INSTITUTIONAL INSIGHTS

INSTITUTIONAL
PROPERTY
ADVISORS

IPA

MULTIFAMILY MARKET INTELLIGENCE

V Bay Area Multifamily

Authored by Greg Willett

November 2023

Prospects of Bay Area Apartments
Stronger Than Media Suggests

There is a solid case to be made for the future performance potential
and investment appeal of the multifamily sector in the San Francis-

co Bay Area, despite media reports that tend to emphasize the local
economy’s recent challenges. Three key factors underlie why the need

for apartment rentals in the region is not only robust, but growing.

Economic Resilience. Total employment combined across the San
Francisco, East Bay and South Bay metro areas is approaching 3.6 mil-
lion jobs. That tally is nearly 50,000 positions ahead of the early 2020
pre-pandemic count, setting the stage for the sort of comeback that
has been recorded after previous downcycles, including the Dot-com
Bubble of the early 2000s and the Global Financial Crisis of the late
2000s. The job base is heavy on high-paying positions, reflecting the
importance of the technology sector, as well as the region’s capture

of venture capital investments. Innovation remains a key advantage
for Northern California. Silicon Valley should account for a quarter of

U.S. job creation driven by new artificial intelligence capabilities.

Lofty For-Sale Residential Prices. As the Bay Area’s population
expands amid new job opportunities, stunningly expensive for-sale
home prices will steer much of the local housing demand to rentals.
A shortage of for-sale product is pushing up home prices across the
country, while financing costs are registering a drastic impact from
elevated mortgage interest rates that have recently touched the 8 per-
cent mark. The national premium to buy the typical, median-priced
single-family home versus rent the average apartment is at a record
$1,291 per month. That gap in affordability is even wider in the Bay
Area, exceeding $4,800 per month in the East Bay and $9,200 per

month in San Francisco and the South Bay.

Limited Apartment Construction. Chronic apartment shortages
continue in the Bay Area, in sharp contrast to a wave of new supply
arriving in some other parts of the country. The 17,400 units regionally
under construction going into the final quarter of 2023 will yield in-
ventory growth of just 2.6 percent, only half the 5.2 percent expansion
on the way nationally. Moreover, the apartments currently in develop-
ment in the Bay Area likely reflect the peak in activity that will be seen
for quite a while. Local construction starts came to a near standstill

during the past few months.
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— Bay Area Single-Family Home Costs Surge —
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Bay Area Has Comparatively Slow Stock Growth
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East Bay and South Bay Top 15 Bay Area Submarkets by Rent Growth:

Neighborhoods Outperform

1Q 2020 to 3Q 2023
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historical average, it is a healthy reading that is under previous highs
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Downtown San Francisco and the adjacent South of Market area are

interesting investment counterplays at this point. Average rents in Sources: IPA Research Services; CoStar Group, Inc.; RealPage, Inc.

those neighborhoods ranged from $3,200 to $3,400 in September, well

below past highs. Yet, urban core areas have traditionally been very

popular with young adult renters, and the comparative drop in month-

ly rates could help restore their appeal.
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