales velocity is up
5 percent from the same period in 2021.

* The median sales price thus far in 2022 is $197,200 per unit,
up nearly 85 percent from the median price in 2021. Class A
property sales have accounted for nearly half of all transactions

thus far in 2022.

* Cap rates averaged approximately 4 percent in the third
quarter and have been low because of the number of premium
properties that have sold. Most properties sold during the third
quarter with cap rafes between 3.5 percent and 4.5 percent.

Northmarg Investment Sales
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risen /.1 percent.

* Muliifamily developers maintained a strong pace of deliveries in
recent months. Projects totaling more than 550 new units came
online during the third quarter, bringing the year-to-date tofal
fo nearly 1,200 units. Construction activity continued to expand
during the third quarter as a few larger projects broke ground. Vacancy and Rent Trends

o After trending lower in the first half of the year, local vacancy
held steady during the third quarter, remaining at 3.5 percent.
Year over year, the rate dipped 10 basis points. The combined ) o0
vacancy for Class B and Class C properties recorded the largest
improvement during the last 12 months, dropping 60 basis points
to 2./ percent.

$1,050
* Asking rents advanced 2.5 percent in the last three months to s
$1,321 per month. Year over year, rents have risen 7.1 percent. £
$900
* Forecast: Developers are forecast to complete more than o e e o
1,300 multifamily units in 2022. local vacancy should inch higher sourees toriara fes
in the coming months with the rate projected to close the year at

3.6 percent. Asking rents are expected fo rise roughly 7.5 percent
in 2022 to approximately $1,330 per month.

Asking Rent per Month
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Multifamily Sales

‘ ‘ The median sales price thus far * Sales activity in the Milwaukee multifamily investment market picked
up in recent months, as a handful of properties sold during the third
in 2022 is $ ]43,500 per unit. quarter. Class B assets made up the majority of recent sales with

a concentration of activity in the Historic Third Ward, West Allis,
Brown Deer, and Fox Point submarkets.

e Sales prices remained fairly steady through the first three quarters of
2022. The median sales price thus far in 2022 is $143,500 per unit,
down approximately 3 percent from the median price last year.

Sales Trends

- * Cap rates in Milwaukee have been exiremely steady to this point
in the year. Most properties are selling with cap rafes between
5 percent and 5.5 percent.

Northmarg Investment Sales 6
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Construction/Vacancy,/Rents

* The pace of apartment construction picked up during the third quarter
with the delivery of roughly 3,450 units in the last three months. Year
to date, more than 8,200 multifamily units have come online. Projects
fotaling approximately 13,500 units are currently under construction
throughout the Minneapolis-St. Paul area with a concentration of
activity around Downtown Minneapolis.

* After maintaining a stable rate in the first half of the year, local vacancy
ticked higher in recent months, rising 20 basis points during the third
quarter to 4.4 percent. Year over year, the rafe is up 40 basis points.

* Asking rents continued to push higher in recent months, although the

Asking Rent per Month

pace of growth cooled from earlier periods. Average rents rose
1 percent during the third quarter to $1,481 per month. Year over
year, apartment rents in the Twin Cities area are up 5 percent.

* Forecast: Projects totaling approximately 10,400 units are scheduled
to come online in 2022, closely tracking last year's levels. local
vacancy is projected fo hold steady in the final months of the year,
finishing 2022 at around 4.4 percent. Rent growth is forecast to
advance 4.2 percent this year, reaching approximately $1,490 per
month by the end of 2022.

(11

Year over year, apartment rents
are up 5 percent.

Vacancy and Rent Trends
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Multifamily Sales

The median sales price to
this point in 2022 reached
$190,000 per unit.

Sales Trends
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Sales activity in the Minneapolis-St Paul multifamily investment
market gained momentum in recent months, running counter to
the prevailing national frend. The number of deals that closed

in the last three months increased 36 percent from the second
quarter.

With transaction activity on the rise, per-unit pricing remains
above last year's figure. The median sales price fo this point

in 2022 reached $190,000 per unit, up 27 percent from the
median price last year. Sales activity in the last three months was
mostly concentrated in outlying suburban submarkets.

Despite increases in capital costs, cap rates in Minneapolis-St.
Paul have been mostly steady in recent quarters. During the third
quarter, cap rates averaged 4.5 percent, nearly idenfical fo
levels in the preceding period.

Northmarg Investment Sales
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Construction/Vacancy/Rents During the past 12 months,

rents rose 11.3 percent.

* Developers continued to bring projects online as more than 500
units were delivered during the third quarter. Year to datfe, more
than 1,300 apartment units have been completed. Development
activity is up nearly 40 percent from one year ago with projects
totaling more than 4,300 units currently under constfruction.

Vacancy and Rent Trends
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* Asking rents advanced af a healthy pace during the third quarter, 2 o
increasing 3.4 percent to $1,169 per month. During the past 2
12 months, rents rose 11.3 percent. The combined average rents $600
in Class B and Class C properties increased by 11.5 percent in $750 o
the past year, reaching $934 per month. i — . o . . o,
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* Forecast: Multifamily developers will remain active in the last few
months of the year as projects totaling more than 1,700 units are
expected to come online in 2022. Vacancy should inch higher in
the coming months and close out the year at 4.8 percent. Area
rents are projected to reach $1,173 per month during the fourth
quarter, rising 9.3 percent for the full year.

Multifamily Sales

* While sales velocity slowed from the second quarter to the third

Cop rates overoged 5 percent , N NS se _
quarter, fransaction activity to this point in the year is closely
during fhe fh”’d qUQrfer, tracking last year's levels. The bulk of the transactions that have
closed in recent months have been in excess of $10 million, after
transactions averaged about $5 million during the first half of

the year.

Sales Trends A N N
* Sales prices have come down from the surge in pricing recorded

during 2020 and 2021. Year to date, the median sales price is
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approximately $94,700 per unit, approximately 11 percent lower
than the 2021 figure. Nearly all of the transactions to this point in
2022 occurred in Northwest Omaha or Bellevue.

Cap rafes averaged 5 percent during the third quarter. Cap
rates are expected fo frend higher in the coming months and will
likely average between 5.25 percent and 6 percent during the
fourth quarter.

Northmarg Investment Sales
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*  Multifamily developers in St. louis were extremely active in recent
months as projects totaling more than 2,350 units were delivered
during the third quarter. Approximately 4,150 units have come
online fo this point in the year, an all-time high for the region.
Additional deliveries are in the pipeline; projects totaling roughly
4,250 units are currently under construction.

* Even with the recent spike in deliveries, vacancy still crept lower,
dropping 20 basis points during the third quarter to 3.9 percent.
Year over year, the rate improved by 70 basis points.

* Renfs continued fo push higher at a modest pace during the
third quarter, after surging at the start of the year. Asking rents
ended the quarter at $1,132 per month, 8 percent higher than
one year earlier.

* Forecast: Deliveries are forecast to reach approximately 4,500
units in 2022, although nearly all of this year's completions have
already come online. The vacancy rate will likely fick higher in the
remainder of the year, finishing 2022 at 4.1 percent. Local asking
rents are forecast to reach $ 1,140 per month at year end, an
annual rise of 79 percent.

Cap rates averaged approximately
5.5 percent in the third quarter.

Sales Trends
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Asking rents ended the third
quarter at $ 1,132 per month.

Vacancy and Rent Trends
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Multifamily Sales

* While property fundamentals are strong, investment activity
cooled in recent months, following a particularly active period
in the first half of this year. Despite the recent slowing, sales
velocity year to date is up nearly 45 percent from the same

period in 2021.

* The median price through the first nine months of 2022
reached approximately $91,500 per unit, slightly lower
than the median price in 2021. In the Class C segment of
the market, which accounts for a large share of transactions,
properties typically change hands near $50,000 per unit.

* Cap rates averaged approximately 5.5 percent in the third
quarter, about 70 basis points higher than in the first half of the
year. The rise in cap rates reflects the increases in interest rates
throughout the broader economy and the capital markets.

Northmarg Investment Sales
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For more information,
please contact:

Kansas City Office:

Jeff Lamott
SVP, Managing Director—Investment Sales
913.647.1640 | jlamott@northmarg.com

Gabe Tovar
Senior Vice President—Investment Sales
913.647.1647 | gtovar@northmarg.com

Minneapolis Office:
Ted Bickel

Managing Director—Investment Sales

952.356.0097 | tbickel@northmarg.com
Jeff Budish

Managing Director—Investment Sales

952.210.0598 | jbudish@northmarg.com

St. Louis Office:

Parker Stewart

Managing Director—Investment Sales
312.651.5423 | pstewart@northmarg.com

Dominic Martinez
Vice President—Investment Sales

314.301.1828 | dmartinez@northmarg.com

Anthony Martinez
Associate
314.301.1810 | amartinez@northmarg.com

Chicago Office:

Alex Malzone

Associate Vice President—Investment Sales
314.301.1800 | amalzone@northmarg.com

Trevor Koskovich
President—Investment Sales

602.952.4040 | tkoskovich@northmarg.com

Pete O'Neil
Director of Research
602.508.2212 | poneil@northmarg.com

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




