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Strong Demographics
Support Rental Demand

Phoenix's proximity to denser, more expensive cities had been
fueling migration of both residents and businesses during the
second part of the last cycle and the pandemic has exacerbated
that trend. This has benefited the metro's multifamily market,
boosting demand for multifamily units, which pushed the aver-
age rent up 0.8% on a trailing three-month basis through No-
vember, to $1,259. Even so, the figure trailed the $1,465 U.S.
average, which was flat for the fourth consecutive month.

Employment growth in the 12 months ending in September
marked a 4.2% decline, well above the -9.3% national level. The
unemployment rate slid to 6.2% in September, following a spike
in the number of virus cases in midsummer. October preliminary
data pointed to an increase to 7.5%. Two sectors added jobs in
the year ending in September, including the metro's largest—
trade, transportation and utilities—which expanded 2.6%. The
sector benefited from its ability to adapt to the current situation
and from Amazon's planned expansion, which was projected to
bring 3,000 new jobs ahead of the holiday season.

Development maintained pace, with 8,218 units delivered in
2020 through November and another 26,483 under construction.
Meanwhile, nearly $4.4 billion in assets traded, for a per-unit
price that rose 12.8% year-over-year to $182,669.
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Recent Phoenix Transactions

Onnix

City: Tempe, Ariz.
Buyer: Western Wealth Capital
Purchase Price: $118 MM

Price per Unit: $178,300

Cortland Biltmore

City: Phoenix

Buyer: Cortland
Purchase Price: $117 MM
Price per Unit: $462,451

City: Phoenix

Buyer: DWS Group
Purchase Price: $113 MM
Price per Unit: $322,350

Arcadia Cove

City: Phoenix
Buyer: Priderock Capital
Management
Purchase Price: $99 MM
Price per Unit: $228,009
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RENT TRENDS

» Phoenix rents rose 0.8% on a trailing three-
month (T3) basis through November to $1,259,
while the U.S. figure remained flat at $1,465 for
the fourth consecutive month. The average rent
in the metro outperformed the national rate
throughout the second half of the last cycle;
this performance has continued during the pan-
demic, as seen by consistent gains and just two
months of negative growth.

Despite recording three consecutive months of
depreciation at the start of the health crisis, the
Lifestyle segment led rent expansion on a T3
basis through November, rising 1.2% to $1,464.
The evolution of upscale units was bolstered by
the high influx of residents relocating from more
expensive cities. Meanwhile, rents in the working-

class Renter-by-Necessity segment performed
positively and rose 0.3% to $1,031. The rental
market is poised for sustained growth, especially
with the recently passed pandemic relief pack-
age, which includes $25 billion for rental assis-
tance and an extension of the federal eviction
moratorium for an unspecified amount of time.

Rents contracted in just two submarkets—
South Paradise Valley (-0.6% to $1,255) and
South Scottsdale (-0.4 to $1,534). The latter

is also one of the most expensive areas in the
metro, behind only North Scottsdale (+6.4%

to $1,583) and Sky Harbor (+1.0% to $1,545).
Central West Phoenix was the most affordable
submarket but marked one of the best perfor-
mances in the metro, rising 9.3% to $849.

Phoenix vs. National Rent Growth (Trailing 3 Months)
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Phoenix Rent Growth by Asset Class (Trailing 3 Months)
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ECONOMIC SNAPSHOT

» Phoenix's resilience helped it occupy a high spot
among the nation’s Top 10 best-performing
metros during the health crisis, having lost fewer
jobs than most. Unemployment stood at 6.2%
in September following a spike in infections that
slowed hiring, while preliminary data for October
pointed to a new rise to 7.5%.

» Job development in the 12 months ending in Sep-
tember marked a 4.2% drop but was well ahead
of the 9.3% national rate. Three sectors added
jobs during the period, including the metro's larg-
est sector—trade, transportation and utilities—
which expanded 2.6%. Its second- and third-larg-
est sectors—professional and business services

Phoenix Employment Share by Sector

and education and health services—held up well
during the same time frame, contracting by just
5.5% and 1.0%, respectively. Amazon continued
its local expansion and announced 3,000 new jobs
for the holiday season. The heavily affected lei-
sure and hospitality sector shrunk by 18.3%.

» The metro's performance could be hindered by

Proposition 208, which would impose a 3.5%
tax surcharge on taxable annual income for per-
sons earning more than $250,000 and is aimed
at increasing funding for public education. The
initiative—being contested in court—would put
Arizona in the Top 10 states for high income tax,
which would increase from 4.5% to 8.0%.

Current Employment

Employment Sector (000)

40 Trade, Transportation and Utilities 417 19.6%
80 Other Services 72 3.4%
55 Financial Activities 205 9.6%
90 Government 250 11.8%
50 Information 38 1.8%
15 Mining, Logging and Construction 137 6.4%
65 Education and Health Services 339 15.9%
30 Manufacturing 131 6.2%
60 Professional and Business Services 350 16.5%
70 Leisure and Hospitality 187 8.8%

Sources: Yardi Matrix, Bureau of Labor Statistics

Population Phoenix vs. National Population

» Phoenix gained 90,241 residents
in 2019, up 1.9% and well above
the 0.3% national rate. The metro National

323,071,342

2016 2017 2018 2019

325,147,121 327,167,434 1328,239,523

climbed among the Top 10 most
opulous metros in the U.S. i
Pop ;he‘ifg'x 4,675,966 | 4,761,694 4,857,962| 4,948,203
» Between 2016 and 2019, the metro's
population expanded by 5.8%, or Sources: U.S. Census, Moody's Analytics

272,237 residents.
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SUPPLY

» In 2020 through November, 8,218 units came

online in the metro, equal to 2.6% of total
stock and 60 basis points above the national
rate, with the bulk geared toward the Life-
style segment. Development remained in-
tense in Phoenix, despite safety restrictions
imposed by the pandemic.

Developers had 26,483 units under construc-
tion in November and another 47,596 in the
planning and permitting stages. Their focus
remained on upscale Lifestyle units, to meet
demand from residents relocating from denser
and more expensive metros. The development
pipeline also included 15 fully affordable com-
munities totaling 1,297 units, while this year's
deliveries encompassed 343 units in four fully
affordable projects.

Development was uneven across the map,
with the Top 4 submarkets accounting for
half of the projects underway. Sky Harbor led
construction activity with 4,471 units under
construction, followed by Gilbert (2,130 units)
and Western Suburbs (3,046 units). These ar-
eas were dlso among the submarkets with the
highest average rent in the metro.

» By November, the largest project under devel-

opment was Scottsdale Entrada, a 735-unit
Lifestyle asset located in an Opportunity Zone
in South Scottsdale. Owned by Banyan Resi-
dential, the community is slated for comple-
tion in 2023 and holds an $82 million con-
struction loan issued by Bank OZK.

Phoenix Completions (as of November 2020)
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Phoenix vs. National Completions as a Percentage of Total Stock (as of November 2020)
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TRANSACTIONS

» In 2020 through November, nearly $4.4 billion
in multifamily assets traded in the metro—$2.1
billion less than the amount registered during
the same time frame in 2019.

» Phoenix’s resilient economy and robust de-
mographics have maintained strong property
values. Although 66 of the 108 properties that
changed ownership were Renter-by-Necessity
assets, the price per unit rose a solid 12.8%
year-over-year through November to $182,669,

above the $167,022 U.S. average, which slid
0.8% during the period.

» One of the most active investors in 2020

through November was Tides Equities. The
company spent more than $360 million on sev-
en assets. Meanwhile, the metro's largest deal
was Western Wealth Capital's acquisition of
Onnix for which it paid $117 million to Bridge
Investment Group, with aid from a $79 million
loan held by Freddie Mac.

Phoenix Sales Volume and Number of Properties Sold (as of November 2020)
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Top Submarkets for Transaction Volume?

Volume
Submarket ($MM)

South Tempe 536
Chandler 448
North Tempe 412
Union Hills 387
Western Suburbs 387
Glendale 283
Deer Valley 264

Source: Yardi Matrix
1 From December 2019 to November 2020
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Phoenix vs. National Sales Price per Unit
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Submarket
North Scottsdale
South Scottsdale
North Paradise Valley
South Paradise Valley
Sunnyslope
North Black Canyon
Metrocenter

Sun City-Youngtown-Peoria
Glendale

Northwest Phoenix
Christown

East Camelback

Central East Phoenix
Uptown

Central West Phoenix
Maryvale

Sky Harbor

15N
15S
16N
16S
17N
17S
18N
18S
19E
19w
20
21E
21w
22E
22W
23

Submarket
South Phoenix

Mountain Park

North Tempe

South Tempe

North Mesa

South Mesa

East Mesa

Superstition Springs

Gilbert

Chandler

Western Suburbs

Union Hills

Deer Valley

Northeast Maricopa County
Southwest Maricopa County
Apache Junction
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DEFINITIONS

Lifestyle households (renters by choice) have wealth sufficient to own but have chosen to rent.
Discretionary households, most typically a retired couple or single professional, have chosen the flexibility
associated with renting over the obligations of ownership.

Renter-by-Necessity households span a range. In descending order, household types can be:

» A young-professional, double-income-no-kids household with substantial income but without wealth
needed to acquire a home or condominium;

» Students, who also November span a range of income capability, extending from affluent to barely get-
ting by;

» Lower-middle-income (“gray-collar”) households, composed of office workers, policemen, firemen, techni-
cal workers, teachers, etc.;

» Blue-collar households, which November barely meet rent demands each month and likely pay a dispro-
portionate share of their income toward rent;

» Subsidized households, which pay a percentage of household income in rent, with the balance of rent
paid through a governmental agency subsidy. Subsidized households, while typically low income, Novem-
ber extend to middle-income households in some high-cost markets, such as New York City;

» Military households, subject to frequency of relocation.

These differences can weigh heavily in determining a property’s ability to attract specific renter market
segments. The five-star resort serves a very different market than the down-and-outer motel. Apartments
are distinguished similarly, but distinctions are often not clearly definitive without investigation. The Yardi®
Matrix Context rating eliminates that requirement, designating property market positions as:

Market Position Improvements Ratings

Discretionary A+ /A
High Mid-Range A-/ B+
Low Mid-Range B/ B-
Workforce c+/C/C-/D

The value in application of the Yardi® Matrix Context rating is that standardized data provides consistency;
information is more meaningful because there is less uncertainty. The user can move faster and more
efficiently, with more accurate end results.

The Yardi® Matrix Context rating is not intended as a final word concerning a property's status—either
improvements or location. Rather, the result provides reasonable consistency for comparing one property
with another through reference to a consistently applied standard.

To learn more about Yardi® Matrix and subscribing, please visit www.yardimatrix.com or call Ron Brock,
Jr., at 480-663-1149 x2404.
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Gain complete new supply pipeline
information at the asset, competitive set
and market level

Find acquisition prospects based on in-place
loans, maturity dates, lenders and originators

Access exclusive aggregated and anonymized
sidential revenue and expense comps
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DISCLAIMER

Although every effort is made to ensure the accuracy, timeliness and completeness of the information provided in this
publication, the information is provided "AS IS" and Yardi Matrix does not guarantee, warrant, represent or undertake that
the information provided is correct, accurate, current or complete. Yardi Matrix is not liable for any loss, claim, or demand
arising directly or indirectly from any use or reliance upon the information contained herein.

COPYRIGHT NOTICE

This document, publication and/or presentation (collectively, "document”) is protected by copyright, trademark and other
intellectual property laws. Use of this document is subject to the terms and conditions of Yardi Systems, Inc. dba Yardi
Matrix's Terms of Use (http:/www.yardimatrix.com/Terms) or other agreement including, but not limited to, restrictions
on its use, copying, disclosure, distribution and decompilation. No part of this document may be disclosed or reproduced
in any form by any means without the prior written authorization of Yardi Systems, Inc. This document may contain
proprietary information about software and service processes, algorithms, and data models which is confidential and
constitutes trade secrets. This document is intended for utilization solely in connection with Yardi Matrix publications and

for no other purpose.

Yardi® Yardi Systems, Inc., the Yardi Logo, Yardi Matrix, and the names of Yardi products and services are trademarks or
registered trademarks of Yardi Systems, Inc. in the United States and may be protected as trademarks in other countries.
All other product, service, or company names mentioned in this document are claimed as trademarks and trade names by

their respective companies.

© 2021 Yardi Systems, Inc. All Rights Reserved.
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