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Market Vacancies Reach
Lowest Level Since 2014

Highlights

* Strong renter demand for apartments in Austin
drove down vacancy rates and fueled rent
growth during the second quarter. Improving
conditions carried over info the investment
market where fransaction activity gained
momentum and prices rose.

o After improving throughout 2021, the vacancy
rate confinued to decline during the first half of
2022. Since the end of last year, area vacancies
have improved by 70 basis points, falling to
4.6 percent. Year over year, the vacancy rate
has tightened by 230 basis points.

* Rents confinued fo frend higher in Austin; asking
rents are up 15.7 percent from one year ago,
ending the second quarter at $1,516 per
month. Year to date, asking rents have pushed

4.6 percent higher.

* Investment activity surged in the second
quarter, rising more than 40 percent from the
first three months of the year. In transactions
where pricing was available, the median price
in 2022 has reached $260,400 per unit, while
cap rates averaged 3.7 percent.

Austin Multifamily Market Overview

Nearly all operating conditions in the Austin
multifamily market strengthened during the second
quarter. The local vacancy rate tightened for the
fifth consecutive quarter with the rafe reaching ifs
lowest point since 2014. The improving vacancy
rate has allowed operators fo confinue fo raise
renfs across the region. Developers remain active,
and with more than 19,000 unifs currently under
construction, there will be a continued flow of new
projects enfering the market. The global outlook
suggests a period of sluggish economic growth in
the coming quarters, but the Austin economy could
avoid much of this slowing if the large businesses
that have committed to adding thousands of jobs

in the region maintain their hiring plans.

Investment trends in Austin reflected the healthy
operating condifions in the area. Transaction
activity picked up from the previous quarter,
and sales levels year fo date are ahead of the
pace recorded in the first half of 2021. The best
indicator of investor demand can be reflected
in the spike in per-unit pricing. When compared
fo 2021, the median sales price was 25 percent
higher in transactions where pricing information
was available. Additional signals of the region's
healthy investment climate and positive market
sentiment are the breadth of transactions, with
properties changing hands in nearly every
submarket and continued land acquisitions

for future multifamily development.
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Employment

e Employers in Ausfin continued to add workers at a healthy pace
during the second quarter. In the past three months, employers
added more than 7000 jobs. Year over year, area payrolls
have expanded by 5.5 percent, a gain of 64,200 jobs.

e The trade, fransportation, and ufilities sector has accounted
for more than 15 percent of total job growth in the past year.
Employment in this industry increased by 5.8 percent in the past
12 months with the addition of nearly 11,000 workers.

e TikTok, the video-based social media platform, recently leased
125,000 square feet of office space in Downtown Austin. To this
point, the expansion has resulted in 100 new jobs, however, the
company plans to hire more than 600 additional employees in
Austin going forward.

* Forecast: The Austin labor market is expected to grow at a
healthy pace through the remainder of this year. Employers are on
pace to add approximately 40,000 workers to payrolls in 2022,
an expansion of 3.3 percent.

L& | Projects totaling more than
19,300 units are currently

under construction.

Development Trends
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EE | Yearoveryear, area payrolls
have expanded by 5.5 percent.

Employment Overview
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Development and Permitting

* Developers delivered nearly 5,000 units to the Austin market
during the first half of the year, including about 2,700 units that
came online in the second quarter. Projects totaling approximately
3,750 units were delivered in the first half of 2021.

 Developers are trying to capitalize on the ongoing renter demand
by ramping up the construction of apartment buildings. Projects
totaling more than 19,300 units are currently under construction
in Austin, doubling the figure from one year ago.

approximately 12,800 multifamily units, down 8 percent from

* To this point in 2022, developers have pulled permits for
the levels recorded one year ago.

Forecast: With construction activity elevated, deliveries are
expected to remain active in the second half of the year.
Developers are forecast to deliver nearly 9,500 units in 2022,
after fewer than 4,500 units came online last year.

Northmarg Investment Sales
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Vacancy €L | Yearoveryear, area vacancies

¢ The vacancy rate confinued to trend lower in the second have Improved by 230 basis pOIﬂfS.

quarter, falling 50 basis points to 4.6 percent. This was the fifth
consecutive quarter where market vacancies fightened, and the
current rate is at its lowest point since 2014.

Vacancy Trends
* Robust renter demand has caused vacancy rates to tighten

among Austin multifamily properties. In the past year, area
vacancies have improved by 230 basis points, the largest 7.0%
year-over-year improvement in more than a decade.
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e There is consistent demand for all forms of housing in Austin but
nearly no supply growth outside of Class A buildings. As a result,
the lowest vacancy rates are being recorded in Class B and
Class C properties. The combined average vacancy in Class B
and Class C properties ended the second quarter ot 4.3 percent, 2o
down 100 basis points from one year ago.
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¢ Forecast: Supply growth is expected to outpace absorption 0%
levels in the remainder of 2022, causing a modest upfick in o e e
vacancies. The rafe is expected to end the year af 4.8 percent, Soures: NothMora Reis
down 50 basis points from the figure recorded at the end of 2021.
Rents
‘ ‘ Local Gsking rents increased * Elevated demand conditions continued to support rent increases
in the first half of this year. During the second quarter, asking rents
by ]57 percenf during fhe in Austin advanced 2 percent, rising to $1,516 per month. This

followed a 2.6 percent rent increase in the first quarter.

past 12 months.
e following rapid rent growth in recent quarters, local asking rents
increased by 15.7 percent during the past 12 months. Rent growth
in Ausfin has generally been among the fastest in the country, but
Rent Trends recent spikes have doubled or fripled the rafes of past annual increases.
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Multifamily Sales €& | Salesvelocity rose more
than 40 percent from the first

* Investment activity in Ausfin has remained active through the first
half of this year, although transaction counts have not matched
levels recorded af the end of 2021. Sales velocity rose more
than 40 percent from the first quarter to the second quarter, and
the number of properties that sold in the first half of this year is
up 8 percent from the 2021 pace. Investment Trends

quarter to the second quarter.

e Favorable operating conditions have caused prices to push $280

higher in 2022. In fransactions where pricing was available, the & $240
median price of sales that traded during the first six months rose

to $260,400 per unit, an increase of 25 percent from 2021.

* Cap rates averaged approximately 3.7 percent in the first half, $120
up about 20 basis points from levels at the end of last year. The c
continued competition in the investment market and forecasts for )
additional rent growth are expected to keep cap rates low in
the coming quarters.
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Looking Ahead

The strong property performance recorded in the first half of 2022

has set the stage for additional growth in the Austin multifamily market

through the remainder of the year. Demand is expected to remain

elevated, fueled by a labor market that continues to add workers and

rapid population growth. The local population expands by an average

of more than 55,000 residents per year, including net in-migration of

about 40,000 net new residents. On the supply side, deliveries of new

units will remain elevated throughout the next few years as developers

attempt to keep up with demand. The result will likely be a few periods

where the vacancy rafe fluctuates, particularly in submarkets where
construction is most active, such as Round Rock/Georgetown and the

North Travis County/Pflugerville area.

Employment Forecast
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Construction & Permitting Forecast
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Ausfin has become one of the top-performing mulfifamily markets in the
country due fo population growth and corporate expansion. This activity
confinues to spur new development and affract invesiment capital. New
construction projects have consistently accounted for between 20 and
30 percent of property sales in recent years. That trend should continue
as invesfors seek to acquire some of the region’s newest properties in @
period where renter demand is elevated, and rents are posting rapid
increases. With properties that are still in lease-up likely to account for
a portion of tofal sales, not all transactions will be priced based on in-
place cap rates. In sales of stabilized properties, cap rates could edge
higher in response to increased borrowing costs.

Rent Forecast
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Vacancy Forecast
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For more information,
please contact:

Scott Lamontagne
Managing Director—Investment Sales

512.450.6820

slamontagne@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




