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2016 was the fourth consecutive year of sustained strength in the apartment construction market. The only busier 

four period of apartment construction was from 1995-1998. Just reviewing the overall metro area figures, doesn’t 

tell the whole story.  

Throughout the current apartment construction cycle, there has been an ever-present gap between the urban 

and suburban markets. The vast majority of apartment construction has taken place within a three mile radius of 

downtown Portland. Some construction has occurred in Washington, Clackamas, and Clark County, though the 

projects are few and far between. This article analyzes the construction activity in both the urban and suburban 

area, and forecasts where vacancies are going.  

Recent Apartment Permits Trends – Overall Portland Metro 

In 2016, the Portland Metro area saw permits issued for 7,650 units. This represents the third busiest year with 

records going back to the early 1960’s. This is also an increase of 1,000 units compared to 2015, which caught 

some by surprise. The only years busier than 2016, were 1972 and 1998 when issued permits exceeded 7,900 

units. The graph below tracks permits across the metro area from 1991-2016. 

 

Inclusionary Zoning & Urban Area Construction 

During 2016, the city of Portland introduced Inclusionary Zoning (IZ), which requires all developments of 20 units 

or more to include some affordable units. This program gave developers until February 1, 2017 to conform. 

However, any projects submitted for permits prior to February 1, 2017 were exempt from the IZ program.  

To avoid the requirements of IZ, there was a huge surge in permit applications. In reviewing the permits, my 

figures show that between December 1, 2016 and February 1, 2017, developers submitted applications for 54 

projects totaling 7,050 units. There was another 12 projects, of mostly 5+ story buildings, where the number of 

units was not reported. This is an unprecedented surge in applications and increased the total metro area pipeline 

of proposed units by 28% in just these two months.  



The general consensus is that the introduction of the IZ program will temporarily curb permit applications. There 

is considerable uncertainty surrounding the IZ program, and before jumping on board, developers want to see a 

few projects developed and operated under the IZ program. The projects in the current pipeline (pre-IZ) that 

move forward will be developed and brought to market over the next few years. Thus, the slowdown due to the IZ 

program will likely not be seen in the market for at least 36-48 months, and by that time, developers may have 

bought in to inclusionary zoning.   

Our figures show that around 7,000 units are under construction and were recently completed in the close-in 

urban area and an additional 20,500 units are proposed. Given the historic annual absorption of 2,500 to 3,500 

units in Multnomah County, supply will outpace demand. As more units come to market, the impact on vacancies 

and rents are not yet known. However, due to shifting market conditions, many of the proposed units will never 

break ground. As supply outpaces demand in the coming years, the temporary pause in apartment permit 

applications due to inclusionary zoning may give the new units additional time to stabilize.  

Suburban Area Construction  

After years of slow construction, the suburban apartment construction market is showing some signs of life. East 

Multnomah County, Clark County, and Washington County have all seen substantial increases in their proposed 

apartment pipeline. The table below summarizes the changes in these submarkets.  

 Proposed Units   

County Fall 2016 Spring 2017 Percent Increase 

Washington 3,595 4,341 20.8 

Clark 3,694 4,312 16.7 

East Multnomah 1,621 2,658 64.0 

 

Many forces have been at work to help drive suburban construction. This includes the following: 

- Strong job and population growth outside Portland, especially Washington County 

- Lower land costs  

- Low vacancy rates due to less construction and renters fleeing higher urban rents 

- Fewer regulatory hurdles 

- Increasing rents 

 

 

 

 

 

 

 

 

 



Our figures show that around 3,300 units are under construction in the suburban area and an additional 12,500 

units are proposed. Due to limited construction in recent years, reliable stabilized absorption data is difficult to 

find. However, based solely on population growth forecasts for Washington, Clackamas, and Clark County, there is 

demand for at least 2,000 - 3,000 units per year. And this does not take into consideration the pent up demand 

due to current low vacancy rates. Suburban markets are quickly becoming an attractive alternative for developers 

looking to expand beyond the urban core.  

Vacancy 

As evidenced by this Multifamily NW Apartment Report, vacancies have increased again across the metro area. 

So, after four consecutive years of strong apartment construction, the new units are finally having an impact and 

we appear to be approaching a market in balance.  

As expected, the close-in submarkets with the highest apartment construction are experiencing the highest 

vacancies. The five urban submarkets in the Multifamily NW Apartment Report show an average vacancy rate of 

4.8 percent. The recently completed units are experiencing slower than anticipated absorption, lower than 

expected rents, and an increase in concessions. These signs of softening could be partly seasonal, but more likely 

it is due to the volume of units that hit the market in recent years.  

In the suburban area, all signs show strong absorption and stable vacancies. The 15 submarkets in the Multifamily 

NW Apartment Report outside the urban core have an average vacancy rate of just 3.7 percent. Due to limited 

completions in recent years, a more limited pipeline of projects, and strong population growth, the submarkets 

outside the urban core will likely remain a landlords market.  

With the recent surge permit applications, in addition to the projects already in the pipeline and under 

construction, one would have to expect that the vacancy rates in the urban area have nowhere to go but up and 

will likely creep above 5.0 percent within a year. While there has been an increase in proposed suburban 

construction, there are a limited number of projects under construction or recently completed in this area. 

Average vacancy rates will likely remain below 4.0 percent for the year ahead in the suburban submarkets.  

Apartment Construction Summary  

There are few signs of softening in the apartment construction market. The number of proposed units in the 

urban area pushed north of 20,000, in large part to beat the February 1, 2017 deadline for inclusionary zoning. As 

supply outpaces demand in Multnomah County and the market begins to show signs of softening, the short term 

future may be bumpy for new units. In the suburban area, the momentum behind the apartment construction is 

gaining speed, and given the lack of recent completions, we anticipate a strong suburban market in the coming 

year.  
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