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Apartment Rent Gains Slow in 2017. What’s in Store for 2018?

U.S. multifamily rents did not change in December, remaining at $1,359, and ended the year up 2.5%, according to
Yardi Matrix’s monthly survey of 121 markets. While that represents a solid gain, it also is the smallest annual increase
since 2010, when rents fell 0.4%. Since then, rents have grown by at least 3.3% every year, peaking at 5.4% in 2015
and declining to 3.4% in 2016.

December’s year-over-year 2.5% increase was up 20 basis points over the previous month, and overall rents are $4
off their all-time high of $1,363, which was achieved in September. Rents were down 0.3% in the fourth quarter,
which is only the second negative quarter of growth nationally since the second quarter of 2010 (rents also fell
0.2% in the fourth quarter of 2016). Although the results are somewhat negative compared to recent history, what's
notable is how consistently strong the market has performed during the entire recovery.

The question for 2018 is how much more steam is left in the market, whether the deceleration will continue or if it
will level off or turn negative. Our view is that growth will continue at roughly the same rate nationally, led by strong
demand. The economy shows no signs of slowing down, as GDP comes off two strong quarters and should get at
least a boost from lower corporate and personal tax rates, while job growth continues to impress. Combined with
the growth of the young adult population, household formation should remain robust.

The consistent national numbers mask a great deal of movement on the metro and submarket level. Secondary
markets such as Sacramento, Orlando, Las Vegas, Salt Lake City and Colorado Springs with affordable rents and
growing populations should see above-trend increases. Business-friendly markets such as Dallas and Atlanta should
see a slowdown in rent increases, but see moderate gains nonetheless, while expensive coastal markets such as
New York City and markets with excessive supply growth are likely to see little or no gains.
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National averages include 121 markets tracked by Matrix, not just the 30 metros featured in the report. All data provided by YardiMatrix.



Year-Over-Year Rent Growth—Lifestyle Asset Class
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Occupancy and Asset Classes

Heavy supply growth has caused occupancy of stabilized properties to drop 50 basis points over the last

six months, to 95.3% as of November. With deliveries expected to reach a cycle peak of 360,000 in 2018, we
forecast the occupancy rate to continue its downward trajectory in 2018. While occupancy has fallen in both
property classes, a 60-basis-point spread remains between RBN (95.5%) and Lifestyle (94.9%) occupancies, as
most new deliveries have been of luxury units.

Occupancy—All Asset Classes by Month
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Trailing 3 Months: Houston, Florida Boosted by Hurricanes

For the second consecutive month, rents fell 0.1% on a trailing three-month basis (T-3), which is not atypical of
fourth quarter seasonality. T-3 rent growth, which compares the last three months to the previous three months,
reflects recent trends and may not be indicative of long-term growth. Nationwide, RBN assets (0.0%) outperformed
Lifestyle units (-0.2%), as new supply continues to have a negative impact on luxury rents. Of the Matrix Top 30
markets, only three had faster rent growth in Lifestyle assets compared to RBN.

T-3 rent growth was led by Houston (0.3%). Its rental market received a shot in the arm from Hurricane Harvey as
displaced homeowners were forced to rent following the storm. Houston's growth is led by the Lifestyle segment
(0.4%), which has outperformed RBN (0.1%). Houston's year-over-year growth is 1.8%, compared to -2.7% in the
month before Harvey. Orlando, Miami and Tampa were also among the top metros for T-3 rent growth. A similar
trend to Houston may be occurring in Florida, as demand for housing increases, in part due to the migration from
Puerto Rico in the wake of the 2017 hurricane season.

West Coast markets, specifically those in the Pacific Northwest, were the weakest on a T-3 basis. Seattle (-0.8%),
Portland (-0.5%) and San Jose (-0.5%) saw rents decline due to a combination of oversupply and historically
expensive rent levels.

Trailing 3 Months Sequential—All Asset Classes
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Trailing 12 Months: Lagging Effect Shows Continued Deceleration

Rents increased 2.6% on a trailing 12-month basis (T-12) in December, down 10 basis points from November.
T-12 rent growth is calculated using a longer time frame, and market movements are slower compared

to those using the T-3 basis. The T-12 data only begins to capture the 2017 supply levels, but nonetheless,
significant high-end supply has had a decelerating effect, especially on Lifestyle units, which underperformed
RBN by 220 basis points.

Sacramento (9.1%) continued to be the fastest-growing market for T-12 rents, outpacing the second-ranked
Inland Empire by 400 basis points. Other strong markets were generally concentrated in the South and West,
with Seattle (4.9%), Las Vegas and Orlando (both 4.7%) showing significant rent increases. The Mid-Atlantic
and Texas had the slowest-growing rents, with the weakest-performing T-12 markets being Houston (-1.0%);
Austin (0.5%); Washington, D.C. (1.0%); and Baltimore (1.2%).

Trailing 12 Months Year-Over-Year—All Asset Classes

10.0%
8.0%
6.0%
4.0%
2.0%

N
2
x

0.0% -
2.0%
222488 8282 8258 T ELTELLSES L2 RS LYE S
§ 8§ 2 :c3c =86 E£5 355885852388 8053F g8 §gs58¢e 288 g
E E B S 2 20 2 88 %08 s 55 8 % 23 % 8 = £ E e = 5§ < 3
s W o 5 2 c g B < O ¢ < g O c 0 ® g g M S < § & £ £ Q
i = c o @ 9§ o S © T
g B s g 2 S o E s £ 2 s o oL o 2
n g S S £ X o » < %
< g 3 8
Trailing 12 Months Year-Over-Year—Lifestyle Asset Class
8.0%
6.0%
4.0%
B (]
0.0% .......-----------_______
2.0% .
-4.0%
2 822888 258525882873 2822 YS5E L8885
§ § 8 255§ 3¢ E 5292w 6025858838 §53C g8 283
E > 8 = 0 % 2 v« 8 § 2 P2 s 0 F & 588 5 c 8§ =25 v 5 £ < 2 < 3
8 , ® WS c < g« °© 0 2z 5 Z 3 s 38 3 < 8 85§ 5 & 8 2
e85 2 g &8 2 % s ° ¢z  © § £ £ @~ L
b ks . g s = N4 g » z c
- = (1]
S B ?
Trailing 12 Months Year-Over-Year—Renter-by-Necessity Asset Class
12.0%
10.0%
8.0%
0,
6.0% 3.8%
201 IIIII
2o RS
0.0% AEEEEEN ..
g2 22 838828288522 2ETELEZS LS ELeLE R8s
§ 2 3 § £ o 5 &8 2 & £ E © 5 =8 &85 2230 3% 5 8252889 3
e E 2 0o 2 o 8 5§ £ £ 8 0 g @ 5§ TS £ 0 g 9o 2 ¢ 2 8 ¢ £ 2 s 3
s w 7”5 ] < F cx O & Q2 g O ¢ & @ 3T § & < & 5 B 2
I o < %] = o z s @ g O O © T D I
s T @ (@] k] s 3 =z 5 5 = g o [ =
3 8 S = = £ ¥ T s o S
_ 13 (1]
[¢) « E

Yardi Matrix Matrix Monthly | December 2017 4



Employment, Supply and Occupancy Trends; Forecast Rent Growth

Apartment supply will reach a cycle peak of roughly 300,000 in 2017, and with 600,000 units under construction is
expected to grow by another 20% in 2018. Nationally, the occupancy rate of stabilized properties has declined 40 basis
points year-over-year and stood at 95.3% as of November. Is the growth in supply having an impact on rent growth?
Deliveries are not even across metros, of course, and neither is demand. Looking at the metros with the biggest drops
in occupancy rates in the year ending in November, the answer seems to be “yes!

Nashville saw the biggest decline in occupancy rates, falling 130 basis points to 94.8% (as of November). Rent growth
in the Music City dropped to 0.5% in December 2017 from 5.2% a year earlier. Nashville added 5.7% to multifamily stock
during that time, the biggest percentage increase among major U.S. metros.

Miami and San Antonio round out the top three in occupancy declines, each falling 100 basis points year-over-year.
Miami's occupancy rate stood at 94.9%, with year-over-year rent growth dropping to 1.3% as of December from 3.1%
a year earlier. At 93%, San Antonio has the lowest occupancy rate among major metros, and rent growth has dipped
t0 0.8% in December from 2.9% a year earlier. Other metros with above-average declines in occupancy rates include
Seattle and Orange County (-0.9%); Dallas and Portland (-0.7%); and the Inland Empire, Raleigh, San Francisco, Chicago,
Washington, D.C, and Austin (-0.6%). During that time, those metros either have been mired in weak rent growth
(Washington and Chicago) or have seen precipitous declines (such as Seattle, Portland and Austin).

YoY Forecast YoY Job Growth Completions as Occupancy Occupancy
Rent Growth Rent Growth  (6-mo.moving avg.) % of Total Stock Rates as of Rates as of
Market asof Dec- 17 (YE 2017) asof Oct-17 asof Dec-17 Nov - 16 Nov -17
Sacramento 8.0% 7.5% 1.8% 05% 97.0% 96.8%
Las Vegas 56% 6.0% 3.0% 1.7% 95.3% 94.9%
Orlando 5.5% 5.0% 32% 28% 96.0% 95.7%
Seattle 3.2% 5.0% 24% 46% 96.3% 95.4%
Phoenix 3.2% 49% 22% 22% 94.8% 94.6%
Twin Cities 36% 46% 2.5% 24% 97.8% 97.5%
Los Angeles 34% 45% 13% 22% 97.1% 96.7%
Inland Empire 40% 44% 2.9% 08% 96.6% 96.0%
Dallas 27% 4.4% 2.9% 23% 95.7% 95.0%
Atlanta 26% 4.1% 3.0% 25% 94.8% 94.4%
Denver 28% 4.0% 22% 28% 95.0% 95.0%
Tampa 34% 37% 28% 26% 95.6% 95.4%
Raleigh 24% 32% 3.0% 3.2% 95.4% 94.8%
Orange County 2.8% 3.0% 0.5% 26% 97.0% 96.1%
Boston 24% 29% 20% 3.2% 96.6% 96.6%
San Francisco 24% 28% 1.7% 22% 96.6% 96.0%
Indianapolis 2.0% 2.6% 2.0% 1.6% 94.5% 94.0%
Philadelphia 21% 25% 1.8% 1.7% 96.0% 95.6%
San Jose 27% 2.5% 1.4% 33% 96.0% 96.0%
Nashville 0.5% 25% 31% 57% 96.1% 94.8%
Chicago 10% 24% 0.7% 23% 95.6% 95.0%
Houston 1.5% 22% 1.5% 29% 933% 93.1%
Charlotte 24% 1.9% 2.5% 3.2% 95.8% 95.4%
Kansas City 2.1% 1.8% 1.6% 2.5% 95.3% 95.1%
Baltimore 1.2% 1.8% 1.3% 1.7% 94.9% 94.7%
Miami Metro 1.3% 1.7% 25% 40% 95.9% 94.9%
San Antonio 0.8% 1.5% 24% 29% 94.0% 93.0%
Portland 0.8% 1.0% 24% 23% 96.0% 95.3%
Washington DC 03% 1.0% 1.8% 20% 95.8% 95.2%
Austin 05% 1.0% 24% 33% 94.8% 94.2%
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Market Rent Growth by Asset Class

Atlanta Boston

12% 12%
10% 10%
8% 8%
6% 6%
4% 4%
2% 2%
0% 0%
-2% -2%
-4% -4%
e b bt e e e e [~ < e b bt e e e e £ -
Denver Dallas
12% 12%
10% 10%
8% 8%
6% 6%
4% 4%
2% 2%
0% 0%
2% 2%
-4% -4%
2 s b 2 2 e e b e 2 bt bt 2 2 e 2 E =
Houston Inland Empire
1% 12%
9% 10%
% 8%
5% 6%
3% 4%
1% 2%
1% 0%
-3% -2%
5% -4%
e R bt e e e e [~ c e i h 2 2 2 2 o e
== Trailing 12 Months Overall s Trailing 12 Months Lifestyle = Trailing 12 Months Renter-by-Necessity

Yardi Matrix Matrix Monthly | December 2017 7



Las Vegas Los Angeles
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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:

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

" Students, who also may span a range of income capability, extending from affluent to barely getting by;

" Lower-middle-income (‘gray-collar”) households, composed of office workers, police officers, firefighters, technical
workers, teachers, etc;

. Blue-collar households, which may barely meet rent demands each month and likely pay a disproportionate 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, may 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 Improvement 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.

Contacts

» Jeff Adler, Vice President & General Manager of Yardi Matrix: Jeff.Adler@Yardi.com, 1-800-866-1124 x2403
> Jack Kern, Director of Research and Publications: Jack.Kern@Yardi.com, 1-800-866-1124 x2444

> Paul Fiorilla, Associate Director of Research: Paul.Fiorilla@Yardi.com, 1-800-866-1124 x5764

To Subscribe
» Hollie Zepke, Audience Development Specialist: Hollie.Zepke@Yardi.com, 1-800-866-1124 x5389
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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.

© 2017 Yardi Systems, Inc. All Rights Reserved.
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