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Robust In-Migration and Rising Home Prices
Strengthen Rental Demand

Completions poised to reach a two-decade high. Seattle’s diverse economy

is attracting residents to the metro, underpinning rental demand in the Puget
Sound, especially in suburban neighborhoods. The rise in population coupled
with the addition of 118,000 jobs last year contributed to the largest spike in
annual net absorption over the past two decades. As a result, vacancy contracted
around 200 basis points to near a historical low, despite deliveries reaching a
20-year high in 2021. Expectations for robust employment growth this year

will continue to stimulate in-migration, further bolstering apartment demand.
Additionally, many prospective homebuyers are opting to delay homeownership,
as single-family home prices rank among the highest in the nation. Limited
housing options will steer these individuals to the rental market, prompting
developers to ramp up construction. Deliveries will surpass last year’s record
supply wave, resulting in a modest uptick in vacancy in 2022. However, the rate
still remains below the 10-year-trailing average.

Investors shift their focus to suburban submarkets. Following a brief
slowdown in investment activity during the pandemic, transaction velocity
returned to pre-recession levels in 2021, with deals over $20 million reaching
arecord level. The metro attracts plenty of interest from out-of-state investors,
particularly from Southern California and the Bay Area, where cap rates are
generally the lowest in the nation. Additionally, Seattle led all major metros in
cross-border transaction volume in 2021, highlighting the deep and diverse
investor pool that is elevating competition for assets across the Puget Sound.

As aresult, sale prices are surging to record highs and first-year returns are
compressing to the mid-4 percent range. As work-from-home trends became
more prevalent, renter demand shifted to suburban submarkets and buyers took
notice. Assets in Pierce County, particularly in Tacoma and Puyallup, are highly
sought after, and rents are growing at a pace well above the market average.
Investors are also targeting well positioned assets in Bellevue and Everett as
corporate relocations and the extension of the metro’s light rail system bolstered
demand in neighborhoods north and east of central Seattle. Tight fundamentals
anticipated throughout 2022 should maintain the current positive momentum in
the Seattle area at large.
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Multifamily momentum in Seattle is noteworthy, but some investors
remain cautious, leading to a liquidity score of 6. This is a solid ranking
compared to all U.S. markets, but below the pre-pandemic level.
Meanwhile, yield sits at 2 as the market has a low average cap rate.
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2022 Market Forecast
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