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Winston Park, at 5400 Lyons Road in Coconut Creek; the 540-unit
Preserve at Deer Creek, at 500 Jefferson Drive in Deerfield Beach;
the 464-unit Winston, at 11099 SW Fifth Street in Pembroke
Pines; the 304-unit Welleby Lake Club, at 10931 NW 39th Street
in Sunrise; and the 257-unit Park at Turtle Run, at 6150 Wiles
Road in Coral Springs. Cushman and Wakefield has the listing.

“The question we are positing is, How much off the whisper
are prices straying?’ ” another investor added. “As things have
progressed, brokers have also adjusted their [broker opinions
of value] accordingly. That is indicative that sellers are coming
to terms with what is going on.”

Last year, sales of apartment properties worth at least $25
million nearly tripled to a record $238.9 billion, making the
multifamily market the most active sector for the third year
running, according to Green Street’s Sales Comps Database.
The heady pace continued into the first quarter, soaring 56%
year over year to $63 billion, according to GBRE. As early as
March, it was common for bids to exceed broker opinions of
value, and bidders routinely offered large nonrefundable de-
posits to lock in deals.

That practice has subsided as price discovery unfolds.
“There has definitely been a change in tempo. The tide is start-
ing to change,” said Saul Levy, co-founder and managing part-
ner of investments at PIA Residential. “We're at a tipping point
at this moment.”

Richard Kulick, chief executive at Beacon Real Estate, noted
that the market across the Southeast is very choppy in terms of
the bid-ask spread. “Valuations are dropping, and cap rates are
expanding, market participants are just beginning to acknowl-
edge the changed environment,” he said.

Prices for interest-rate caps, hedges that protect borrowers
of floating-rate debt from upward movement in benchmark
rates, also have exploded in recent weeks, adding even more
costs to debt that already was becoming more expensive. “It’s
quite dramatic. You can't ignore the cost of the interest-rate
caps, and this, I think, was the canary in the coal mine that
valuations would have to contract,” Kulick said.

Most market pros stress that the recent dislocation has
nothing to do with apartment fundamentals, which remain
rock solid. Many of the same conditions that led to last year’s
historic seller’s market are still in place — most notably, the
dearth of supply of single-family homes. Meanwhile, rent
growth remains at historic highs as multifamily development
lags demand.

Some buyers are so confident in the continued strength of
apartment-market fundamentals that theyre taking on nega-
tive leverage — that is, borrowing at rates that exceed their pro-
jected returns, at least in the short term — with expectations
that rents will continue to rise at current rates. Even if a buyer
is upside down in year one, two or even three, the long-term
outlook for the property is so positive that they expect to make
areturn at the exit.

“There is no question that higher interest rates are changing
the dynamic of how buyers are looking at deals, but the excep-
tionally strong rent growth we've seen in the last 12 months
... is an incredible offset,” said Marcus & Millichap president
and chief executive Hessam Nadji. While he anticipates that
rent growth will throttle back to 10% for full-year 2022, it will
remain well above average for the next 18 to 24 months due to
favorable demographics.

Some note that moderating investor sentiment could be
good for the multifamily sector if it helps keep buyers and sell-
ers from succumbing to euphoria and driving prices to overly
inflated levels.

“In a number of cases, the extreme price premium we've
seen over the last 18 months is likely to ease, and pricing will
have to adjust moderately in response to higher interest rates.
It’s just a matter of time,” Nadji said. “A lot of people will hear
this and expect significant price corrections ... and I don't
think that will be the case. What we're talking about is just an
adjustment from the intense pressure on prices over the last 18
months to a more sustainable and logical rent and debt cost-
supported valuation.”

Nadji said that because there are still so many buyers and so
much capital chasing multifamily deals, “the market will ab-
sorb this adjustment.” **
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