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Gateway Market Rebound
Heads Record-Setting
Multifamily Absorption

After experiencing negative apartment absorption during the pandemic,
gateway metros have roared back this year. Amid record-setting demand
nationally, gateways led the nation in absorbing multifamily units through
the first three quarters of 2021, according to Yardi Matrix.

The exodus of renters from gateway markets during the first few quarters
of the pandemic prompted questions about the long-term future of urban
markets. Though doubts about the prospects of large urban submarkets
remain far from resolved, data indicates that demand for apartments re-
turned as cities reopened services and amenities in 2021.

Demand for rentals in the U.S. this year has been extraordinary. Through
three quarters in 2021, 475,000 apartment units have been absorbed in the
U.S., already topping 2018's single-year high of 370,000 recorded by Matrix.
Demand has also been relentless. At least 100,000 units have been absorbed
in each of the last four quarters, which is also a first.
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The absorption numbers explain the industry's stellar fundamentals
performance. Asking rents nationally were up 11.4% year-over-year through
September, while the occupancy rate of stabilized properties rose 110 basis
pointsyear-over-year to 95.9% as of August, per Matrix data on 140 markets.
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Gateway Rebound

While the bullish apartment performance
nationally has been well-documented in
recent months, what is startling is the
turnaround in gateway performance.
Based on absorption as a percentage of
stock by market size, gateway markets
are on the verge of a "worst-to-first”
turnaround. (Absorption is defined as the
change in occupied units over time, en-
compassing move-ins minus move-outs.)
Gateway metros (which we delineate as
New York City, Boston, Washington, D.C.,
Miami, Chicago, Los Angeles and San
Francisco) absorbed some 108,000 units
through the first three quarters of 2021,
after posting slightly negative (-7,000)
absorption in 2020.

Put another way, gateways have had the
most robust absorption in 2021 after be-
ing last by a significant margin in 2020. As
a percentage of stock, gateway absorp-
tion was -0.3% in 2020, compared to 1.9%
for the entire U.S. and 2.4% in secondary
and tertiary metros. In other words, ab-
sorption was relatively normal in most
non-gateway metros through the early
stages of the pandemic, while gateways
suffered occupancy losses.

The story was far different in the first
three quarters of 2021, with gateway
metro absorption at 3.8% of total stock,
compared to 3.2% for all metros. Second-
ary market absorption was also extreme-
ly strong, at 3.7% of stock, while tertiary
metros trailed at 2.2% of stock. The data
denotes a strong turnaround in gateway
metros, while demand never flagged in
secondary and tertiary markets.

Robust multifamily absorption is driven
by a confluence of factors. The economy

Multifamily Absorption as % of Stock by Market Size
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Multifamily Absorption as % of Stock by Region
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Multifamily Units Absorbed, 2020 vs. 3Q21
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is set to post its highest GDP numbers in decades,
at about 6% for the year. Nearly five million jobs
have been added since January, even though to-
tal employment remains nearly five million below
pre-pandemic levels. There is pent-up demand
coming out of the pandemic, and households have
strong balance sheets after a year of reduced
spending and banking government stimulus
checks. Young adults are moving out of their par-
ents' homes and forming their own households.

Plus, there remains a long-term shortage of hous-
ing supply, as new construction was stifled for
several years coming out of the Great Recession.
Single-family home prices have also soared. The
20-city S&P/Case-Shiller Index was up nearly 20%
year-over-year through July. A growing number of
single-family homes—upwards of 15%, according
to some estimates—are being purchased by in-
vestors for rental properties and by buyers of sec-
ond homes.

Amid overall healthy demand for housing, rent-
ers are returning to gateway markets. During
the pandemic, gateway markets lost some
Millennial renters with children looking for hous-
ing with more space and/or better schools,
renters who work remotely looking for lower-cost
housing and those seeking a more suburban or

rural lifestyle.

Now units are being backfilled, largely by young
workers seeking the experience of city life and
downsizing retirees. Although office workers have
been slow to return due to the Delta variant, res-
idential sections of the gateway cities are return-
ing to normal faster than business districts as rec-
reation and entertainment open back up.

South, West Metros Lead Growth

Regionally, the Southeast continues to attract
the most renters, with 155,000 units absorbed
year-to-date, constituting 3.7% of stock. Metros
in the West (101,000, 3.3% of stock) and South-

west (98,000, 3.5% of stock) are also attract-
ing a high number of households. The Northeast
(60,000, 2.7% of stock) and Midwest (59,000,
2.5% of stock) trail in total absorption, though
that performance is healthy compared to histor-
ical standards.

Dallas (31,450), Houston (24,891) and Washing-
ton, D.C. (20,845) posted the highest number of
units absorbed year-to-date through September.
Six of the top 10 metros in the country based on
2021 absorption are gateways, illustrating the
extent of the rebound. The only gateway not in
the top 10 is Boston, which at 4.6% is among the
top 10 metros for absorption as a percentage
of stock. Six metros posted 5.0% or higher ab-
sorption as a percentage of stock year-to-date
through September, led by Miami (6.0% ), Austin
(5.5% ), San Jose (5.2%) and San Francisco, Or-
lando and Charlotte (all 5.0%).

The bounceback in the Bay Area is particularly
encouraging. San Francisco and San Jose were—
along with Manhattan—the markets that saw the
biggest drop in performance during the pandem-
ic. Those three metros share some commonalities.
They are among the highest-priced markets in the
country, with concentrations of highly paid knowl-
edge workers in the types of jobs that are easiest
to perform remotely. New York and San Francisco
are among cities with a lag in workers returning to
the office.

But the similarities only go so far. Companies that
form the bedrock of New York City's economy—
the financial industry—have made it clear that
they plan to require most employees to work from
offices when concerns about health recede. Sur-
veys indicate that the technology industry, which
is the dominant industry in the Bay Area, may not
be as demanding about bringing employees back
to the office full time. In part that's because tech-
nology workers are less eager to work in an office,
with many feeling they can be just as productive
at home.
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Absorption by Metro
YTD Through Sept. 2021
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The long-term recovery and growth of gate-
way markets requires all parts of the cities to be
functioning. Lifestyle amenities and employment
have worked hand-in-hand to create vibrant 24-
hour economies that fueled growth in recent de-
cades. It's still too early to say all is back to nor-
mal, though the bounceback in 2021 proves that
gateway metros retain appeal as places to live for
many demographic groups.

Durable Demand Drivers

Multifamily has benefited from a confluence of
factors to produce outstanding fundamental per-
formance in 2021. Some of those factors, such
as the above-trend stimulus-fueled economic
growth and pent-up demand after a year spent
in quarantine, are not sustainable, and the impact
will fade in coming quarters.

Other factors, however—including the long-term
supply-demand imbalance, an increasing propen-
sity by older and wealthier households to choose
to rent instead of owning a house, women having
fewer children and giving birth later in life, lifestyle
choices of seniors who want to live in urban cen-
ters—represent changing social and demographic
forces that are likely to drive demand for years to
come. There remain many wildcards that include
how companies handle work-from-home and
flexible office policies, and preferences of younger
workers. Although it is far from clear how those
trends will be resolved, they hold enormous impli-
cations for apartment demand.

On balance, we expect that demand and absorp-
tion will moderate in coming quarters as some of
the short-term drivers begin to wane, but overall
demand is likely to remain elevated through 2022
and beyond due to long-term factors that will
continue to drive growth.

Paul Fiorilla, Director of Research
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Disclaimer

Although every effort is made to ensure the accuracy, timeliness and completeness of the information provided in this publication,
the information is provided "AS IS" and Yardi Matrix does not guarantee, warrant, represent or undertake that the information
provided is correct, accurate, current or complete. Yardi Matrix is not liable for any loss, claim, or demand arising directly or
indirectly from any use or reliance upon the information contained herein.

Copyright Notice

This document, publication and/or presentation (collectively, "document”) is protected by copyright, trademark and other intellectu-
al property laws. Use of this document is subject to the terms and conditions of Yardi Systems, Inc. dba Yardi Matrix's Terms of Use
(http://www.yardimatrix.com/Terms) or other agreement including, but not limited to, restrictions on its use, copying, disclosure,
distribution and decompilation. No part of this document may be disclosed or reproduced in any form by any means without the prior
written authorization of Yardi Systems, Inc. This document may contain proprietary information about software and service process-
es, algorithms, and data models which is confidential and constitutes trade secrets. This document is intended for utilization solely in
connection with Yardi Matrix publications and for no other purpose.

Yardi®, Yardi Systems, Inc., the Yardi Logo, Yardi Matrix, and the names of Yardi products and services are trademarks or registered
trademarks of Yardi Systems, Inc. in the United States and may be protected as trademarks in other countries. All other product,

service, or company names mentioned in this document are claimed as trademarks and trade names by their respective companies.
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