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The Portland Metropolitan area is entering its third consecutive year
of sustained apartment construction. Given the strong apartment 
market fundamentals in the Portland-Metro area, which are well 
supported by The Fall 2015 Apartment Report, there is little reason
for construction to slow anytime soon. This article analyzes where we
are in the current construction cycle and what impact it has had thus
far on the Portland Metro apartment market.

Inventory and Vacancy

Based on information provided by the 2013 US Census and with 
adjustment for apartment permits in more recent years, the Portland-Metro
area has approximately 275,000 multi-family units in total. Using the
2.87% market wide apartment vacancy rate from the Fall 2015 
Multifamily NW Apartment Report, that equates to roughly 7,900
vacant units. If one assumes that a market in balance will show a 5.0%
vacancy rate, then there is a current shortage of 5,850 units.

Recent Apartment Permits Trends
Apartment construction came to a screeching halt in 2008 and didn’t
pick up again until late 2012. In 2013, permits were issued for 5,821
units and the permit activity increased to 6,799 units in 2014.

Through July 2015, permits have been issued for 2,998 units. This
equates to around 5,150 units on an annualized basis. This is a 
decrease from 2013 and 2014, which may come as a surprise to some.
However, we expect permit activity to increase in the second half 
of the year and the final permits numbers will likely be near the 
2013 levels. 

In addition to the current construction cycle, the Portland-Metro Area
has seen two additional apartment construction cycles since 1991.
These occurred from 1994-1999 and 2003-2007. These cycles, along
with the slower years, are summarized as follows.

The recent increase in apartment construction is by no means 
unprecedented. However, the difference in this current cycle is that
the apartment construction is focused in the urban core where the
projects are highly visible and are the center of many debates. While
adding the same number of units, five 40-unit buildings under 
construction along SE Division, impact a far greater number of 
people, than a 200 unit property under construction in Hillsboro. As
rents continue to increase, one question that remains is how deep 
is the Portland apartment market for new Class A units, which 
command top of the market rents?
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New Apartment Construction
Apartment construction can be difficult to track on a project level. Based on the 
public records from individual counties, we’ve attempted to capture all the projects
throughout Multnomah, Washington, Clackamas, and Clark Counties. Our figures
show there are at least 92 projects under construction, with totaling nearly 8,800
units, and an additional 235 projects proposed, totaling over 20,000 units. While
some of these projects may never be built, additional new projects not yet announced,
or still in the planning stage, are likely to emerge. The chart and graph below 
summarizes the new units by submarket as of the early fall of 2015.

As illustrated by the chart above, a majority (66.5%) of the units under construction
are located in Inner-East, Inner-West and North Portland submarkets.  This current
construction cycle has seen a higher concentration of urban units than past cycles.
However, as rents continue to rise across the entire metro area, expect to see an 
increase in apartment construction in more outlying areas, as these projects will now
financially make sense to developers. 

New Units and Impact On Apartment Vacancy Rates
From 2012 to September 2015, approximately 18,000 new apartment units were 
introduced to the Portland-Metro area. During this same time period, the overall
metro apartment vacancy rates have ranged from 2.87% to 3.97%. The new units
have had little impact on the overall vacancies and the vacancy rate has actually 
declined over the past twelve months. 

Economists for the State of Oregon continue to forecast the Portland-Metro 
population to grow at 25,000 to 30,000 people per year through 2020. Assuming the
home ownership rate is around 60% and renter household size is around 2.10 persons,
this population growth translates in to demand for around 4,750 to 5,700 units per
year. The demand from population growth is similar to current levels of apartment
construction. However, the current supply of new apartments is struggling to make
up ground on the pent up demand due to limited apartment construction from 
2008 to 2012. 

Conclusions on Expected Apartment Vacancies
Given the current construction levels for apartments versus demand from population
growth, coupled with a shortage of around 5,850 units, the apartment market will
likely remain a landlords market for at least the short term future. This is due to 
a strong jobs market, low interest rates and loan costs, robust population growth, 
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a decreasing rate of home ownership, and apartment
construction which appears to be lagging behind 
demand. Apartment construction near the urban core
is expected to continue in the coming years. However,
with rising land values, we expect some shift in 
apartment construction to outlying areas as rents 
continue to increase and developers seek additional
opportunities. We do not expect vacancy rates to 
approach 5% for at least the next 12 to 18 months and
possibly longer. 

Patrick O. Barry (pb@barryapartmentreport.com) is an Appraiser 
Assistant with Barry & Associates, which specializes in apartment 
appraisal work in the Portland metropolitan area. Patrick is an 
engineering graduate of the University of Colorado. 
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