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Market Monitor
California on Top and Bottom: Sacramento Leads the Nation in Annual Class A
Rent Growth as San Francisco, San Jose Falter in 2016

February 21,2017 | By Charlie Hewlett, Managing Director; Mark Simpson, Senior Associate; and Eric Willett, Senior Associate

At 12.7%, Sacramento Leads the Nation's Largest Markets in Class A Apartment Rent
Growth

Sacramento, also known as the City of Trees, has apartment owners made in the shade with a 12.7% increase in Class A apartment rents
over the last year. This impressive jump in rents follows several years of sustained rising rents; since 2011, Sacramento’s rent growth has
trailed only Seattle and Portland, and the city placed second in a mid-year 2016 comparison of rent growth. The metro area’s rent increases
have been fueled in part by impressive job growth, with total non-farm employment growing by 2.8% over the last 12 months compared
with the national average of 1.4%, coupled with a limited supply pipeline. Of the nation’s top-20 performing rental markets, Sacramento’s
supply deliveries as a percentage of existing inventory (0.5%) were the lowest recorded over the last 12 months. However, over 5,400 units
are proposed or under construction, and likely to deliver in the metro area by 2018. This represents 3.4% of that region’s rental apartment
stock and could tamp down future rent growth as this new product is absorbed.

San Francisco and San Jose Both Struggle with Negative Rent Growth as New Supply
Increases, Employment Growth Slows

San Francisco and San Jose saw annual declines in Class A rents of 4.0% and 2.7%, respectively. This drop follows sustained periods of
positive rent growth, with a five-year compound annual growth rate of 2.0% and 5.7%, for each. Over the last 12 months, San Francisco
saw employment growth of 2.3%, which was below San Jose’s growth rate of 3.4%. Each annual increase, while above national averages,
is well below the five-year average for each metro of 3.3% and 4.0%, respectively. This slowdown in employment growth has coincided
with an influx of new product into each market, with each metro area adding approximately 2.0% to its total apartment stock over the past
12 months. This downward pressure caused by the increase in supply is likely to continue in 2017 as the rate of new deliveries increases
the rental stock approximately 2.5% to 3.0%, 50 to 100 basis points above the 2016 rate.

Top-20 Markets for Class A Apartment Rent Growth, Q4 2015-04 2016
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Rust Belt Cities Demonstrate Surprising Year-End Growth, Reversal of Recent Trend

Among the top five markets, two Rust Belt cities showed surprising growth, leapfrogging the rent growth in perennial market leaders.
Detroit saw year-over-year gains of nearly 12%, roughly three times the five-year average for the metropolitan average. The double-digit
rent increase was enough to raise the city’s ranking by 13 spots, jumping from 15 to 2. Detroit’s impressive rent growth comes as the
city's Class A occupancy remains above 95% for the 13th quarter in a row. Strong job growth and limited new supply have contributed to
the region’s strength. Even more dramatically, Pittsburgh climbed to third spot in the rankings, overcoming recent rent declines and more
than doubling the region’s long-term average. The metropolitan area achieved rent growth well in excess of the five-year average of 1.4%,
indicating positive economic tailwinds. However, more modest job growth and large supply pipelines suggest that the past year's rent hikes
may be aberrant. Philadelphia demonstrated an equally impressive turnaround, joining the top 5 with a 6.1% increase after a decline in rents
in the mid-year analysis. Strong job growth figures, if these trends continue, will likely buoy rents, though the pipeline should be carefully
monitored as multifamily supply in the region is expected to increase by 1.9% in 2017.
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1 Sacramento, CA $1,514 $1,560 $1,637 $1,758 12.7% 8.1% 5.8% 2.6% 0.5%
2 15 Detroit, Ml $1,361 $1,370 $1,437 $1,534 11.9% 5.6% 3.9% 2.5% 0.9%
3 50 Pittsburgh, PA $1,496 $1,263 $1,220 $1,363 8.0% -18.4% 1.4% 0.2% 1.9%
4 9 Memphis, TN $1131 $1.146 $1,207 $1,226 7.0% 6.7% 2.8% 0.6% 1.1%
5 49 Philadelphia, PA $1,777 $1,660 $1.713 $1,762 6.1% -3.6% 2.9% 1.8% 1.5%
6 7 Orlando, FL $1.223 $1,273 $1.308 $1,346 5.8% 7.0% 5.2% 4.4% 2.4%
7 8 Fort Worth, TX $1.184 $1,219 $1,265 $1,287 5.6% 6.9% 4.6% 2.3% 1.5%
8 36 Cincinnati, OH $1,219 $1,208 $1,251 $1,273 5.3% 2.6% 2.8% 1.7% 1.0%
9 38 Louisville, KY $1.04 $1,013 $1,064 $1,067 5.3% 2.2% 3.3% 1.8% 1.2%
10 24 Richmond, VA $1,123 $1,089 $1,168 $1,147 5.3% 4.0% 1.5% 1.8% 2.4%
n 4 Las Vegas, NV $991 $1,008 $1,066 $1,059 5.1% 7.5% 2.2% 3.0% 1.3%
12 1 Portland, OR $1,429 $1.469 $1,573 $1,543 5.0% 10.1% 7.5% 2.2% 2.2%
13 5 Phoenix, AZ $1,125 $1177 $1,205 $1,235 5.0% 71% 4.1% 2.3% 2.0%
14 14 San Diego, CA $2,126 $2,206 $2,249 $2,314 4.9% 5.8% 4.8% 2.2% 1.1%
15 " Raleigh, NC $1,082 $1,078 $1,153 $1,127 4.6% 6.5% 4.3% 2.4% 3.2%
16 6 Riverside, CA $1,620 $1,666 $1,735 $1,742 4.6% 71% 3.6% 1.7% 1.2%
17 21 Atlanta, GA $1,365 $1,378 $1,428 $1,439 4.4% 4.6% 5.7% 2.4% 2.2%
18 16 Salt Lake City, UT ~ $1,125 $1,146 $1,187 $1,194 4.2% 5.5% 3.8% 2.9% 2.6%
19 2 Seattle, WA $1,965 $1.917 $2,140 $1,996 4.1% 8.9% 6.4% 3.6% 3.2%

27 Kansas City, MO $1,068 $1,079 $1,110 $1,123 4.1% 3.9% 2.8% 1.5% 2.0%
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Full Rankings for Class A Apartment Rent Growth, 04 2015-04 2016

Source: Axiometrics

Smaller, Lower Rent Markets Dominate the Top 20 List

The table above shows the top-20 metro regions for Class A rent growth in year-end, year-over-year rent growth. Other key indicators are
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also included: previous rental performance at mid-year 2016, five-year compound annual growth rate, 2016 employment growth, and new
deliveries in 2016 as a percentage of inventories.

The colors for previous rent growth figures are in green if rent growth exceeded the national average. Yellow indicates rent growth above
inflation but below the national average. Rent growth in red is below the rate of inflation.

Employment growth figures are green if they are 50 basis points above the national average, yellow if within 50 basis points of the national
average, and red if more than 50 basis points below.

2016 deliveries as a percentage of inventory are green if deliveries are less than 1% of total inventory. Moderate deliveries of 1%-2% of
inventory are in yellow. Red is reserved for markets that have had deliveries in excess of 2% of inventory.

0Of the 20 major markets with the highest percentage rent growth in the past year, only five have Class A rents above the national average.
Overwhelmingly, markets with lower rents and smaller populations have shown the most impressive rent growth: smaller markets such as
Sacramento (1.5 million) and Memphis (1.3 million) outperformed larger, higher-cost regions like New York (20.2 million) and Los Angeles
(12.8 million).

National Class A Rent Growth Falls Below Five-Year Average

National annual rent growth slowed from 3.9% at mid-year to 2.7% at the end of 2016. National rent growth fell below the five-year
average (3.5%) for the first time in eight quarters. High levels of new deliveries in many markets will further exacerbate softening rent
growth. Slowing growth rates may indicate that the national rental apartment supply/demand balance has tipped.

This echoes the conclusions of the recently published Chartbook, in which RCLCO projects that economic and demographic drivers are
still increasing demand, though construction activity is catching up. As inventory nears equilibrium, net operating income (NOI) growth is
positive but moderating. Multiple metrics and indicators suggest that we are in or nearing the “late stable” stage of the market cycle for
rental apartments in most metros.

Article and research prepared by Charlie Hewlett, Managing Director; Mark Simpson, Senior Associate; and Eric Willett, Senior Associate

RCLCO provides real estate economics and market analysis, strategic planning, management consulting, litigation support, fiscal and
economic impact analysis, investment analysis, portfolio structuring, and monitoring services to real estate investors, developers, home
builders, financial institutions, and public agencies. Our real estate consultants help clients make the best decisions about real estate
investment, repositioning, planning, and development.

RCLCO's advisory groups provide market-driven, analytically based, and financially sound solutions. Interested in learning more about
RCLCO's services? Please visit us at www.rclco.com/expertise.

Disclaimer: Reasonable efforts have been made to ensure that the data contained in this Advisory reflect

accurate and timely information, and the data is believed to be reliable and comprehensive. The Advisory is

based on estimates, assumptions, and other information developed by RCLCO from its independent research

effort and general knowledge of the industry. This Advisory contains opinions that represent our view of .
reasonable expectations at this particular time, but our opinions are not offered as predictions or assurances The Ad‘"sory
that particular events will occur. rclco.com/the-advisory
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