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Market Update
As of April 23, the COVID-19 crises has resulted in more than 26 million Americans losing their
jobs and many others having increased financial uncertainty. While rent collections held strong
for April 2020, owners are planning for the potential of increased collection loss. This uncertainty
is combined with the increased volatility and slowing of activity in the commercial real estate
markets. The following major trends emerged in the U.S. multifamily market during first month of
a near nationwide series of stay-at-home orders and mass closures of commercial business:
Rent growth forecasts are likely to be bleak for the foreseeable future
 Multifamily REIT revenues for 2021 are estimated to decline 3%–4%, and NOI by 15% in 2022.(1)
 REIS’s protracted economic slump scenario projected effective rent and occupancy levels to be lower
than 2019 through 2023.(2)

Transaction volume sees a sharp decline
 19% of multifamily transactions scheduled to close in April 2020 have been canceled.(3)
 Multifamily transaction volume from March 1 to April 27 totaled 444 deals, down 64% from the same
period in 2019.(4)

Rent delinquencies rose dramatically and may continue to grow
 11% of renters missed April 2020 rent payments (as of April 19) compared to 7% the previous year.(5)
 Use of credit cards to pay rent rose 30% month over month between March and April 2020.(6)

Capitalization rates and valuations are starting to reflect COVID-19 impact

 YTD total returns for public apartment REITs
witnessed a 22.5% decline.(8) To the right is a
chart comparing YTD public REIT returns by
asset type.

Office

Industrial

Lodging/
Resorts

Diversified

Retail

 Multifamily REIT cap rates have been revised
upwards by 20–30 basis points, and REIT NOI
growth estimates have been reduced by roughly
500 basis points through 2022.(7)

YTD Relative Returns By Asset Class
Apartments

 Green Street’s 4/19/2020 Residential Sectors
report indicates that the net asset values of
seven major apartment REITs have declined by
11%–15%.(7)
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Market Update
Vacancies projected to grow despite government protections
 The national vacancy rate is forecasted to grow from 5.1% in 2020 to 8.1% in 2021.(9)

Construction is more constrained
 Construction starts for buildings of more than five units dipped 32.1% between February and March,
from 511,000 starts to 347,000.(10)
 A survey of major apartment developers indicates that 77% of them have already experienced
permitting delays and 70% have seen construction start delays due to COVID-19.(11)

Forecasting strong and weak multifamily markets
 Seattle (minimal impact from Boeing layoffs), the Washington, D.C., metropolitan area (government
and military jobs should shore up rent trends), the Carolinas (economy is less dependent on banking
compared to 2008), and Philadelphia (sizeable healthcare and education base) will likely see strong
rent growth after the pandemic ends.(12)
 Conversely, rent growth is expected to lag behind in Los Angeles (weak leasing trends and elevated
delinquency rates among private market portfolios), Orange County (hospitality job losses and extra
supply from converted vacation rentals), Orlando (hospitality job losses), and Houston (oil).(12)

Government action is providing relief to multifamily owners
 The $2 trillion CARES Act allows multifamily owners with federally backed mortgages to seek
forbearance. However, owners who request forbearance cannot charge late penalties, pursue
evictions, or issue negative credit reports on delinquent tenants.(13)

Multifamily debt rates still relatively low, although higher than in prior months
 In the wake of the pandemic, Freddie Mac multifamily rates for 10-year fixed-rate date has been in the
4.06%–4.23% range (assuming 60% LTV/1.35x DSCR).(14)

The financial future of the multifamily industry is unquestionably in flux, but one promising sign is
that landlords, tenants, and the federal government have all shown flexibility in responding to
potential rent delinquencies. In the midst of this uncertainty, owners and investors are carefully
considering the impact on their portfolios.
In this challenging environment, Houlihan Lokey stands ready to assist multifamily owners and
investors with assessing their real estate portfolios and provide guidance to best position the
sector to weather the storm.
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Action Items
Have an assessment done
on your property values to
understand the potential
impact of COVID-19, if any.

Evaluate whether now is a
good time to consider
planning a property
tax appeal.

Reevaluate or delay any
nonessential planned
capital expenditures in order
to conserve cash on hand.

Review existing credit
agreements and consider
liability management
strategies.

Enlist professionals that can
assist in assessing strategic
alternatives and new
purchase opportunities.

CONTACT US
Houlihan Lokey has a successful track record in assisting its real estate investors and owners
through times of extreme volatility and exogenous events.

?

Please reach out to one of the team members below for more information.
Michael P. Hedden,
MAI, CRE, FRICS
Director
212.497.7936
MHedden@HL.com

Jeffrey Andrews, MAI
Director
Co-Head of REVS
310.788.5364
JAndrews@HL.com

Thomas Puricelli
Managing Director
Co-Head of REVS
404.495.7026
TPuricelli@HL.com

Additional Contributors: Nick Way, Leo Kao, and Andrew McLoon.
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Disclaimer
© 2020 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any
means or redistributed without the prior written consent of Houlihan Lokey.
Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the
accuracy or completeness of the information provided within this presentation. The material presented
reflects information known to the authors at the time this presentation was written, and this information is
subject to change. Houlihan Lokey makes no representations or warranties, expressed or implied,
regarding the accuracy of this material. The views expressed in this material accurately reflect the
personal views of the authors regarding the subject securities and issuers and do not necessarily
coincide with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of
companies may have positions in the securities of the companies discussed. This presentation does not
constitute advice or a recommendation, offer, or solicitation with respect to the securities of any company
discussed herein, is not intended to provide information upon which to base an investment decision, and
should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide
investment banking or related services to these companies. Like all Houlihan Lokey employees, the
authors of this presentation receive compensation that is affected by overall firm profitability.
Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include
those in (i) the United States: Houlihan Lokey Capital, Inc., an SEC-registered broker-dealer and
member of FINRA (www.finra.org) and SIPC (www.sipc.org) (investment banking services); Houlihan
Lokey Financial Advisors, Inc. (financial advisory services); HL Finance, LLC (syndicated leveraged
finance platform); and Houlihan Lokey Real Estate Group, Inc. (real estate advisory services); (ii)
Europe: Houlihan Lokey EMEA, LLP, and Houlihan Lokey (Corporate Finance) Limited, authorized and
regulated by the U.K. Financial Conduct Authority; Houlihan Lokey S.p.A.; Houlihan Lokey GmbH;
Houlihan Lokey (Netherlands) B.V.; Houlihan Lokey (España), S.A.; and Houlihan Lokey (Corporate
Finance), S.A.; (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai): Houlihan
Lokey (MEA Financial Advisory) Limited, regulated by the Dubai Financial Services Authority for the
provision of advising on financial products, arranging deals in investments, and arranging credit and
advising on credit to professional clients only; (iv) Singapore: Houlihan Lokey (Singapore) Private
Limited, an “exempt corporate finance adviser” able to provide exempt corporate finance advisory
services to accredited investors only; (v) Hong Kong SAR: Houlihan Lokey (China) Limited, licensed in
Hong Kong by the Securities and Futures Commission to conduct Type 1, 4, and 6 regulated activities to
professional investors only; (vi) China: Houlihan Lokey Howard & Zukin Investment Consulting (Beijing)
Co., Limited (financial advisory services); (vii) Japan: Houlihan Lokey K.K. (financial advisory services);
and (viii) Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), a company
incorporated in Australia and licensed by the Australian Securities and Investments Commission (AFSL
number 474953) in respect of financial services provided to wholesale clients only. In the European
Economic Area (EEA), Dubai, Singapore, Hong Kong, and Australia, this communication is directed to
intended recipients, including actual or potential professional clients (EEA and Dubai), accredited
investors (Singapore), professional investors (Hong Kong), and wholesale clients (Australia),
respectively. Other persons, such as retail clients, are NOT the intended recipients of our
communications or services and should not act upon this communication.
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