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Recipe in the making for
tight apartment supply

Clients often ask our
firm 1f the Albu-
querque  apartment
market 15 overheated.
We belleve that the
market 1= hot rather
than  “overheated.”
This article will review
the ingredients that

form of our local mar- GUEST
kets housing recipe. COLUMMNIST

ToDD
Demand CLARKE

Hiztorical job growth
for the ciiy has created
1,100 units of apartment demand each
year. A strong workforee, high quality of
Iving, and economic incentives are lkely
to put upward pressure on forecasted Job
growth, increasing the demand for muli-
family units to 1,300 units per vear.

Supply (or constraints on supply)

Ten vears ago, adevel opment client would
come to town, and ask, “What can T budld
an apartment on:” Although apartment
land was plentifi]l and priced atiractively,
dgrong demand for Anglefamily housng
coupled with befter profit percentages saw
acre after acre belng down-zoned from
medium densiiy (12 to 24 units per acre) or
high densty (24 to99 uniis per acre) to low
density usage (4 to 6 units per acre).

In the late 19903, as the apartment mar-
ket shot across the equilibrium polnt (the
balance polnt between demand and sup-
ply, at which rents nelther go up nor down)
and rents started to rize to the point where
new multifamily construction was finan-
clally feasible, the private sector was locked
ont by povernment restrictions.

Like a neglected kitchen, these came in
three forms:

1. Btale milk with a predictable smel. A
zoning process that empowered the few or
one over the needs of the many, led to zone
change refusals, or even worse, an approval
fiollowed by a death of a thousand papercuts,
otherwise known as the appeal process,

2. Enter front left burner. The Planned
Growth Strategy, whose Intent, while
nohle, has led to the adoption of a plan
that lmiis growth outside the existing ser-
vice area in Albuquergue, thereby pushing
growth out another 15 to 60 miles from
metropolitan Albaguerque

3. On the back burner. For over a decade,
the impact fees have Increased with great
regularity. The process for determining
them still lacks transparency and they are
difficult to caleulate in advance.

The end result?

An apartment oven that once used to
bring new apartments to market at the
rate of thousands of units per vear, has
been turned down to a number that is
lucky to reach the hundreds of new units
PET Year.

Occupancy
As the number of potential new mulil-
family residents exceeds the supply of

availahle apartment units by a factor 2 to
1, these restdents move into the existing
vacant housing inventory (now number-
ing just shy of 80,000 units) and raise the
ocoupancy by 1 percent each year.

Rents

In the mid 2000s, the occupancy rate
crossad Albugquergque'’s equilibrium point
of 94 percent, shifting the rental pendu-
lum to the landlord’s favor, allowing for
Increases in renis, and the shifiing of some
formerly-based landlord expenses, such as
the cost of water, to the tenant.

Based on current demand and supply
trends in the marketplace, Albuguerque'’s
rental market is set to repeat the trend wit-
nessed in the early 19908 when the mar-
ket's rents rose at 10 percent per vear from
a monthly rate of $.49 per square foot to
$.74 per square foot, Pollowing the same
trend, the average rent today could excesd
the highest rent in the city ($1.15 per
square foot) before the decade closes.

Construction costs

Acoupleof vears ago, [ spent a constder-
able amount of time in China and watched
the city of Beljing put more square footage
under construction than the entire west-
ern United States,

Ina globally integrated world, these budld-
ing trends are fdt thousands of miles away
— China contimues to gzobble up natural
resourees from ol to steel, ralsing the cost of
conztruction here,

Add to this fsing labor costs from a
shortage of construction workers, the hot-
tom line 1= construction costs 25 percent
higher than five years ago. The hurdle to
make a development profitable increases at
the same rate, ralsing the gap betwesn
exizting rent= and rents necessary to finan-
clally support new housing,

Aftardahbility

All of thiz sets the state for the next
affordable housing erisis. The last dme
rents bodled over at an annual rate of 10
percent per year, Incomes were increasing
a fifth as fast. Annual housing expenses
that outstip annual income leads to a
housing burden, as Albuguerqueans re-
allocate thelr budgets from necessary
ftems like health insurance, education or
even entertainment to housing, straining
the welfare system or decreasing the flow
of dollars in our community.

Buhble or Steam?

For a bubble to exdst, an frrational ex-
berance needs to be demonstrated in the
market, Basad on past bubbles, those were
based on unirue speculation, unrealistic
tax henefit, or the belief that there 1s one
more person who will come through the
door and pay even more,
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