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The U.S. apartment market has
added nearly 1 million new units
since. 2015. Annual completion
volumes have remained higher
than at any other point in more
than three decades. The flood of
new units to the market has grown
existing stock 5.6%, increasing
options for prospective renters and
creating a more competitive leasing
environment. It's no surprise, then,
that rent concessions designed to
entice renters are commonplace at
lease-up properties.

Nationally, the share of apartments
offering rent discounts remains
relatively low by historical standards.
That'’s largely due to a shift away
from the practice in recent years
in business models for stabilized
properties. However, lease-up
properties operate in a slightly
different manner than stabilized
properties. The goal of many lease-
up properties is to fill as many units
as quickly as possible, so sizable
concessions are not as rare for
lease-up properties as they are for
stabilized properties.

Filling units quickly can be more
challenging in markets seeing a lot
of supply. Indeed, among the top 15
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Lease-Up Concessions in Houston
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markets for new supply this cycle,
the average giveaway is sizable.
These markets have received roughly
half of all new supply delivered in
the U.S. since 2010. In total, their
inventory has grown roughly 11%.
As of March 2018, the average rent
discount among lease-up properties
in these 15 markets totaled roughly
7% — about three weeks free.

In general, the 15 high-development
markets seeing the largest lease-up
giveaways also have seen apartment
completions more concentrated
geographically. Atlanta tops the

Lease-Up Concessions in Washington, DC
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list, with concessions of 9.1% in
March — more than one month free.
There, apartment development
has been highly concentrated
in a handful of historically high-
performing submarkets in the
urban core and northern suburbs.
Likewise, construction has been
focused downtown and in affluent
northern suburbs of Dallas, where
rent concessions averaged 7.9% in
March.

Inboth ofthose markets, concessions
have generally increased in value
as the high-supply cycle has worn
on. In Houston, however, the 8.6%
concession in March is down from
the 12.8% peak in December 2016.
Like Atlanta and Dallas, new supply
has been concentrated in a handful
areas in Houston - namely, the
urban core and Energy Corridor to
the west.

But Houston has grappled with
demand shortages stemming from
weakness in the energy industry,
on which the metro’s economy is
so dependent. A steep drop-off in
concessions was seen following
Hurricane Harvey in late August
2017, as displaced residents turned
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to apartments for temporary
housing. In total, the average lease-
up concession value plunged
420 basis points from August to
September of last year.

Market

Concessions
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Concessions in Top Development Markets

Units Delivered
Since 2015

On the other hand, high- 1 Atlanta 9.1% 33,729
development markets seeing the 2 Houston 8.6% 60,964
smallest rent discounts offered by 3 Austin 7.9 30,272
operators of lease-up properties
are those in which development 4 Dallas 7.9% 57,863
is more spread out geographically. 5 New York 7.7% 41,475
In  Boston, concessions have 6 Chicago 7.4%, 22 058
generally eased has construction ’
activity has spread out from the 7 Denver 6.7% 28,277
urban core. The Massachusetts 8 Charlotte 6.5% 23,325
market recorded an average 5.0% 9 Phoenix 6.3% 21521
di tin March. ’
I'S\C/\‘/’“?\.'”t arcDC vl T Los Angeles 6.2% 24,038
n Washington, DC, developmen .
has remained dispersed geo- 11 San Antonio 6.0% 21,634
graphically throughout the cycle. 12 Washington, DC 6.0% 42,484
'6noo/tumrhconcessi°n5 avlefaged 13 Raleigh/Durham 5.5% 14,196
.0% in the nation’s capital metro
in March. Concessions in DC have 14 Seattle 5.3% 29,686
held fairly steady throughout the 15 Boston 5.0% 22,371

now 5-year-old supply wave.

If higher concession values are
driven by increased competition
stemming from higher levels
of new supply, then the vast
gulf between stabilized and
lease-up  concessions  signals
that competitive pressures are
currently concentrated among
new properties.

The bulk of new properties are
high-priced, luxury  product,
and indeed, Class A properties
continue to underperform on the
pricing side at the national level.
Annual increases in effective
monthly rents at luxury product
have trailed middle-market and
lower-tier product since early
2016. In the year-ending 1st
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Data as of March 2018. Concessions expressed as the percentage of asking rent
among lease-up properties.
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quarter 2018, Class A rent growth
measured 2.3%, trailing the 2.8%
increase in Class B units and the
2.6% increase in Class C product.
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