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Vacancy Decline Fueled by
Absorption Spike

Highlights

* Renter demand for St. Louis multifamily
properties surged during the third quarter,
driving the vacancy rate lower and pushing
rents higher. The market should sustain the
momentum that was recorded affer midyear,
with employers forecast fo increase hiring
activity in the coming quarters.

e Multifamily vacancy fell 70 basis points
during the third quarter with the rate reaching
4.5 percent. The rate has reached its lowest
point since 2016; year over year, vacancy has
declined 30 basis points.

¢ Asking rent growth accelerated in the third
quarter, spiking 3 percent to $1,048 per
month. Year over year, rents have advanced
4.2 percent.

* The investment market gained momentum
during the third quarter. The number of
properties that sold accelerated, prices have
increased, and cap rates have compressed.
The median price to this pointin 2021 is
$115,800 per unit, more than doubling the
median price from 2020.

St. Louis Multifamily Market Overview

Affer a bit of a slow sfart to the year, renter demand
for apartments spiked in St. Louis during the third
quarter, driving the vacancy rate lower and pushing
rents higher. Net absorption for the quarter totaled
more than 850 units affer fewer than 50 units
were absorbed in the first half of the year. This
release of pent-up demand drove vacancy
down to its lowest point since the end of 2016.
The accelerating pace of demand supported
rent growth, and additional gains are likely in
the coming quarters. Demand should confinue to
be fueled by an ongoing recovery in the local
job market; employers added back workers af

a gradual pace in 2021, but the pace of growth
should gain momentum in the year ahead.

The local investment market strengthened during
the third quarter with more properties changing
hands and cap rates compressing. Transaction
activity this year has been marked by a broad
mix of assets, with several Class A properties
accounting for a large share of the activity in the
first half of the year, followed by a mix of Class
B and Class C complexes frading in the second
half. Pricing has spiked with the median price
among transactions in 2021 more than doubling
the median price from last year. Throughout
much of 2021, area cap rates averaged

approximately 5.2 percent.
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Employment

The employment market in St. Louis is slowly improving. Employers
added more than 4,000 jobs during the third quarter, following
the addition of 8,000 jobs in the first half of the year. Although
local employment is still below pre-COVID levels, job growth in
St. Louis is up nearly 1.5 percent year over year, as more than
20,000 jobs have been added back to the local economy.

The professional and business services sector has been one

of the top-performing industries in recent quarters. Professional
employment in St. Louis has expanded by 3.3 percent in the past
year, adding 6,700 workers.

During the third quarter, meat-processing company Deli Star
Corp. announced plans to move its headquarters to St. Louis.
The company will move into a new 110,000-square-foot facility
in early 2022. Deli Star plans to invest nearly $100 million and
bring 500 new jobs to the St. Louis region.

Forecast: Employment in St. Louis expanded in 2021 but will not
surpass pre-COVID levels until 2022. The employment market
was on pace to add 24,000 jobs in 2021, a gain of 1.8 percent.

1.5 percent year over year.

Employment Overview
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Development and Permitting

* There were no new significant projects that came online during
the third quarter, and deliveries have been modest to this point
in 2021. Year to date, approximately 350 units have been
delivered, down from 800 units that were completed during the
same period last year.

Year to date, approximately
350 units have been delivered.

e Atthe end of the third quarter, there were 10 projects under
consfruction in St. Louis, totaling approximately 1,400 units. More
than one-third of the projects under construction are located in the

Development Trends

e St. Louis City South submarket.

2,000 * Permitting has accelerated in recent quarters. To this point in 2021,
z developers have pulled permits for more than 1,800 multifamily
Pl units, up from 1,300 units during the same period last year.
S
& 1,000 * Forecast: Deliveries are forecast fo accelerate before the end
© of the year, as a handful of projects are slated to come online

500 in the fourth quarter. Approximately 870 units are forecast to be
l delivered in 2021, down from 1,100 units in 2020.
} 2015 2016 2017 2018 2019 2020 YTD 2021
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Vacancy L€ | Thevacancy rate has declined
* Vacancy fightened considerably during the third quarter, falling 30 basis pomts from one year ago.
70 basis points fo 4.5 percent. The current rate is the lowest

vacancy figure in the market since the end of 2016.

e With the tightening that occurred during the third quarter, the Vacancy Trends

vacancy rate has declined 30 basis points from one year ago. o

The rate reached a three-year high of 5.5 percent in the first

5.5%
quarter of 2021 but has been trending downward since the . /—\/\_/_/\
end of March. asx

4.0%
* The vacancy rafe has been frending lower due fo a rise in renfer

2 o
demand. More than 850 units were absorbed in the third quarter, T
following only modest levels of absorption in the first half of the year. £
2.0%
¢ Forecast: Elevated renfer demand will confinue fo push vacancies .
lower through the end of the year. Vacancy in St. Louis is forecast o
to drop 60 basis points in 2021, ending the year at 4.3 percent, o5
the lowest vacancy rate since 2015. 0o%
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Rents
‘ ‘ Current Gsking rents are up * With demand on the rise, the pace of rent growth has accelerated
in recent months. During the third quarter, rents grew by nearly
4.2 percent year over year. 3 percent, reaching $1,048 per month.

 Rentsin St. Louis have been growing at a healthy pace over the
past several quarters. Current asking renfs are up 4.2 percent

Rent Trends year over year.
e The St. Louis City North submarket has the largest inventory of
e “ units in the region. Asking rents in this submarket reached nearly
0% - $1,280 per month.
-
£ 51000 P * Forecast: With the current demand and pace of rent growth,
s ) rents are expected to rise through the end of 2021. St. Louis
= $950 8
£ w0 5 reaching $1,065 per month by the end of December.
< S

Q

3Q 1Q 3Q 1Q 3Q 1Q 3Q 1Q 3Q
7 17 1 18

$850 I I I
$800
3Q 1
16 1 8 19 20 20 21 21

e Month  ==Annual Change

% asking rents are forecast to grow by 6.8 percent year over year,
2%
1%
0%
19

Sources: Northmarg, Reis

Northmargq Investment Sales 3



<+ Greater St. Louis Multifamily Market Insights
n 3Q 2021

Multifamily Sales L& | Cop rates have averaged

Sales activity during the third quarter outpaced levels from the
previous period by nearly 30 percent. The rise in acfivity in
the third quarter drove sales velocity up more than 25 percent
when compared to the same period in 2020.

approximately 5.2 percent
in 2021.

The median price in fransactions that closed to this point in 2021 Investment Trends
was approximately $115,800 per unit, doubling the median
. X R : . $150
price recorded in 2020. The rise in prices is due fo improving
property fundamentals and the mix of assets that have sold. g $120
Class A properties have accounted for approximately =
30 percent of the sales transactions in 2021. :f $90
(93
Cap rafes in St. Louis have generally ranged between 5 percent f‘_g $60
and 5.5 percent for much of 2021, with the lowest cap rates %‘
recorded in the second half of the year. Cap rafes have T 430
averaged approximately 5.2 percent in 2021. R I I I I I
$0
15 16 17 18 19 20 Y2

Sources: NorihMarg, CoStar
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Looking Ahead

The St. Louis multifamily market is expected to confinue to record
improving property performance through the remainder of this year
and into 2022. Current employment tofals remain about 4 percent
below the 2020 peak, giving the local labor market additional room
for recovery in the coming quarters. Multifamily properties have
continued to post healthy performance despite a labor market that
has not yet fully rebounded. As renter demand regains momentum,
the vacancy rate should remain low and rents will trend higher.

Employment Forecast
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Construction & Permitting Forecast
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The investment outlook in St. Louis has brightened throughout 2021,
as uncertainty in the market has lifted and property fundamentals
have strengthened. After a slow start to the year, the pace of sales
velocity has accelerated in each of the past two quarters. With
investors stepping up activity levels, prices have risen while cap rates
have compressed. The sharp rise in prices in 2021 may result in some
uneven fransaction levels in the near term as buyers and sellers adjust
pricing expectations.

Rent Forecast
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Vacancy Forecast
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For more information,
please contact:

Parker Stewart
Managing Director—Investment Sales
312.651.5423

pstewart@northmarg.com

Dominic Martinez
Associate Vice President—Investment Sales

314.301.1828

dmartinez@northmarg.com

Jeffrey Chaney
SVP, Managing Director—Debt & Equity
314.301.1803

ichaney@northmarg.com

David Garfinkel

SVP, Managing Director—Debt & Equity
314.301.1808
dgarfinkel@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




