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HIGHLIGHTS

e Property fundamentals in the Tucson multifamily market posted a mixed performance
during the second quarter, as the vacancy rate inched higher while rent growth resumed.
Supply growth has been light to this point in 2024.

e Local vacancy ticked higher in recent months after holding steady in the preceding quarter.
The vacancy rate rose 30 basis points during the second quarter to 8.5 percent. While
vacancy is elevated, increases have started to level off in recent quarters. Year over year,
vacancy is up 40 basis points.

¢ Overall rent trends have been flat in recent quarters. In the second quarter, rents inched up
0.3 percentto $1,185 per month. During the past 12 months, rents are up just 0.3 percent.

e The multifamily investment market in Tucson has been limited in the first half, mirroring trends
from 2023. Year to date, the median sale price is $151,100 per unit with cap rates
averaging between 5.5 percent and 6.5 percent.

TUCSON MULTIFAMILY MARKET OVERVIEW

The first half of 2024 represented a bit of a return to normalized conditions in the Tucson
multifamily market. After elevated completions in 2023, there has been a lull in deliveries
to this point in the year. Vacancies and rents have largely stabilized as a result, although
the development pipeline remains full and deliveries are on pace to accelerate in the
coming quarters. Vacancy conditions have been on an upward trajectory since reaching
cyclical lows at the end of 2021, and the overall rate throughout the region has more
than doubled. Rent growth has slowed, but not stalled complexly. Current rents are
slightly higher than one year ago, and modest gains are expected in the second half.

Only a few properties have traded in Tucson to this point in 2024, after a more active
period of transactions during the second half of last year. The Tucson market generally
records modest sales velocity, and transactions have been hindered by higher interest
rates and a more uncertain outlook on property fundamentals and revenues. While the
number of properties that have traded has been limited, prices have pushed higher,
which is likely a reflection of an investor preference for quality assets. The median sale
price in Tucson thus far in 2024 is $151,100 per unit, up more than 20 percent since last
year. Cap rates have been largely unchanged throughout 2024, remaining between 5.5
percent and 6.5 percent.
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EMPLOYMENT

e Total employment in Tucson has increased at a steady pace in the past
few quarters. In the past 12 months, employers have added 5,600
workers to payrolls, increasing local employment by 1.4 percent.

o The current pace of job growth in Tucson is on track with historical
averages. Between the years 2015 and 2019, employment growth
averaged 1.4 percent per year.

o The education and health services sector posted the greatest rate of
job growth in Tucson during the past 12 months and has accounted for
a large share of the region’s total employment gains. Year over year,
employers in this industry have added 4,500 workers, an increase of
6.6 percent.

o FORECAST: Employers in Tucson are expected to maintain a steady
pace of job growth through the remainder of this year. In 2024,
employers are forecast fo increase payrolls by 1.5 percent with the
addition of 6,000 jobs.

Projects totaling nearly 4, 100
units are under construction.

DEVELOPMENT TRENDS
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In the past 12 months, employers

have added 5,600 workers.

EMPLOYMENT OVERVIEW
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DEVELOPMENT & PERMITTING

o Multifamily deliveries slowed in the first half. Projects totaling fewer
than 350 units have come online in the first half of 2024. In
comparison, there were more than 1,000 new units delivered in the
closing months of 2024.

o Projects totaling nearly 4,100 units are currently under construction

in Tucson, up 7 percent from one year ago.

o Permitting in Tucson has been modest to this point in the year.
Developers have pulled permits for nearly 400 units during the first
half of 2024, down 40 percent from the second half of last year.

e FORECAST: Development in Tucson should pick up through the
second half of the year, as completions are expected to be elevated
again this year. Projects totaling 1,750 units are currently scheduled
for completion by the end of 2024.
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Year over year, the vacancy rate is
up 40 basis points.

VACANCY TRENDS
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Rent growth inched higher in recent months after trending lower in
each of the previous two quarters. Asking rents in Tucson ticked up
0.3 percent during the second quarter to $1,185 per month. Rents
are also up 0.3 percent year over year.

The South Central Tucson submarket and the South Tucson/Airport
submarket were the leading areas for rent growth during the past
year. Rents in South Central Tucson rose by 8.3 percent during the
past 12 months to $1,053 per month, while rents in the South
Tucson/Airport submarket increased by 4 percent in the same
timeframe to $1,105 per month.

Class C apartments continued to be the clear leaders in rent growth
in recent quarters. Over the past 12 months, the average Class C

apartment rent has increased by 3.3 percent to $944 per month.

FORECAST: Rents are expected to rise about 1 percent to end this
year, reaching approximately $1,200 per month. Rent growth in
2024 is on pace to total just 1.1 percent, the lowest calendar-year
gain in Tucson in a decade.

VACANCY

o Area vacancy trended higher in recent months after holding steady
during the first quarter. Vacancy rose 30 basis points in the second
quarter, reaching 8.5 percent. Year over year, the rate is up 40
basis points.

While the market's vacancy has increased in recent quarters, the rate
has generally tightened in the submarkets at the southern end of the
area. Vacancy in the South Tucson/Airport submarket declined by
110 basis points during the past 12 months to 7.6 percent.
Additionally smaller submarkets such as Southwest and Southeast
Tucson recorded vacancy improvements of 170 basis points and

230 basis points, respectively.

Vacancy in Class C properties has been on the rise in recent years,
with the rate now twice as high as it was in 2021. Conditions may
have begun to change course in the second quarter. After rising in
each of the prior seven quarters, the Class C rate dropped 60 basis
points in the second quarter to 8.3 percent.

FORECAST With completions elevated for a second consecutive
year, area vacancy is forecast to push higher. Vacancy is expected
to end the year at 8.7 percent.

Rents are expected to rise about
| percent end this year.

RENTS TRENDS
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MULTIFAMILY SALES

o Only a few multifamily properties have sold in Tucson year to date,
with transaction counts so far in 2024 closely tracking levels from the
first half of 2023. Sales slowed somewhat from the first quarter to
the second quarter.

¢ While transactions have been limited, pricing has trended higher to
this point in 2024. The median sales price in the first half was
$151,100 per unit, a 21 percent increase from the 2023 figure.

¢ In 2024 cap rates have averaged between 5.5 percent to 6.5
percent, similar to levels at the end of last year. With so few
properties changing hands, a pricing expectations gap still exists.

LOOKING AHEAD

While the Tucson multifamily market has posted mostly stable
operational performance through the first half of this year, supply-
side pressures are likely to build in the coming quarters, which
could drag on property fundamentals. Developers have projects
totaling more than 4,000 units under construction, with about
1,400 units scheduled to deliver in the second half of this year. This
follows deliveries of 2,000 units in 2023. The consecutive years of
elevated deliveries will combine to increase the local apartment
inventory by approximately 5 percent, faster than the increase in
area population or employment. Still, renter demand for units is
likely to remain strong and vacancy is forecast to rise just 50 basis
points for the full year.

The median price in the first half
was $ 151,100 per unit.

INVESTMENT TRENDS
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Multifamily properties in Tucson should continue selling at a modest
pace through the rest of the year, with most investors remaining on
the sidelines monitoring the direction of the market. A trend that
should continue is investors pursuing a wider range of rental assets,
with Class B and Class C properties making up a larger share of
sales than they did last year. This is likely due in part to the
improving performance of lower-tier properties, in contrast to
top-tier properties that are posting increasing vacancies and
slowed rent growth. Class A transactions will likely remain limited in
Tucson for the rest of the year. These trends may push cap rates a bit
higher for transactions to close.
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EMPLOYMENT FORECAST VACANCY FORECAST
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FOR MORE INFORMATION, PLEASE CONTACT

TREVOR KOSKOVICH
President, Investment Sales
602.952.4040

tkoskovich@northmarg.com

JESSE HUDSON
Regional Managing Director, Investment Sales
602.952.4042

jhudson@northmarg.com

BRANDON HARRINGTON
Managing Director, Debt & Equity
602.508.2204

bwharrington@northmarg.com

RYAN BOYLE
Vice President, Investment Sales
602.952.4050

rboyle@northmarg.com

CHRIS MICHL
Associate Vice President, Investment Sales
602.592.4051

cmichl@northmarg.com

LOGAN BACA
Senior Associate, Investment Sales
602.952.4052

Ibaca@northmarg.com

PETE O'NEIL, Director of Research | 602.508.2212 | poneil@northmarg.com

ABOUT NORTHMARQ

Northmarq offers real estate investors access to experts in debt, equity, investment sales and loan servicing. We

combine industry-leading capabilities with an open, flexible structure, allowing our team of seasoned professionals

to do the best work on behalf of clients and lenders. Our solid foundation and innovative approach have led to

substantial growth, with more than 1,000 employees, loan servicing volume approaching $80 billion, and $39+

billion in transaction volume.

The information contained herein has been obtained from sources deemed reliable. While every reasonable effort has been
made to ensure its accuracy, we cannot guarantee it. No responsibility is assumed for any inaccuracies. Readers are encouraged
to consult their professional advisors prior to acting on any of the material contained in this report. ©2024. All rights reserved.

Debt + Equity | Investment Sales | Loan Servicing | Fund Management




