
Apartment Availability Quickly Diminishing; Entry-
Level Buyers Find Options in Gateway Market

Wave of large developments builds on core’s prominence. Downtown 
Chicago continues to grow, adding corporate footprints of many high-pro-
file firms and resultantly expanding housing inventory to account for the 
incoming jobs. A series of major projects underway including Lincoln Yards, 
The 78 and the redevelopment of the Old Main Post Office hint at the urban 
core’s untapped potential. Uber Freight and Walgreens are just a few compa-
nies setting up shop and creating new jobs. Sustained employment growth 
in the core continues to benefit apartment owners, supporting strong NOI 
growth as the average effective rent has climbed more than 10 percent over 
the past two years. The Streeterville/River North area posted the most 
pronounced growth during that time as rents rose in conjunction with the 
160-basis-point drop to the submarket’s vacancy rate.

Housing remains limited for suburban residents. Suburban vacancy 
dipped below 4 percent at the end of the third quarter for just the second 
time this cycle as metro residents continue to get priced out of the core 
and seek lower cost rents in the suburbs. Developers are taking note of this 
as more than 12,000 units have been completed in the suburbs during the 
past three years. This year’s deliveries are largely concentrated in north-
west and southwest cities including Des Plaines and Romeoville. Because 
of this, these areas’ relatively heightened vacancy rates may feel additional 
pressure; however, the longer-term outlook suggests these readings will 
stabilize. Apartment availability in other areas like Central Cook County 
and Lake County will remain tight amid strong absorption levels.

Multifamily 2019 Outlook

40 BASIS POINT
decrease in vacancy

6.6% INCREASE
in effective rents

9,100 UNITS
will be completed

* Cap rate trailing 12-month average through 3Q

Sources: CoStar Group, Inc.; Real Capital Analytics
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•	 Value-add opportunities in neighborhoods south of downtown in-
cluding Bronzeville, Hyde Park and South Shore continue to garner 
attention from yield-driven investors. Over the past year, cap rates in 
these areas averaged in the upper-8 percent range for Class C assets, 
attracting many local and out-of-state buyers.

•	 Vacancy hovering just above 3 percent in West Cook County piqued 
the interest of many investors, particularly as entry costs in this part of 
the metro are relatively affordable. Units sold for an average of roughly 
$90,000 each during the past 12 months, producing many viable options 
for buyers with limited pools of capital. Here, cap rates were wide rang-
ing but most commonly sat in the low- to mid-7 percent band.

•	 Out-of-state investment remains abundant throughout the metro, 
well dispersed between private buyers and institutional groups. Areas 
around the core received the most interest from these investors, 
although suburban communities like Elgin, Rogers Park and Oak Forest 
offered more stabilized assets with cap rates extending up to 8 percent.

Investment Trends

CONSTRUCTION:

VACANCY:

RENT:

Deliveries will match the cyclical high 
recorded last year as developers remain 
focused on urban submarkets and some 
northern suburbs.

Building on a 60-basis-point decrease 
in 2018, market vacancy will fall to 4.9 
percent this year.

Growth is on pace to increase for the 
third year in a row, pushing the average 
effective rent to $1,582 per month. In 
2018, a 5.9 percent gain was recorded.
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EMPLOYMENT 

CONSTRUCTION

RENT

1.1% increase in total employment Y-O-Y

•	 The addition of 19,000 employees in the education and health 
services sector kept overall employment growth stable during 
the past year. Since last September, Chicago organizations added 
50,500 workers to payrolls.

•	 Trade, transportation and utilities as well as leisure and 
hospitality each expanded employment bases by more than 
11,000 workers.

40 basis point decrease in vacancy Y-O-Y

•	 Urban: Vacancy continues to creep lower, dropping 10 basis 
points year over year to 4.9 percent — still 50 basis points above 
the metro average.

•	 Suburban: In the suburbs, vacancy tied its cyclical low at the 
end of the third quarter, decreasing 50 basis points on an annual 
basis to 3.9 percent. Northern sections including Lake County 
and Evanston posted logged some of the strongest absorption.

8,600  units completed Y-O-Y

•	 Urban: Developers remained active in the core, bringing half of 
the metro’s total deliveries to the area over the past year. The 
Loop and Near North Side witnessed some of the strongest 
construction activity.

•	 Suburban: Almost 1,800 new units in Central Cook and DuPage 
Counties combined helped drive suburban development to its 
highest level nearly two decades. 

5.7% increase in the average effective rent Y-O-Y

•	 Urban: With a 4.4 percent bump year over year, the urban core’s 
average effective rent rose to $1,960 per month, roughly $700 
above the suburban rate and $400 over the metro average. Gains 
were most pronounced in the core’s southern neighborhoods.

•	 Suburban: The average effective rent in Chicago’s suburbs 
increased 4.3 percent since September of last year, driven by a 10 
percent boost in Aurora.

VACANCY

* Forecast

Source: CoStar Group, Inc.

3Q19 – 12-Month PeriodEmployment Trends
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Demographic Highlights

11,038 1H 2019

Five-Year Household Growth**

3Q19 Median Household Income

3Q19 Median Home Price

Compared with 1H 
2016-2018

Multifamily (5+ Units) Permits

10%

7,368 1H 2019

Single-Family Permits 

9%

3Q19 A�ordability Gap

U.S. Compared with 1H 
2016-2018

*Mortgage payments based on quarterly median home price with a 30-year fixed-rate conventional mortgage, 90% LTV, taxes, insurance and PMI. **2019-2024      Annualized Rate

Renting is

Average E�ective Rent vs. Mortgage Payment*

Metro

U.S. Median

Metro

U.S. Median

Annual Growth

h

h

$258,652

$65,205
$73,457 $219    Per Month Lower

$272,227 
82,400 0.4%

1.0%
or

Annual Growth

SALES TRENDS

•	 Property tax concerns and some economic uncertainty supported a 
widened buyer/seller expectation gap, pushing transaction velocity 
down 19 percent over the past year. At the same time, the metro’s 
average cap rate inched up 20 basis points to 6.6 percent.

•	 During the past year, units sold for an average of $153,600, a 2.5 
percent decrease from the previous period. Valuations continue to 
decline after peaking in 2016 at $170,700 per unit.

Outlook: Exceptional absorption will keep developers in Chicago focus-
ing on areas near major employment hubs, particularly in the urban core 
and some northwestern suburbs.

Trading Activity Softened by as Buyers and
Sellers Attempt to ResyncEmployment Trends
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SUBMARKET TRENDS

Lowest Vacancy Rates 3Q19

Submarket Vacancy 
Rate

Y-O-Y 
Basis Point 

Change

Average 
Effective 

Rent

Y-O-Y % 
Change

Lake County/Kenosha 3.0% -60 $1,185 2.2%

Central Cook County 3.2% -30 $1,326 3.3%

Far Northwest Chicago 

Suburbs
3.6% 10 $1,165 5.5%

Aurora 3.7% -10 $1,396 9.9%

Central DuPage County 3.8% -190 $1,497 2.7%

North DuPage County 3.8% 40 $1,232 4.8%

South Cook County 3.8% -50 $1,025 3.4%

Evanston/Rogers Park/

Uptown
3.9% -90 $1,473 8.3%

Gary/Hammond 3.9% -40 $864 6.4%

Southeast DuPage County 3.9% -50 $1,310 0.8%

Overall Metro 4.4% -40 $1,563 5.7% * Trailing 12 months through 3Q19 

Pricing trend sources: CoStar Group, Inc.; Real Capital Analytics



Atlanta O�ce:

Bryn Merrey Senior Vice President/Division Manager
1100 Abernathy Road N.E., Bldg. 500, Suite 600
Atlanta, GA 30328
(678) 808-2700 | bryn.merrey@marcusmillichap.com

Austin O�ce:

Craig Swanson Vice President/Regional Manager
9600 North Mopac Expressway, Suite 300
Austin, TX 78759
(512) 338-7800 | craig.swanson@marcusmillichap.com

Baltimore O�ce:

Bryn Merrey Senior Vice President/Division Manager
100 E. Pratt St., Suite 2114
Baltimore, MD 21202
Tel: (202) 536-3700 | bryn.merrey@marcusmillichap.com

Boston O�ce:

John Horowitz First Vice President/Regional Manager
100 High Street, Suite 1025
Boston, MA 02110
(617) 896-7200 | tim.thompson@marcusmillichap.com

Charlotte O�ce:

Benjamin Yelm Regional Manager
201 South Tryon Street, Suite 1220
Charlotte, NC 28202
(704) 831-4600 | benjamin.yelm@marcusmillichap.com

Chicago Area O�ces:

David Bradley Regional Manager |  Chicago Downtown
333 West Wacker Drive, Suite 200, Chicago, IL 60606
(312) 327-5479 | david.bradley@marcusmillichap.com

Steven Weinstock First Vice President/Regional Manager | Oak Brook
One Mid America Plaza Suite 200
Oakbrook Terrace, IL 60181
(630) 570-2250 | steven.weinstock@marcusmillichap.com

Michael Glass First Vice President/District Manager
michael.glass@marcusmillichap.com

Cleveland  O�ce: 
5005 Rockside Road, Suite 800
Independence, OH 44131
(216) 264-2000 

Columbus O�ce:
230 West Street, Suite 100
Columbus, OH 43215
(614) 360-9800 

Cincinnati O�ce:

Colby Haugness Regional Manager
600 Vine Street, 10th Floor
Cincinnati, OH  45202
(513) 878-7700 | colby.haugness@marcusmillichap.com

Dallas O�ce:

Tim Speck First Vice President/District Manager
5001 Spring Valley Road, Suite 100W
Dallas, TX 75244
(972) 755-5200 |  tim.speck@marcusmillichap.com

Fort Worth O�ce:

Mark McCoy  Regional Manager
300 Throckmorton Street, Suite 1500
Fort Worth, TX 76102
(817) 932-6100 |  mark.mccoy@marcusmillichap.com

Denver O�ce:

Skyler Cooper Regional Manager
1225 17th Street, Suite 1800
Denver, CO  80202
(303) 328-2000 | skyler.cooper@marcusmillichap.com

Detroit O�ce:

Steven Chaben Senior Vice President/Regional Manager
Two Towne Square, Suite 450
Southfi eld, MI  48076
(248) 415-2600 | steven.chaben@marcusmillichap.com

Fort Lauderdale O�ce:

Ryan Nee District Manager
5900 N. Andrews Avenue, Suite 100
Ft. Lauderdale, FL 33309
(954) 245-3400 | ryan.nee@marcusmillichap.com

Charleston O�ce:

Benjamin Yelm Regional Manager
151 Meeting Street, Suite 450
Charleston, SC 29401
(843) 952-2222 | benjamin.yelm@marcusmillichap.com

Edmonton O�ce:

Rene H. Palsenbarg Regional Manager
10180 101 Street, Suite 3400
Edmonton, Alberta T5J 3S4
(604) 675-5200 | rene.palsenbarg@marcusmillichap.com

Cincinnati O�ce:

Colby Haugness Regional Manager
600 Vine Street, 10th Floor
Cincinnati, OH  45202
(513) 878-7700 | colby.haugness@marcusmillichap.com

Encino O�ce:

Jim Markel Vice President/Regional Manager
16830 Ventura Boulevard, Suite 100
Encino, CA 91436
(818) 212-2700 | jim.markel@marcusmillichap.com

CAPITAL MARKETS

By DAVID G. SHILLINGTON, President, 
Marcus & Millichap Capital Corporation

• Fed cuts rate again, while balancing assortment of factors. The Federal 
Reserve cut the overnight rate by 25 basis points at the end of October, the third 
reduction in less than 100 days in an attempt to lengthen the economic runway. 
Muted infl ationary pressure and continued trade negotiations have boosted the 
probability for an additional rate cut in December as it is anticipated by some 
domestic and foreign markets. However, at the end of October, the U.S. and China 
were in talks for fi nalizing the fi rst phase of a trade deal, potentially erasing the 
need for another rate reduction if the preliminary agreement quickly comes to 
fruition. This, along with positive economic indicators like strong wage growth, 
sustained job creation and a rising 10-year Treasury, will continue to make future 
decisions diffi  cult for Fed members as they balance the array of forces tugging at 
both ends of possible outcomes. Global developments including slowing Euro-
pean economies as well as the progression of Brexit and its potential aftermath 
will also help determine future Fed decisions. Though recession risks remain, the 
economy’s solid foundation has softened it in recent months, signaling continued 
domestic growth in the near future.

• Abundant liquidity balances conservative underwriting. Debt fi nancing for 
apartment assets remains strong, supported by a variety of lenders. Fannie Mae 
and Freddie Mac, two mainstay apartment capital sources, were recently given 
increased lending caps, allowing the two Government Sponsored Enterprises 
to purchase $100 billion in loans during a yearlong period that started at the 
beginning of the fourth quarter 2019. A wide range of local, regional and national 
banks; pension funds; insurance companies and CMBS sources will also remain 
active. All have responded to the falling interest rate climate by reducing mort-
gage rates, but lender spreads have widened as the 10-year Treasury rate remains 
near cycle lows. Given the downward pressure on interest rates, lender caution 
has risen, particularly for construction loans. Though lending is still available for 
these types of projects, investors may need to blend mezzanine debt with other 
capital sources until they prove out their concepts and substantially fi ll units. For 
stabilized existing assets in most major markets, fi nancing remains plentiful.
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Apartment Mortgage Originations 
By Lender

1H19 Apartment Acquisitions 
By Buyer Type
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Includes sales $2.5 million and greater
Sources: CoStar Group, Inc.; Real Capital Analytics

The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no representation, warranty or guarantee, 

express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment growth is calculated based on the last month of the quarter/year. Sales data 

includes transactions valued at $1,000,000 and greater unless otherwise noted. This is not intended to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide 

specific investment advice and should not be considered as investment advice. 

Sources: Marcus & Millichap Research Services; Bureau of Labor Statistics; CoStar Group, Inc.; Experian; National Association of Realtors; Moody’s Analytics; Real Capital Analytics; RealPage, Inc.; TWR/Dodge 

Pipeline; U.S. Census Bureau
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