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The Barry Apartment Report is a publication covering economic, financial, and valuation trends
affecting apartments in the greater Portland area.

2008 Forecast - Good Fundamentals to Continue in 2008
Current Portland Metro
Trends
x Unemployment: 5.1%
x Job Growth: 1.4%
x Population Growth: 1.8%
x Portland CPI: 3.4%
x Apartment Construction:
Slow
x Apartment Sales: 2007 was
a record year
x Apartment Values: up 4%
to 6% in 2007
x Turnover Apartment Rents:
Up 5% to 10%, but income
up 3% to 8% in 2007
x Apartment Vacancies: 2.9%

This issue of the Barry Apartment
Report is based on a speech given by
Mark D. Barry on 1/2/08 at the
at the monthly luncheon meeting of
Oregon/SW Washington CCIM
Chapter, and on 1/30/08 at the
HFO Investor Roundtable.
2007 will go down as another
very good year for the Portland
area apartment market.
According to the latest Metro
Multifamily Housing Association (MMHA) survey, our
apartment vacancies are down
to 2.9%, or the lowest in 15
years. Landlords now have the
confidence to push rents.
Turnover rents were up 5% to
10% for 2007, with actual
collections up 3% to 8%. So
why was 2007 such a good
year for the Portland area
apartment market? Well, I think
there are four main reasons.

Apartment Construction: 2007
saw continued slow apartment
construction, particularly in
Clackamas and Clark counties, and
thus limiting the new supply. While
the final figures for 2007 will show
permits for around 4,200 new
multifamily units, this is misleading
due to condos not being separated
out. Our figures show that permits
for closer to 1,500 actual apartments were issued in 2007, or one
of the slowest years in recent
memory. The apartment permit
figures are a moving target, as
properties such as the 245 unit The
Wyatt and 124 unit Ladd Tower in
the downtown urban area as well
as others have switched from
condos to apartments.
Single Family Market: The third
factor having a favorable impact on
the apartment market was the
continued problem of single family

Portland Economy: Over the
last year, we have added
14,600 non-farm payroll jobs,
or 1.4% rate of job growth.
While the rate of employment
growth is less than half of what
we saw in 2006, the local
economy was stable in 2007.
37 Unit Carlton Court
Condo Conversion
1631 NW Everett St.
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Apartment Vacancies: One of the
big surprises of 2006 and 2007 was
just how far our apartment vacancies
have fallen. Two years ago, our
apartment vacancies were at 5.9%,
but the latest MMHA figures show
current vacancies at 2.9% or the
lowest in over a decade. We are
seeing low apartment vacancies in
virtually all submarkets, with no
noticeable or obvious pockets of
oversupply.
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Decline in Portland Home Ownership Rate: Finally, home ownership
rates are decreasing across the nation
due to the demise of sub prime
lending, stricter bank under-writing
standards, and potential home buyers
taking a “wait and see” attitude. The
Census Bureau reports that the rate of
home ownership in the US declined
from 69.0% in the third quarter of
2006 to 68.2% in the third quarter of
2007. However the rate of home
ownership in our area has declined
from 68.3% in 2005 to 66.0% in
2006. This is probably the biggest
reason for the decline in apartment
vacancies and increases in rental
rates.
So, what else happened in 2007?

PMSA Wage & Salary Employement
Annual Change 1997 - YTD 2007
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housing affordability. The December
S&P Case/Schiller home price index
ranked Portland as having the third
best single family market in the
nation. Portland had an annual
increase in the median home price in
2007 of 2.9% vs. a decline of 6.7% for
the ten major metro areas of the US.
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Apartment Rents: There has been
an obvious and pronounced shift from
a renters market to a landlords market
over the last two years. Landlords are
aggressively pushing their turnover
rents, and testing the top of the
market. This is particularly true in the
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urban area. Other signs of a shift to a
landlords market include higher non
refundable fees, stricter lease terms,

9.0%

Apartment Sales Volume: When the
final figures are in, it is clear that 2007
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11/07 Sale—$91,778/Unit
45 Unit Chelsea Lane Apts.
1530 NE Cleveland Ave.
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Apartment Expenses: This is a case
of good news and bad news. Insurance
costs are stable to declining, as insurance companies are showing record
profits. And advertising costs have come
way down due to improved market conditions and free sites such as Craigslist.
However, property taxes are up in most
municipalities, led by the 11.4% increase in the city of Portland. Utility
costs, particularly water and sewer, are
way up, which is due to increased utility
rates as well as higher occupancy levels. There is also payroll pressure, with
increases greater than inflation due to a
limited talent pool for management,
leasing and maintenance employees.
Apartment Values: In late 2006 many
were wondering if apartment values
could possibly have any room to move
up. Well 2007, showed that there was
still some steam left in the Portland
apartment market. The median cap rate
dropped from 6.30% in 2006 to 6.05%
in 2007 and apartment values were up
by 4% to 6%.

Median Per Unit Sales Price
Four County Metro Area 2001-2007
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will be a record year for the dollar sales
volume, with around $950 million in sales
expected vs. $858 million in 2006. The
year 2007 should see 230 sales of
10,500 units. Two significant trends are
apparent. First of all, there are more sales
Apartment Sales Volume
Portland Metro Area 2001-2007
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of larger complexes. There were 20 apartment sales of $10 million and over in
2007, and these accounted for 65% of
the dollar sales volume for the year. And
secondly, the credit crisis has clearly impacted apartment sales activity. While
there were 143 apartment sale transactions in the first half of 2007, this
dropped by around 40% in the second
half of the year.

process in 2008 vs. 1.35 million in 2007,
and just 705,00 in 2005. Economists at
both Goldman Sachs and Merrill Lynch now
expect the economy to be in a recession by
mid 2008. The Oregon economy slowed
noticeably in the second half of the year.
Based on the 1.2% rate of job growth estimated by the state economist, we are expected to added around 12,000 new jobs
in the Portland Metro area in 2008. In light
of the recent data from December 2007,
this forecast now seems optimistic.
Despite
Single Family Construction:
having one of the best single family markets in the nation, things changed in the
fourth quarter of 2007. Single family sales
volume is down by 12%, and we have 8.3
months of inventory vs. 5.1 months a year
ago. The median price of a home has been
flat in recent months. Also the recent auction involving 240 homes owned by our
largest single family developer has elevated
the level of caution among buyers. We saw
permits for 9,100 to 10,900 homes per
year from 2000 to 2006. However, builders
are reacting to an obvious change in the
market, and the second half of 2007 saw a
significant reduction in permits. I feel that
2008 will be slowest year for single family
construction since 1985-1986, with permits for 4,000 to 5,000 new homes .
Condo Conversion/Condo Construction: Condo conversions were way down in
2007. The market has softened, with very
slow sales activity, inventory buildup and a
lack of financing for converters. I expect
that we will see virtually no new condo conversions or new condo construction in
2008.

FORECAST FOR 2007
So where is our apartment market going
in 2008? My forecast is as follows:
Economy: All the signs are out there of a
slowing national economy. The US economy generated around 150,000 jobs per
month in the first half of 2007, but closer
to 90,000 per month in the second half of
the year. We added just 18,000 jobs in
the US in December, which was the worst
performance in four years. The Mortgage
Bankers Association estimates that 1.44
million homes will enter the foreclosure

Multnomah Village Town Homes
3600—3623 SW Capital Highway

Apartment Construction: Land is still
very expensive. However it is expected that
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the competition for land from row houses
and condo developers for medium to high
density sites will be non-existent in 2008.
Also, the housing slump will continue to
push down prices for labor and materials.
With very low apartment vacancies, increasing rents, low cap rates and increasing values, I think we will see some pick up
in apartment construction in 2008, and as
long as we stay out of a recession, the start
of a new apartment construction cycle in
2009.
Apartment Vacancies: The fundamentals are so good and so strong, that apartment vacancies will stay low in 2008. I expect we will see a 2.5% to 3.5% apartment
vacancy factor a year from now. Tough
Portland Metro Area Median
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loan standards and the “wait and see” attitude of home buyers will help the apartment market. However, the “shadow” inventory of unsold condos and single family
homes will result in some new supply. Also,
a tough economy in 2008 could result in
some tenants doubling up or moving home.

turnover rents will increase by 6% to 8% in
2008, with collections up by 4% to 8%. As the
year progresses, we may see some resistance
to rental increases based on the economy
and affordability issues.

$2.4 trillion in 2007. I expect that the
trends of slower apartment sales and
decreased mortgage activity in Portland
will continue into at least the first half of
2008, and have a corresponding impact
on the real estate service industry.
CONCLUSION

7/07 Sale—$66,667/Unit
51 Unit 900 SW St. Claire Apts
900 SW St. Claire Ave.

Real Estate Services: Many of us are dependent on and ride the coattails of the commercial real estate finance and sales market.
However, commercial sale transactions were
way down nationally in the second half of
2007, which was also the case with apartment sale transactions here in Portland. The
losses from the sub prime mortgage problems and credit market turmoil have rivaled
the savings and loan problems of the mid
1980’s to early 1990’s, the Asian meltdown
of 1998 and the dotcom collapse of 2001.
There is a lot of pain left to come in the single
family market in 2008, and most forecasters
feel that housing prices will continue to fall.
Washington Mutual has predicted US mortgage originations of $1.5 trillion in 2008 vs.

In conclusion, 2008 will see continued
improvement in the fundamentals of the
Portland area apartment market. The
market is showing low vacancies, increasing rents, low cap rates, good investor demand and an increase in values.
However, I expect a tougher economy in
2008, as there has been an obvious loss
of momentum in the second half of
2007, and this will carry over into 2008.
“Market rents are expected to move
5%-15% for close-in well managed
properties, and 5%-10% for suburban
properties.” Tom Brennecke, President of Guardian Management in his
multifamily forecast for Portland in
2008. 12/07
“A decline of this breadth and magnitude preceded the 2001 recession
and suggests a weak economic environment in the near term,” said Timothy Duy, adjunct assistant professor
of economics at the University of Oregon. “A recession is likely imminent.”
12/07
“Our economy is fundamentally
sound,” said Dae Back, Oregon’s acting State Economist. “Consumers in
Oregon are alive and well. Manufacturing actually has stabilized, I think
in a large part due to strong demand
from the global economy.” 11/07

1/07 Sale—$63,750/Unit
20 Unit Blanton Terrace Apts
17970 SW Blanton St.

Apartment Rents & Apartment Collections: Landlords are confident that they
can push rents and tenants have limited
options in finding lower rents. I expect that

11/07 Sale—$127,660/Unit
235 unit Clay Towers Apartments
1430 SW 12th Ave.

“Our opinion is that cap rates will rise
50 to 100 basis points or values will
drop about 10% in commercial real
estate assets,” said Jack M. Cohen,
CEO of Cohen Financial. “In almost
every asset market, investors were
scurrying to re-price risk.” 12/07
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Mark D. Barry, MAI
Apartment Appraisal Specialist on
the John Muir Trail—August 2007

Turn Back the Clock . . .
*1943 – The city of Portland relaxes its
building codes to allow smaller kitchens
and living rooms. City leaders hope this
move will lead owners of large homes to
divide them into apartments for thousands of defense workers moving to the
city. Oregonian - April 4, 1943

*1976 - “A landlord may refuse to rent
an apartment to an unmarried couple,”
Oregon Attorney General Lee Johnson
said. Landlords are not required to rent
property to unrelated persons of the opposite sex who share a bedroom.

*1945 - The Portland Housing Authority

2076 NW Johnson St. sell for $17,308
per unit .

states that “while we do not discriminate, we do segregate.” A Vancouver
Housing Authority official stated that
“because of the feeling among white
people against living where Negroes are
indiscriminately housed, we had to segregate the whites to avoid trouble.” Report of the Commission on Race Relations of Portland Council of Churches.

*1985 - The Harvard Apartments at

ment lenders in Portland are Ben
Franklin, Oregon Pioneer, State Federal, Lincoln Savings, Willamette Savings, Ward Cook, Pacific First Federal
& Security Pacific.

*1986 - Bob Dant and Jim Tosti complete construction of the 186 unit
Wildflower Apartments in Vancouver.
These luxury units are sold the following year for $38,978 per unit.

*1988 - Two young apartment bro-

kers at CB Richard Ellis publish the
Michael Dean Report. Shortly thereafter, they form their own apartment
brokerage and start publishing the
McGregor Millette Report.

*1945 -“Representatives of the Apart-

ment House Owners Association of Portland said they had no policy prohibiting
renting apartments to blacks, but they
agreed that Negro occupancy would not
be welcome unless in a segregated project.”

*1985 - Among the leading apart-

9/07 Sale—$105,357 /Unit
14 Unit Harvard Apartments
2076 NW Johnson St.

*2007– The 14 unit Harvard Apart-

ments at 2076 NW Johnson St. sell for
$105,357 per unit for condo conversion.

