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Rapid Hiring Sustains
Renter Demand, Sparks
New Construction

Highlights

e The third quarter was another period of operational
improvement in the Atlanta multifamily market.
Renter demand is being fueled by strong
expansion in the local labor market.

* Vacancy declined 10 basis points to 4.4 percent
in the third quarter. The rafe has retreated 10 basis
points in each of the three quarters of this year
and is currently af a five-year low.

* Rent growth continued in the third quarter.
Asking rents reached $ 1,609 per month, up
Q.7 percent year over year.

* Fewer properties changed hands in the third
quarter, but prices were stable. Cap rates rose
fo 4.3 percent on average, after remaining
below 4 percent in the first half of the year.

Atlanta Multifamily Market Overview

Operating conditions in the Atlanta multifamily
market strengthened during the third quarter, even
as the pace of construction accelerated. The
local vacancy rate inched lower again, dropping
10 basis points for the third consecutive quarter.
The current vacancy rate is at its lowest point

in five years. The tightening conditions allowed
operators to push renfs higher, and the market's
average asking rent topped $ 1,600 per month
for the first time. As recently as the middle of

last year, market rents were $1,325 per month.
The declining vacancy rafe and rapid upward
frajectory in renfs have driven developers o
move more projects info the construction pipeline.
Multifamily permitting has accelerated to this
point in 2022, following three consecutive

years of below-trend levels. With construction
lending becoming more difficult and many of the
fraditional equity partners on pause, development

starts are likely to dip meaningfully in 2023.

Cap rafes rose in response fo higher inferest rates,
but apartment properties in Atlanta continued

fo frade during the third quarter. The median

price during the most recent three-month period
was $203,400 per unit, nearly identical to the
figure from the first half of the year. Year to date,
per-unit prices have surged by nearly 20 percent
compared fo levels from 2021, which reflects the
impact of rising rents on current underwriting. In
addition, larger transactions are accounting for a
more significant share of tofal activity. During the
third quarter, sales of $75 million or more were
nearly one-third of all transactions, up from closer
fo 20 percent of fransactions in the first half of the
year. The segment of the market where acfivity
dropped the most was in properties that traded
between $20 million and $40 million, which

were generally older, Class B and Class C assets.
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Employment

e Employers continue to add workers in Atlanta. The local labor ‘ ‘ The local labor market has equnded
market has expanded by 5.9 percent in the past year, adding
167,000 new jobs. The pace of growth has slowed modestly; by 59 percenf in the pCISf year.

about 26,000 positions were created in the third quarter, down
from more than 31,000 additions in the preceding three months.

* High-wage employment growth has been particularly sirong in Atlanta
in recent periods. Year over year through the third quarter, local
professional and business services employment has spiked by 72 percent 0 o

Employment Overview

with an increase of more than 40,000 jobs. The sector accounts for g M o 5
about 20 percent of total employment in Atlanta but has represented % 0 o %
nearly 25 percent of the region’s new jobs in the past year. 3 52 zj g
K C 5
 Global management consulting company McKinsey is growing its F -y
employment base in Atlanta. The company plans to nearly double E e g
its workforce in the region, adding about 700 net new jobs by % o o (g;
2025 and creating a new Technology and Innovation Hub. . 72(5)2 'TZ:/ s
* Forecast: Robust employment gains are forecast in Atlanta. This [ A R
year, employers are on pace to expand payrolls by 4.7 percent S berotlons Al Chonge

Sources: Northmarg, Bureau of Labor Stafistics

with the addition of nearly 135,000 new jobs. Total employment

in the Aflanta region is expected to end the year up 5 percent from
the pre-COVID peak.

Development and Permitting

‘ ‘ Year to do’re, c1pproximc1fe|y e During the third quarter, neorly 4,800 new oporfrjent units were
completed. Year to date, projecis fofaling approximately 8,600
8, 600 units hGVG come Online, units have come online, slightly higher than the annual total

deliveries in each of the past three years.

e The pipeline contains dozens of additional developments that
are slated fo be delivered in the next few years. At the end of the
third quarter, more than 25,000 units were under construction.
Development Trends Multifamily developers have been stepping up construction activity
levels during the past several quarters.

o * Permiting has accelerated in 2022, following three years of modest
o acfivity from 2019-2021. Year fo date, permits for nearly 15,000
& 10000 multifamily units have been pulled.
% 8,000
K e Forecast: Apartment development is forecast to remain elevated
. 600 through the final few months of this year and throughout 2023.
S 4000 Projects fotaling approximately 12,500 units are on pace to come
2 000 online in 2022, after deliveries averaged nearly 9,000 units per
year from 2016 to 2021.
7 2017 2018 2019 2020 2021 YID2022  Forecost 22

Sources: Northmarg, CoStar, Reis
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Vacancy

¢ Vacancy dropped 10 basis points during the last three months,
matching the declines in each of the first two quarters of the year.
After holding steady in late 2020 and early 2021, area vacancy
has tightened in four of the past five quarters.

¢ Year over year, vacancy has declined by 20 basis points fo
4.4 percent. The rafe reached ifs cyclical peak ot 5.6 percent in the
first half of 2021. The current vacancy rate is at a five-year low.

¢ Vacancy in the Class A segment has dropped in recent quarters,
fueled by healthy absorption levels. The Class A vacancy rate
ended the third quarter af 4.7 percent, down 60 basis points from
one year earlier. Since the beginning of 2021, approximately
Q0 percent of the net absorption recorded in the market has
occurred in Class A unifs.

* Forecast: The accelerating pace of deliveries is forecast to push
the local vacancy rate slightly higher in the final few months of the
year. Area vacancy is expected o end the year ot 4.6 percent,
20 basis points higher than the current level, but 10 basis poinfs
lower than the year-end 2021 figure.

Current rents are 9.7 percent
higher than one year ago.

Rent Trends
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Year over year, vacancy has
declined by 20 basis points.

Vacancy Trends
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Rents

* Average asking rents advanced by more than $50 per month in
the third quarter, reaching $1,609 per month. Rents had ticked up
just $10 per month during the second quarter.

 Current asking renfs are 9.7 percent higher than levels from one
year ago. Renf trends have been mixed since mid-2020. The

current pace of rent growth is nearly twice as high as the average
rate of gain from 2017 to 2019.

¢ Class A asking rents ended the third quarter at $1,817 per month,
up 8.2 percent year over year. Renfs in the Class A segment have
advanced by more than $120 per month since the beginning of 2022.

e Forecast: Rent growth is forecastf fo reach 9 percent in 2022, although
the bulk of the gains has already been posted. Asking rents are
expected o end the year at approximately $1,620 per month.

Northmarg Investment Sales
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Mu|ﬁfqmi|y Sales (44 Thus far in 2022, the median price
is approximately $201,700 per unit.

* Sales of multifamily properties slowed by 19 percent from the
second quarter fo the third quarter as interest rafes frended higher
throughout the summer. Total sales velocity through the first nine
months of this year is 22 percent lower than the pace set in the Investment Trends
same period in 2021.

$225

* Prices have remained elevated throughout the year. In transactions g $200

that have closed thus far in 2022, the median price is approximately 8 $175

$201,700 per unit, 19 percent higher than the median price in 2021. T $150

During the third quarter, the median price was $203,400 per ?; $125

unit. Z{ $100
* Cap rates frended higher in the third quarter, averaging 4.3 percen, ng- Z;

after remaining below 4 percent in the first half of the year. A handful 3

of assets with very low vacancy levels sold with cap rates as low =

as 3.5 percent in recent months, while a few other assets sold $0

7 18 19 20 21 YTD 22

with cap rafes around 5 percent.

Sources: NorthMarg, CoStar
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Looking Ahead

After several years of elevated net absorption, renter demand is forecast
fo remain healthy in 2023, supported by a rapid pace of employment
growth. Gains will likely be concentrated in the region’s large, high-
wage professional and financial sectors, supporting demand for Class
A units in prime submarkets. On the supply side, developers have been
moving projects through the pipeline in recent quarters, and the latest
permitiing figures suggest additional supply growth is likely in 2024 and
2025. The current capital environment may cause some developments
to be delayed or cancelled. While projects are under construction
throughout the region, the greatest activity is concentrated in areas with
some of the strongest demographics and population density, including
the Midtown Aflanta and Cumberland,/Galleria submarkets.

Employment Forecast
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Atlanta is on pace to be one of the top markets in the country for
multifamily investment activity in 2022, although the number of
properties that sell this year will lag levels recorded in 2021. Cap
rates have begun to push higher and will likely level off in the coming
quarters, particularly if there is a pause from the rapid interest rate
hikes that have occurred throughout much of this year. Investors will
be affracted to the market's continued growth, and the number of
new projects that are entfering the market will create acquisition
opportunities as they are delivered and successfully leased-up.
Because of the consistent volume of transactions that are likely to
occur, buyers and sellers should be able fo close the expectations gap
more quickly than in some other markets where fewer deals occur.

Rent Forecast
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Vacancy Forecast
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For more information,
please contact:

Jason Nettles
Managing Director—Investment Sales
678.954.4676

ineftles@northmarg.com

Megan Thompson
Senior Vice President—Investment Sales

678.954.4677
mthompson@northmarg.com

Peter Chacon
Associate Vice President—Investment Sales

678.954.4662
pchacon@northmarg.com

Faron Thompson
Regional Managing Director—Debt & Equity
67/8.954.4674

fthompson@northmarg.com

Randy Wolfe

SVP, Managing Director—Debt & Equity
678.954.4664

rwolfe@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




