
Investors Increasingly Turn to Philadelphia’s
Center City as Developers Look Farther Out

Declining availability boosting rents outside downtown. Numerous 
completions will be coming to Center City this year, although multifam-
ily development in the urban core is trending down. Fewer arrivals will 
help recently opened buildings lease units, benefiting operations. Center 
City’s current average vacancy rate of 5.4 percent is one of the highest of 
all of Philadelphia submarkets. Minimal construction in other areas is 
reducing availability. Lower Camden County and Bucks County will end 
2019 with no new supply delivered over the last two years as each has a 
vacancy rate in the 3 percent band. A lack of arrivals is in turn fueling 
above-market rent growth.

Construction activity expands in certain suburbs. While develop-
ment is slowing in Center City, it is accelerating in other locales. The 
greater Norristown and Merion area will welcome over 1,000 units 
this year, mostly concentrated in the community of Bala-Cynwyd with 
four prominent openings near the Cynwyd metro station. A substantial 
drop in the submarket’s vacancy rate in 2018 signals that there is ample 
demand for the new arrivals, as renters look for residential options with 
downtown access that are comparatively more affordable. Deliveries are 
also expected in Northeast Philadelphia. Urban density in Center City 
is pushing some builders farther north to transitioning neighborhoods, 
with three new buildings coming online in Olde Kensington. Several 
of these areas also happen to be inside opportunity zones, encouraging 
future construction or redevelopment.

Multifamily 2019 Outlook

20 BASIS POINT
decrease in vacancy

3.0% INCREASE
in effective rents

5,900 UNITS
will be completed

* Cap rate trailing 12-month average through 1Q; Treasury rate as of March 29

Sources: CoStar Group, Inc.; Real Capital Analytics
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•	 Over the past five years, a greater concentration of sales activity has 
taken place in Center City, with properties in Rittenhouse and Wash-
ington squares changing hands most frequently. The average age of a 
building in the submarket is 100 years, but assets nevertheless trade 
at some of the highest per unit sale prices in the metro thanks to the 
popularity of the downtown location with renters. Newer buildings or 
those recently renovated produce cap rates in the mid-5 percent zone.

•	 Transaction velocity also remains high in neighborhoods north of 
Center City. Several Class B properties built in the last five years with 
fewer than 20 units exchanged ownership with initial returns in the 
mid-6 to high-6 percent zone. These properties may appeal to private 
investors less interested in older, Class C inventory.

•	 A growing number of trades involve out-of-market investors, includ-
ing buyers from New York, California and Illinois. Yields in Philadel-
phia can be 100 to 400 basis points above those in their local metros.

Investment Trends

CONSTRUCTION:

VACANCY:

RENTS:

Annual completions rise to their highest 
level observed so far this cycle, as the 
development pipeline shifts moderately 
away from the urban core toward promi-
nent suburban neighborhoods.

The vacancy rate inches below the 4 
percent threshold for the second time in 
13 years to 3.9 percent. In 2018, vacancy 
fell 40 basis points.

Monthly rates continue to climb as the 
average effective rent advances to $1,362 
per month this year, building on a 5.2 
percent rate of growth in 2018. 
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EMPLOYMENT 

CONSTRUCTION

RENTS

1.3% increase in total employment Y-O-Y

•	 Employers created 38,100 jobs over the past 12 months, 
approximately 5,000 more positions than were added during the 
preceding annual period.

•	 Education and health services, the market’s primary industries, 
led employment growth again with over 17,700 new hires. Active 
development across a range of real estate sectors also supported 
about 9,000 new roles in construction.

50 basis point decrease in vacancy Y-O-Y

•	 Robust summer leasing activity contributed to a decline in the 
marketwide vacancy rate to 4.3 percent year over year in March. 

•	 Availability is lowest in Northeast Philadelphia at 3.2 percent 
despite an increase in the number of apartment openings. 
Vacancy also fell 130 basis points to 4.9 percent in Central 
Wilmington despite elevated construction activity.

4,900 units completed Y-O-Y

•	 About 200 more apartments opened in the metro over the past four 
quarters compared with the year prior. Center City remained the 
most actively developed area with 2,000 deliveries.

•	 The construction pipeline expanded most notably in Central 
Wilmington with the completion of 430 rentals. A majority of those 
units came online in 2018 when two properties opened, one west of 
the city along Route 7 and another downtown.

4.9% increase in the average effective rent Y-O-Y

•	 The average effective rent climbed to $1,331 per month over the 
past four quarters after posting a 3.8 percent annual increase a 
year ago in March.

•	 Rent growth at or above 5 percent occurred in North Montgomery 
County and Delaware County.  Fewer concessions boosted Class B 
monthly rates in Montgomery County, while less recent construction 
in Delaware County bolstered effective rates at existing buildings.

VACANCY

* Forecast

Source: CoStar Group, Inc.

1Q19 – 12-Month PeriodEmployment Trends
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Demographic Highlights

64%Own

1Q19 Population Age 20-34
(Percent of total population) 

36%Rent

Five-Year Population Growth*

Five-Year Household Growth* Population of Age 25+
Percent with Bachelor’s Degree+**

1Q19 Median Household Income

1Q19 Total Households

21,200
21%

U.S.

$72,314
U.S. Median

68,700
Metro

U.S. Average

35%

Metro

21%

30%

$64,259
Metro

* Forecast ** 2018-2023

SALES TRENDS

•	 Trading velocity returned to 2016 levels as greater market volatility 
and higher interest rates in late 2018 likely contributed to a slowdown 
in deals signed in the first quarter of this year. 

•	 Healthy investment demand nevertheless supported a 7.7 percent 
increase in the average sale price to $165,500 per unit, while the 
average cap rate inched up into the 7 percent band.

Outlook: Some investors are pursuing Class B properties in suburban 
settings for multidecade holds, expecting residential demand to improve 
outside the core in line with anticipated long-term demographic trends.

Healthy Trading Activity Supports Continued Price 
Appreciation as Investors Plan for Next CycleEmployment Trends

Ye
ar

-o
ve

r-
Ye

ar
 C

ha
ng

e

Metro United States

U
ni

ts
 (0

00
s)

Completions and Absorption
Completions Absorption

-4

0

4

8

12

Vacancy Rate Trends
Metro United States

V
ac

an
cy

 R
at

e

Rent Trends
Monthly Rent Y-O-Y Rent Change

M
on

th
ly

 E
�e

ct
iv

e R
en

t Year-over-Year C
hange

R
at

e

Local Apartment Yield Trends
Apartment Cap Rate 10-Year Treasury Rate

A
ve

ra
ge

 P
ri

ce
 p

er
 U

ni
t (

00
0s

)

Sales Trends

Year-over-Year G
row

th

Sales Price Growth

-4%

-2%

0%

2%

4%

19*15131109 16141210 17 18

19*15131109 16141210 17 18

0%

3%

6%

9%

12%

19*15131109 16141210 17 18

$40

$75

$110

$145

$180

-20%

0%

20%

40%

60%

19*15131109 16141210 17 18

$1,000

$1,100

$1,200

$1,300

$1,400

-4%

0%

4%

8%

12%

19*15131109 16141210 17 18

0%

3%

6%

9%

12%

19*171513110907050301

SUBMARKET TRENDS

Lowest Vacancy Rates 1Q19

Submarket Vacancy 
Rate

Y-O-Y 
Basis Point 

Change

Average
Effective

Rent

Y-O-Y % 
Change

Northeast Philadelphia 3.2% -10  $1,050 1.5%

Bucks County 3.5% -40  $1,233 5.3%

Gloucester County 3.5% 0  $1,204 0.5%

Burlington County 3.8% -60  $1,219 2.7%

Lower Camden County 3.9% -40  $1,081 3.1%

Delaware County 4.0% -60  $1,108 6.7%

Norristown/Upper Merion/

Lower Merion
4.3% -20  $1,477 4.9%

North Montgomery County 4.3% -150  $1,385 8.2%

Chester County 4.7% -60  $1,520 5.5%

Northwest Philadelphia 4.7% 20  $1,338 4.5%

Central Wilmington 4.9% -130 $1,156 0.1%

Overall Metro 4.3% -50 $1,331 4.9%

* Trailing 12 months through 1Q19

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



New York City

J.D. Parker Executive Vice President of Investment Brokerage
260 Madison Avenue 5th Floor New York, NY  10016
(212) 430-5100 | jd.parker@marcusmillichap.com

John Krueger Vice President/Regional Manager |  Manhattan
(212) 430-5100 | john.krueger@marcusmillichap.com

John Horowitz First Vice President/Regional Manager  | Brooklyn
1 MetroTech Center, Suite 2001 
Brooklyn, NY 11201
(718) 475-4300 | john.horowitz@marcusmillichap.com

Oakland O�ce:

David C. Nelson Regional Manager
555 12th Street, Suite 1750
Oakland, CA 94607
(510) 379-1200  | david.nelson@marcusmillichap.com

New Jersey O�ce:

Brian Hosey Vice President/Regional Manager
250 Pehle Avenue, Suite 501
Saddle Brook, NJ 07663
(201) 742-6100 | brian.hosey@marcusmillichap.com

Newport Beach O�ce:

Jonathan Giannola Regional Manager
19800 MacArthur Boulevard, Suite 150
Irvine, CA 92612
(949) 419-3200 | jonathan.giannola@marcusmillichap.com

Orlando O�ce:

Justin West  Vice President/Regional Manager
300 South Orange Avenue, Suite 700
Orlando, FL 32801
(407) 557-3800 | justin.west@marcusmillichap.com

Philadelphia O�ce:

Sean Beuche Regional Manager
2005 Market Street, Suite 1510
Philadelphia, PA 19103
(215) 531-7000 | sean.beuche@marcusmillichap.com

Phoenix O�  ce:

Ryan Sarbinoff Vice President/Regional Manager
2398 E. Camelback Road, Suite 300
Phoenix, AZ  85016
(602) 687-6700 | ryan.sarbinoff @marcusmillichap.com

Pittsburgh O�ce:

Sean Beuche Regional Manager
204 Fifth Avenue, Suite 502
Pittsburgh, PA 15222 
(412) 360-7777 | sean.beuche@marcusmillichap.com

Portland O�ce:

Adam A. Lewis Vice President/Regional Manager
111 S.W. Fifth Avenue, Suite 1550
Portland, OR 97204
(503) 200-2000| adam.lewis@marcusmillichap.com

Raleigh O�ce:

Benjamin Yelm Regional Manager
101 J Morris Commons Lane, Suite 130
Morrisville, NC 27560
(919) 674-1100 | benjamin.yelm@marcusmillichap.com

Ontario O�ce:

Matthew Luchs Regional Manager
3281 East Guasti Road, Suite 800
Ontario, CA 91761
(909) 456-3400 | matthew.luchs@marcusmillichap.com

Sacramento O�ce:

Daniel A. Kapic Regional Manager
3741 Douglas Blvd., Suite 200
Roseville, CA  95661
(916) 724-1400 | daniel.kapic@marcusmillichap.com

Brooklyn O�  ce

John Horowitz Vice President/Regional Manager
1 MetroTech Center, Suite 2001 Brooklyn, NY 11201
(718) 475-4300 | john.horowitz@marcusmillichap.com
Manhattan O�  ce

John Krueger Vice President/Regional Manager
260 Madison Avenue, 5th Floor New York, NY  10016
(212) 430-5100|  john.krueger@marcusmillichap.com

Reno O�ce:

Daniel A. Kapic Regional Manager
50 W. Liberty St., Suite 400
Reno, NV  89501
(775) 348-5200 | daniel.kapic@marcusmillichap.com

Ottawa O�ce:

Mark A. Paterson Vice President/Regional Manager
275 Bank Street, Suite 301
Ottawa, Ontario K2P 2L6
(613) 364-2300 | mark.paterson@marcusmillichap.com

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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Apartment Mortgage Originations 
By Lender

1Q19* Apartment Acquisitions 
By Buyer Type

Listed/REITs, 2.9% 
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* Trailing 12 months through 1Q19
Includes sales $2.5 million and greater
Sources: CoStar Group, Inc.; Real Capital Analytics

CAPITAL MARKETSCAPITAL MARKETS

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

• International pressures weigh on domestic outlook; Fed remains 
patient. Amid ongoing trade disputes between the U.S. and China 
and slowing growth throughout the European economy, the global 
economic outlook has become more cautious. Market volatility, 
combined with muted sentiment, has sponsored a fl ight to the safety 
of Treasurys, pushing the 10-year yield below 2.6 percent. While 
domestic growth has moderated recently, the waning impact of the tax 
cut stimulus will likely trim forward estimates further. As a result, the 
Fed has decided to cease reducing its balance sheet reduction through 
quantitative tightening by September and removed the potential for 
rate increases through the remainder of the year. The bond market 
has begun to price in a much more dovish Fed, with fl attening interest 
rates refl ecting more caution. Fed offi  cials will likely focus on the 
intersection of a global growth slowdown and continued labor market 
strength to refi ne their plans moving forward, keeping interest rates 
stable for the foreseeable future. 

• Abundant liquidity sources balance conservative approach to 
underwriting. The availability of debt for apartment assets remains 
elevated, spurred by the recent pivot by the Federal Reserve. Sourcing 
will be led by Fannie Mae and Freddie Mac, in addition to a wide 
array of local, regional and national banks, and insurance companies. 
Loan-to-value (LTV) ratios are trending between 65 and 75 percent 
on stabilized properties. The decline in interest rates has rewidened 
the spread between cap rates and Treasurys, reducing lender concerns 
about the risks related to repayment and valuation at maturity. 
Development and value-add projects have seen more conservative 
lending due to concerns surrounding overdevelopment and the length 
of the business cycle, leading to a greater use of alternative fi nancing 
structures such as mezzanine loans and preferred equity to cover the 
additional capital requirements.


