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who are saying, ‘Wow, these urban markets are coming back’
— and subsequently, they’re bidding aggressively for the as-
sets” Where an urban listing six months ago might have drawn
80 signed confidentiality agreements, “in May that number is
closer to 150,” Berry said.

And while suburban properties accounted for 70% of CBRE’s
Atlanta-area sales in the first quarter, the balance has tipped in
the second quarter, with urban properties accounting for 65%
of closed sales so far, Berry said. He added that the current list-
ing pipeline appears split about 50-50. Greater Atlanta was the
second-most active apartment market last year, according to
Real Estate Alert’s Deal Database, and CBRE has been the lead-
ing multi-family sales broker there since 2009.

Brokerage executives say the outlook is improving to vary-
ing degrees in urban markets across the country.

“We are definitely seeing signs of life,” said Marcus &
Millichap president and CEO Hessam Nadji. “Were seeing
apartment leases being signed pretty aggressively in New York
and Seattle, and also San Francisco and Los Angeles to a lesser
degree. There is definitely life emerging in downtown urban
markets”

That’s led to a shift in investor confidence. “From a buyer
perspective, there was so much uncertainty during the pan-
demic related to operations and collections and therefore valu-
ations in urban areas,” Nadji said. “Investors were very hesitant
to dive in and make significant acquisitions — but that clearly
started to change about 60 days ago.”

Instead of focusing on trailing three-month numbers, buy-
ers are taking a more forward-looking approach to perfor-
mance assumptions, said Lawton at JLL.

“Once owners in these urban markets start seeing strong
fundamentals, buyers and capital will price off that momen-
tum, and the bid-ask spread will close,” Lawton said. “We're
anticipating some significant velocity and significant inventory
coming to the market this summer. It's going to be pretty dra-
matic”

In fact, the run of interest already has driven up valuations.
“Most cap rates in any core market, or any good market with
a good institutional-quality asset, are in the low- to mid-3%
range,” Lawton said. “This is the lowest I've seen cap rates in
my 35-year career.”

Berry said he’s seeing that in Atlanta, with deals being
priced at cap rates of 3.5% or lower. “A lot of capital wants
to buy these multi-family assets, and they’re convinced that
urban properties in Sun Belt cities are going to do well. As
a result, buyer demand is exceeding the supply of available
acquisitions, and if investors have to stretch and lower the
cap rate in order to win the deal, they are demonstrating a
willingness to do that.”

Naturally, that’s drawing out more listings.

“As the depth of the buyer pool increases, it will attract more
sellers into the market,” said Blake Okland, vice chairman and
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head of multi-family investment sales at Newmark. “They real-
ize capital markets are pricing through a lot of the Covid-relat-
ed issues that may be lingering on rent rolls and profit-and-loss
statements.”

Market pros point to a fresh batch of sizable listings in cities
that were hammered by the pandemic-induced downturn, in-
cluding Atlanta, Chicago, Fort Lauderdale, Houston and Phoe-
nix.

This month, the 548-unit Shoreham Lakeshore East hit the
market in Chicago, testing the waters for large plays in that
city. The 47-story property, at 400 East South Water Street in
the tony Lakeshore East neighborhood, could attract bids of
$337,000/unit, or $185 million. CBRE is marketing it for AFL-
Cl0 Building Investment, an arm of the union advised by PNC
Realty Investors.

A new luxury high-rise in Houston, the 357-unit Drewery
Place at Fannin Street, also went on the block this month, val-
ued at roughly $150 million ($420,000/unit). Australian devel-
oper Caydon Property built the 27-story tower in 2019. CBRE
also has that listing.

And in downtown Fort Lauderdale, Property Markets Group
is pitching the 639-unit Society Las Olas. The 34-story build-
ing, at 301 Southwest First Avenue, is expected to attract bids of
around $300 million, or $469,000/unit. Cushman & Wakefield is
representing the New York-based seller.

There’s no doubt that the pandemic dramatically reshaped
urban life in 2020, and that the hardest-hit gateway markets,
such as San Francisco and New York, likely will take longer to
recover. But market pros agree it’s not a question of “if;” but
“when”

A Moody’s Analytics CRE Solutions report this month said
multi-family markets in dense urban areas such as New York,
Washington and the San Francisco Bay Area likely have hit
their lowest rents and are beginning to recover. Nationally, it
said average effective apartment rents, which fell a record 3%
in 2020, are forecast to rise 2.1% this year and return to near
pre-pandemic levels in 2022.

A CBRE analysis of monthly rent and concessions data for
36 of the urban core submarkets that saw the worst rent dete-
rioration in the past year found that in this year’s first quarter,
50% saw rents stabilize and 25% saw growth, while 25% saw
additional decline.

“We're still in the very early stages,” Nadji said. “There are
probably 12 to 18 months still to go before there is enough of
a sea change in office re-openings, and people coming back to
offices in a large enough scale, to support the housing demand
and urban retail demand”

Market pros stressed that investors are not shifting away
from suburban markets in favor of urban markets. “Capital is
now interested in both,” Nadji said.

Berry echoed that sentiment. “The suburbs are still doing
extraordinarily well, but now urban markets are also starting
to do well,” he said. “It is not a situation of the haves and have-
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nots. It is a situation of haves and haves.” %*



