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Development Overhang Weighs on Rent
Growth; Positive Dynamics Remain in Place

Low unemployment, consistent job growth boosting
apartment demand. A broad base of high-wage industries
and more than 8.5 million residents are driving significant net
absorption of apartments, particularly as single-family homes
remain out of reach for many would-be buyers. As the pace of
construction soared, net absorption outpaced new supply every
year since 2012, fostering a metrowide vacancy rate that reached
2 percent by the end of 2017. This year, development will contract
moderately following the cycle high reached in 2017, providing a
tailwind to the overall market. However, the exceptional growth in
supply has weighed on overall gains in the average effective rent
as operators throughout the city opted to provide a heavier slate
of incentives to draw renters and fill new buildings. As the year
progresses and the market continues to tighten, the sentiment
around incentives should moderate somewhat, providing a
tailwind to NOls.

East River neighborhoods in Brooklyn and Queens drive
development. As rental rates have risen throughout the cycle,
construction has expanded meaningfully throughout the city.
Those efforts are now being focused on locations in Brooklyn
and Queens along the East River, where quick commutes to
employment centers in Manhattan offer convenience and value.
As popularity has increased over the past several years, the
valuation gap between these areas has moderated somewhat, yet
it remains wide enough to draw additional renters to the area.
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Y-O-Y
Basis Point
Change

Effective

o— Metro Rent

Bronx 1.0% -10 $1,425 2.0%
Brooklyn 2.0% -20 $2,150 2.3%
Manhattan 2.1% -20 $3,510 1.3%
Queens 1.5% -30 $2,060 3.0%
Staten Island 3.6% 20 $1,550 1.7%
Westchester County 3.8% -20 $1,945 1.4%

Investment Trends

e While transaction activity and dollar volume remain in a
downtrend post-2016, continuing NOI growth has pushed
apartment prices to the highest prices of the current cycle.

e Brooklyn investors remain focused on communities along the
East River such as Williamsburg, Greenpoint and Dumbo, where
valuations can easily reach above $450,000 per unit. Deal flow
remains property-specific farther inland, typically requiring more
capital injections to realize the full potential of the asset.

e Buildings around Hudson Yards and Hell’s Kitchen are seeing
prices move higher as buyers look to position for greater foot
traffic and tenant interest in the area. Yields remain higher than
the borough average, encouraging long-term hold strategies.

¢ |nvestors seeking greater yields should pursue assets in Long Island
City and Astoria, where a significant revitalization is beginning to
draw broad tenant and investor interest. Cap rates remain roughly
50 to 100 basis points above the metro average for older buildings
in these neighborhoods.
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1Q18 - 12-MONTH PERIOD

EMPLOYMENT:
1.8% increase in total employment in 2017

e Businesses added 12,700 employees during 2017,

expanding total employment by 1.8 percent. The borough

- will create 9,700 positions this year, a 1.4 percent growth
rate.

e Since the current expansion began in 2009, more than
161,800 positions have been created in the borough, a
29 percent rise in total employment.

CONSTRUCTION:
5,300 units completed Y-O-Y

e Development declined moderately over the past year as
1,300 fewer units were brought online than the same
6) period in the previous year. Completions targeted primarily
Midtown South and Lower Manhattan, accounting for
nearly 4,100 rentals.

e Builders will slow construction as the year progresses,
with 3,750 apartments set to come online in 2018.

VACANCY:

50 pasis point decrease in vacancy Y-O-Y

¢ A slower pace of construction and net absorption of more

than 9,100 units led vacancy in the borough to fall 50
DY basis points to 2.2 percent over the past year.

e Despite receiving the majority of the new development,
Midtown South Manhattan experienced surging demand
for units that pushed vacancy down 150 basis points to
2.7 percent during the past 12 months.

RENTS:
0.8% increase in effective rents Y-O-Y

e The average effective rent advanced 0.8 percent during
the past year, reaching $3,492 per month. Rent growth
G) was led by Lower Manhattan and Harlem, advancing 2
percent to $4,049 per month and 2.1 percent to $2,130
per month, respectively.

e Midtown South Manhattan was the only major submarket
to contract, sliding 1 percent to $3,990 per month.
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DEMOGRAPHIC HIGHLIGHTS
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1Q18 MEDIAN HOUSEHOLD INCOME 1Q18 AFFORDABILITY GAP MULTIFAMILY (5+ Units) PERMITS*™

SUBMARKET TRENDS

Metro $801267 Renting is $6,1 22 Per Month Lower 32,253 2H 2017
U.S. Median $60,686 : Average Effective Rent vs. Mortgage Payment™  : 4 0.3% ggﬂ?gge%with 2H

‘A efa B

1Q18 MEDIAN HOME PRICE 5 FIVE-YEAR HOUSEHOLD GROWTH** SINGLE-FAMILY PERMITS*™
vero $1,628,300 26 000 or0.6% Annual Growth : 7,178 2n2017
U.S. Median $257,628 U.S. 1.1% Annual Growth ! 1 4.7% SomParedwith 2H
*Mortgage payments based on quarterly median home price with a 30-year fixed-rate conventional mortgage, 90% LTV, taxes, insurance and PMI. *2017-2022 < Annualized Rate

**NEW YORK-NEWARK-JERSEY CITY,NY-NJ-PA METROPOLITAN STATISTICAL AREA

Lowest Vacancy Rates 1Q18 Transactions Tick Lower Amid Soaring
Prices For Well-Located Rentals

Submarket vacancy is Point]| Effective E%IQZ’ e The average price per unit soared above $600,000
during the past year as prices in the Midtown West,
Tribeca and Wall Street/Battery Park areas exchanged
ownership above $800,000 per door.
Harlem 1.8% -40 $2,130 2.1% e Cap rates remain in the high-3 percent to low-4
percent range, with smaller properties and transitioning
) neighborhoods reaching the mid-4 percent band.
Lower Manhattan 1.9% 50 $4,049  2.0% % Outlook: Extremely tight conditions and relatively rapid rent
L] growth have focused buyers on transformative projects and
o locations where capital returns can be much higher than
Upper Manhattan 2.2% -30 $3,904 0.2% C|7) assets already priced for turnkey performance.
LL
<_EI Pricing Trends
Midtown South 2.7% -150 $3,990 -1.0% %)
2 $800
8
Midtown 2.8% -70 $3,974 0.4% =
= $650
g
o $500
Roosevelt Island 3.9% 170 $3,305 -7.0% L
o
% $350
[
Manhattan 2.2% -50 $3,492  0.8% 2 $200
14 15 16 17 18*

* Trailing 12 months through 1Q18
Pricing trend sources: CoStar Group, Inc.; Real Capital Analytics




Brooklyn

CURRENT TRENDS

Employment Trends

— Borough — United States
4%

(0]
(o))
C
g 3%
)
I
;_'I’ 2%
9]
>
1%
®©
O
>
0%
14 15 16 17 18
———— Completions and Absorption ——
mm Completions === Absorption
& 12
o
C
3 9
o
£
Z 6
€
)
0
14 15 16 17 18"
Vacancy Rate Trends
— Borough — United States
8%
o 6%
T
o — o —————°
)
-
©
8 - _ _
> 2% hd ® —0
0%
14 15 16 17 18
Rent Trends
mm  Monthly Rent  —— Y-O-Y Rent Change
$2,200 8%
=
i
o $2,050 6%
=
°
£ $1,900 4%
w
>
£ $1,750 2%
[e]
s
$1,600 0%

* Forecast

*

abueyD) JBOA-IONO-JBDA

Marcus g Millichap

1Q18 - 12-MONTH PERIOD

@

EMPLOYMENT:
1.6% increase in total employment in 2017

Over the past year, Brooklyn employers hired 39,400
workers. More than 29,600 jobs will be created this year,
increasing employment by 1.2 percent.

More than 356,000 people have found work since the
beginning of 2009, accounting for a 16 percent rise in
total employment.

®

CONSTRUCTION:
7,050 units completed Y-O-Y

The pace of construction ticked down modestly over
the past year as 7,050 apartments were brought online,
helped by fewer deliveries in Downtown Brooklyn, Bed-
Stuy and Park Slope.

Development will reach nearly 6,900 units in 2018, down
roughly 3,000 rentals from the prior year. Two projects will
deliver more than 710 apartments each.

®

VACANCY:

50 basis point decrease in vacancy Y-O-Y

The reduction in concentrated supply growth, coupled
with consistently robust net absorption, pushed vacancy
down 50 basis points to 2.2 percent over the past year,
reaching the lowest level since 2003.

Vacancy plummeted 430 basis points in Downtown
Brooklyn to 7.2 percent as the pace of completions
slowed moderately.

@

RENTS:
1 .3% increase in effective rents Y-O-Y

Intense competition for tenants has sponsored a plodding
pace of average effective rent growth, ticking up 1.3
percent to $2,122 per month over the past four quarters,
as incentive activity remains elevated.

Discounting and other incentives weighed heavily on the
Williamsburg/Greenpoint/Navy Yard submarket, where
rents fell 1.3 percent to $3,460 per month.




Marcus g Millichap

DEMOGRAPHIC HIGHLIGHTS

$$

Multifamily Research | Market Report

1Q18 MEDIAN HOUSEHOLD INCOME

SUBMARKET TRENDS

Metro $57,403

U.S. Median $60,686

1Q18 MEDIAN HOME PRICE

Metro $605,224

U.S. Median $257,628

1Q18 AFFORDABILITY GAP

Renting is $1 ,631 Per Month Lower
Average Effective Rent vs. Mortgage Payment*

FIVE-YEAR HOUSEHOLD GROWTH**

43 OOO orO 9 A) Annual Growth

U.S. 1.1% Annual Growth

B

MULTIFAMILY (5+ Units) PERMITS*™

32,253 2H 2017

Compared with 2H
7 03% 2014-2016

SINGLE-FAMILY PERMITS*™

7,178 212017

Compared with 2H
7 4.7% 30142016

*Mortgage payments based on quarterly median home price with a 30-year fixed-rate conventional mortgage, 90% LTV, taxes, insurance and PMI. *2017-2022  + Annualized Rate

Lowest Vacancy Rates 1Q18

Submarket

Southern Southeast

Brooklyn

Ditmas Park/Flatbush

Southwest Brooklyn

Crown Heights/Prospect
Lefferts Gardens

Bed-Stuy/Fort Greene/
Bushwick

Park Slope/Prospect
Heights

Williamsburg/Greenpoint/
Navy Yard

Downtown Brooklyn

Brooklyn

Vacancy

Rate

0.6%

0.8%

1.5%

1.7%

2.3%

2.9%

3.8%

7.2%

2.2%

-30

-20

-30

-50

-60

Effective

Rents

$1,765

$1,912

$1,586

$1,570

$2,291

$2,412

$3,166

$3,460

$2,122

2.3%

1.9%

1.2%

0.5%

1.3%

0.2%

-1.3%

1.3%

1.3%

Y-O-Y %
Change

SALES TRENDS

**NEW YORK-NEWARK-JERSEY CITY,NY-NJ-PA METROPOLITAN STATISTICAL AREA

Deal Flow Moderates As Prices Continue To
Edge Higher

e The average price per unit advanced over the past
year, reaching the $345,000 range. While transaction
volume dipped during the vyear, the Bed-Stuy,
Williamsburg and Brooklyn Heights areas remained
extremely active.

e A slower pace of transactions did little to affect cap
rates, with the average first-year return remaining in
the mid- to high-4 percent range.

Outlook: Buyers have primarily focused on areas directly
over the Washington and Williamsburg bridges, where
commuters have easy pathways into Manhattan.

Pricing Trends
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* Trailing 12 months through 1Q18
Pricing trend sources: CoStar Group, Inc.; Real Capital Analytics

Average Price per Unit (000s)
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CONSTRUCTION:

2,470 units completed Y-O-Y

e Developers finished 2,470 units last year, down roughly a
third from the previous yearlong period, when more than
3,770 rentals were completed.

e There are 4,880 apartments underway in the borough,
led by sites in Astoria and Long Island City. The first and
second phases of Jackson Park in Long Island City will
contain over 650 units each.

®
@
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—12-MONTH PERIOD

VACANCY AND RENT:

20 bpasis point decrease in vacancy Y-O-Y

e A slower pace of deliveries allowed net absorption to
rise above completions, contracting vacancy by 20
basis points to 1.7 percent.

0.2% increase in effective rents Y-O-Y

e The average effective rent advanced 0.2 percent over the
past year to $2,014 per month as relatively higher price
points in new buildings lifted overall pricing in the borough.

INVESTMENT HIGHLIGHTS:

e Deal flow contracted moderately, while the average price
per unit rose to just above $280,000 per door. Locations
in Long Island City made up nearly half of all transactions
in the borough.

e Cap rates remain in the low-4 percent band while
extending into the low-5 percent range for assets farther
away from the East River.

STATEN ISLAND

Supply and Demand

VACANCY AND RENT:

50 pasis point increase in vacancy Y-O-Y

e Moderate tenant outflows lifted vacancy 50 basis points
to 3.7 percent, despite a lack of completions during the
past 12 months.

5.2% increase in effective rents Y-O-Y

e The average effective rent advanced 5.2 percent to
$1,536 per month as local properties converge with high-
er-priced options in the other boroughs.
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CONSTRUCTION:

67 units completed Y-O-Y

e Developers completed one project over the past year,
at 533 Bay St., down from 571 rentals in the previous
6) yearlong period.
e The future pipeline remains limited. The second phase
of Staten Island Urby will come online with 325 units this
year, representing the only major completion for 2018.

INVESTMENT HIGHLIGHTS:

e Deal flow contracted over the past year as vacancy rose
precipitously. Transactions were all for properties of 50
units or less and dominated by private investors inside
the metro.

e Buyers paid roughly $210,000 per unit on average,
ranging from approximately $110,000 to $350,000 per
door. Smaller properties dominated local activity.

* Forecast
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BRONX

—12-MONTH PERIOD

VACANCY AND RENT:

10 basis point decrease in vacancy Y-O-Y

Demand outstripped supply growth over the past year
by more than 300 units, trimming vacancy by 10 basis
points to 1.1 percent.

1 .2% increase in effective rents Y-O-Y

The average effective rent ticked up 1.2 percent to $1,403
per month, limited by the amount of affordable housing in
the borough.
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CONSTRUCTION:

®

1 ,750 units completed Y-O-Y

e Development contracted moderately over the past year
as roughly 300 fewer units were completed compared to
the previous yearlong period.

¢ The pipeline will slow considerably over the coming year,
with fewer than 400 units slated for delivery in 2018.
The largest project, at 530 Exterior St., will contain 157
apartments in a 13-story building.

INVESTMENT HIGHLIGHTS:

Transactions increased considerably over the past year
as buyers pursued assets in the Southeast Bronx and
Fordham areas. The average price per unit was in the
low-$190,000s.

Cap rates remain in the mid-5 percent range as buyers bid
for higher-yielding opportunities throughout the borough.
Cap rates are lowest in Riverdale and Kingsbridge.

WESTCHESTER COUNTY
Supply and Demand
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VACANCY AND RENT:
90 bpasis point increase in vacancy Y-O-Y

Vacancy increased 90 basis points over the past year to
4.6 percent as net absorption fell short of completions
amid an elevated construction pipeline.

1 .5% increase in effective rents Y-O-Y

The average effective rent rose 1.5 percent to $1,929 per
month, boosted by an influx of Class A units at relatively
higher price points than the county average.

@

CONSTRUCTION:

1 ,550 units completed Y-O-Y

e The pace of construction increased substantially during
the past four quarters, rising from 880 units in the latest
12 months.

e More than 2,000 apartments are underway in the county,
with slightly less than half underway in Downtown
Yonkers. Construction is also elevated in Downtown New
Rochelle and White Plains.

INVESTMENT HIGHLIGHTS:

Overall deal flow moderated somewhat over the past
year, yet investment remained consistent in Yonkers,
Mount Vernon and New Rochelle.

The average price per unit rose to the low-$200,000s,
while cap rates were roughly in the mid-6 percent range,
drawing a broad array of capital to the marketplace. High-
net-worth buyers were the most prevalent.

* Forecast
Sources: CoStar Group, Inc.; Real Capital Analytics
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1Q18 Apartment Acquisitions
By Buyer Type
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By WILLIAM E. HUGHES, Senior Vice President,
Marcus & Millichap Capital Corporation

e Fed raises benchmark interest rate, plots path for

additional increases. The Federal Reserve increased the
federal funds rate by 25 basis points, lifting the overnight
lending rate to 1.5 percent. While the Fed noted that the
inflation outlook had moderated in recent months, an upgraded
economic forecast factoring in recent tax cuts and a rollback
in regulation strengthened growth projections for the next two
years. As a result, the Fed has guided toward two additional
rate hikes this year, while setting the stage for as many as four
increases in 2019.

Lending costs rise alongside Fed rate increase. As the
Federal Reserve lifts interest rates, lenders will face a rising cost
of capital, which may lead to higher lending rates for investors.
However, in an effort to compete for loan demand, lenders may
also choose to absorb a portion of the cost increases. While
higher borrowing costs may prompt buyers to seek higher cap
rates, the positive economic outlook should provide rent growth
that outpaces inflation over the coming year. As a result, sellers
remain committed to higher asking prices, which has begun
to widen an expectation gap as property performance and
demand trends remain positive.

The capital markets environment continues to be
highly competitive. Government agencies continue to
consume the largest share, just slightly over 50 percent, of
the apartment lending market. National and regional banks
control approximately a quarter of the market. Global markets
and foreign central banks are keeping pressure down on long-
term interest rates. Pricing resides in the 4 percent realm with
maximum leverage of 75 percent. Portfolio lenders will typically
require loan-to-value ratios closer to 70 percent with interest
rates in the high-3 to mid-4 percent range. The passage of tax
reform and rising fiscal stimulus will keep the U.S. economy
growing strongly and rental demand will remain high with the
national apartment vacancy rate at 5 percent at the end of 2017.
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The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no
representation, warranty or guarantee, express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment
growth is calculated based on the last month of the quarter/year. Sales data includes transactions valued at $1,000,000 and greater unless otherwise noted. This is not intend-
ed to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide specific investment advice and should not be considered
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