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Over the past 12 months, the Houston apartment 
market has realized a 4.1 percent improvement in
overall rents and positive absorption of 12,983 units.

The fuel powering the improvement in market conditions 
is a mixture of decent job growth, hyper-demand highly
influenced by excessively stringent home-buying qualifica-
tions and a lack of new supply due to financing issues
brought on by the credit crisis. 

Job growth statistics for the Houston-Sugar Land-Baytown
metro area from the U.S. Bureau of Labor show 65,600 net
new jobs as of August 2011. This represents a 2.6 percent
improvement over August 2010. This job performance should
be considered very good considering the current economic
issues that persist throughout the world. 

In the October 2011 issue of its newsletter “Houston: The
Economy at a Glance,” the Greater Houston Partnership con-
siders job growth over the past 30 years. These three decades
included four recessions, three employment booms and three
employment busts. The GHP research of these 30 years of job
data suggests that a normal range for Houston job growth
falls between 47,800 (1.89 percent) and 67,100 (2.65 percent)
jobs per year. The most recent performance of 65,600 (2.6
percent) jobs fits within the high end of this range. 

Job growth has always been a closely watched and often-
used metric among all categories of real estate. Prior to 2007 –
before the mortgage meltdown – the local apartment industry
had come to rely on a conversion ratio of one additional
apartment unit occupied or absorbed for every six to seven
new jobs created. In the past, when Houston experienced
negative job growth the market always responded with nega-
tive absorption. 

In 2008, job growth of 19,500 resulted in absorption of
8,321 units, a 1 to 2.3 ratio. In 2009, Houston experienced
negative job growth of 107,400, but the market somehow
produced a positive absorption of 2,963 units! The 46,300
jobs of 2010 produced an absorption performance of 15,722
units, which calculates a ratio of 1 to 2.9. It is too preliminary
to assess the conversion ratio for 2011, but the year-to-date
absorption (through September) of 13,721 is on track to pro-
duce a conversion ratio more aligned with the new normal
ratio than the traditional ratio.

By BRUCE McCLENNY, Apartment Data Services Inc.

World
Overall market conditions
power ahead as accelerated
demand takes us into orbit.
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WHAT’S DRIVING THE INCREASE 
IN DEMAND?

These significant changes in demand are a
direct result of stricter home-buying qualifi-
cations that most people cannot meet, which
makes more people consider and choose to
be renters rather than home buyers. Recent
Census Bureau statistics show that the home-
ownership rate for those under age 35 is 37.9
percent, down from 43.3 percent in 2005.
This new demand paradigm has allowed
occupancy to improve at greater velocity
than ever before. 

In addition to job growth and the soft sin-
gle-family market, the third ingredient that
puts power behind multifamily market fun-
damentals is the lack of new supply. The
continued hangover from the subprime party
and credit crisis has partially paralyzed lend-
ing institutions. Enough distressed real estate
remains on lenders’ balance sheets that they

see new real estate deals as hard to justify.
Without competition from new product or
the single-family home market, the existing
supply experiences lower turnover and suffi-
cient traffic and leases to confidently push
the rent throttle. 

To quantify the lack of new supply, consid-
er that in 2010 the Houston market gained
around 4,000 new units and that 2011 will
likely produce another 4,500 new units. The
annual average of new units constructed
over the past 15 years is 11,000 units per
year. At less than half that average, the num-
ber of new units produced in 2010 and 2011
represent the second and third lowest pro-
duction years in this period. 

CHECK THE INSTRUMENT PANEL
The current overall average rent is $748

per month, and the overall average occupan-
cy is 87.7 percent. The rent level continues

to achieve new heights, while the occupancy
level is gaining momentum and moving in
the right direction. To better understand how
the market arrived at the current levels, let’s
take a look backward. 

The graph below shows occupancy and
rent levels since September 2008. The aver-
age rent of $726 per month in December
2008 represented an all-time high, which
occurred just prior to the recession. In 2009,
market conditions deteriorated quickly with
job losses topping 107,000. In response to
these job losses, the overall rent level
dropped to $709 and overall occupancy sank
to 83.9 percent. 

In 2010 the economy improved and job
growth returned to 46,300 jobs, which
allowed rent and occupancy levels to recover.
By the end of 2010, the overall rent level – at
$723 per month – had made up almost all
the ground it had lost during 2009. During
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2011, the rent level advanced by $25 from
$723 to $748 and occupancy moved from
86.5 percent to 87.7 percent, driven by
13,721 units of absorption. 

CLASSIFICATION ANALYSIS
The overall statistics above are an aggre-

gate expression of each class of product. It is
important to understand that there are sig-
nificant differences in performance between
the classes. The table above illustrates how
the overall performance at the end of Sep-
tember 2011 is distributed and points out
how classes differ in rates or trends. 

The 7,041 new construction units deliv-
ered in 2010 and 2011 have been filtered out
of classes A and B to create a separate classifi-
cation. As mentioned previously, securing
financing for new construction remains a
problem that limits the size of this category.
The occupancy of 70.1 percent is low but 
understandable since most of the properties
in this class are in lease-up. 

The average rent levels of 105.2 cents per
square foot and $1,028 per month for new
construction are positioned between the cor-
responding levels of Class A and Class B
rents. Rent trends for this group cannot be
accurately calculated due to the continually
increasing number of new units being intro-
duced. This class is a hybrid of affordable
and conventional product. Of the 7,041
units, approximately 2,000 are of the afford-
able/tax-credit variety. 

CLASS A WITHOUT NEW
CONSTRUCTION

Taking new construction units out of Class
A provides a stabilized occupancy picture of
this product type. This group’s occupancy of
94.0 percent is the highest occupancy record-
ed for this group over the past 12 years. This
level of occupancy provides tremendous
incentive to raise rents, and Class A is mak-
ing the most of this opportunity. The 12-
month trend is a very strong 8.2 percent,

and even better is the three-month annual-
ized trend of 10.3 percent.

CLASS B WITHOUT NEW
CONSTRUCTION

As Class A advances, it provides room for
Class B to follow. Occupancy for Class B con-
tinues to improve and is currently at 91.8
percent. Just six months ago, Class B occu-
pancy was 90.5 percent. Class B’s impressive
occupancy improvement was partially driven
by renters that have been priced out of Class
A. With occupancy improvement comes 
pricing power, and Class B’s 12-month rent
trend confirms that progress, registering a
healthy 4.2 percent. The three-month 
annualized rent trend indicates that rent
growth has eased to a still-respectable rate 
of 3.0 percent. 

CLASSES C AND D
Both of these classes are still digging 

out from the damage brought on by the
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Analysis by Classification

Rent Absorption (Units) 
As of September 30, 2011 Supply Occupancy ¢/sq ft $/month 12-Month 3-Month 12 Months 2010 YTD

Trend Trend

’10 & ’11 Construction 7,041 70.1% 105.2 $1,028 – – 3,985 1,279

Class A (w/o ’10 & ’11) 89,198 94.0% 131.9 $1,237 8.2% 10.3% 2,317 508

Class B (w/o ’10 & ’11) 218,915 91.8% 89.0 $778 4.2% 3.0% 3,939 380

Class C 224,855 83.7% 68.3 $574 1.1% 0.5% 2,820 1,535

Class D 38,461 76.8% 47.9 $404 4.1% 2.9% -78 94

Overall 578,470 87.7% 86.0 $748 4.1% 3.9% 12,983 3,796



recession. Overall occupancy bottomed out
in December 2009 at 83.9 percent before
beginning to improve. Unfortunately, classes
C and D did not participate in the recovery
of overall occupancy. In fact, occupancy con-
tinued to decline through 2010 for classes C
and D, and the bottom for these market seg-
ments was established in October of that
year. Class C hit bottom at 82.2 percent but
now has improved slightly to 83.7 percent.
Class D hit bottom occupancy at 76.6 per-
cent, and the current occupancy has moved
very slightly to 76.8 percent. The occupancy
troubles of these two classes are certainly a
drag on the overall occupancy statistics.

Despite the low occupancy for Class C,
there were some green shoots and highlights
during 2011. The absorption performance for
Class C was very good, which allowed occu-
pancy to move further away from its bottom
and provide some confidence to raise rents
by 1.1 percent over the past 12 months. 

It would be fair to say that not all Class C
properties are distressed. Some are doing better
than others. To illustrate this trend, consider
the portion of Class C with rents greater than
70 cents per square foot. An analysis of C+
properties reveals an average occupancy of
85.9 percent and an average rent of $600 per
month (or 74.9 cents per square foot). In addi-
tion, this group of properties has been able to
realize rent growth of 2.7 percent over the past
12 months. Even though Class D saw very lim-
ited absorption, rent levels moved just as well
as those of Class C.

PLOTTING A COURSE        
Houston was dubbed the fastest growing

metropolitan area from 2000 to 2010 by Rice
University’s Kinder Institute for Urban
Research, based on an analysis of U.S. Census
data. Over the next five years, Houston is
expected to keep growing by adding roughly
150,000 new residents each year! 

The robust drivers that have propelled the
market through 2011 – strong job growth,
tough qualification standards to buy a home
and lack of new supply – should remain in
place for 2012. Job growth is reasonably
strong, and many of the local factors support-
ing it are very well positioned for the future.
Oil prices remain at levels that encourage
exploration, and the Baker Hughes Rig Count
as of the end of August numbered 1,975 rigs,
just 56 rigs shy of the all-time high recorded in
September 2008. Also reflecting strong growth,
the Purchasing Managers Index hit 61.3 in
August. (PMI scores above 50 indicate growth;

See MARKET REPORT, Page 73
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readings below 50 suggest contraction.) Port
activity for 2011 is up by 28.2 percent over
2010 through July.

Homeownership for first-time homebuyers
has almost become an oxymoron. This is an
exaggeration, but very few have the ability to
qualify when a credit score greater than 700
is required and a down payment of at least
20 percent is mandatory. Even for those who
can qualify, homeownership does not strike
many potential buyers as a sound invest-
ment unless they plan to hold a home longer
than a minimum of five years. These single-
family industry problems have been in play
for several years, and it looks as though they
will remain for at least two more years. 

But Houston, we have a problem! Available
Class A units are scarce, and it will take 12 to
18 months before any significant number of
new units will become available. Currently
5,693 units are under construction, of which
900 will begin leasing in 2011. This leaves
the remainder of 4,800 units to be delivered
in 2012. Of the 15,269 proposed units,
expect 5,000 units to start and be delivered
in 2012. Based on these assumptions, 9,800
units should be delivered in 2012. In 2013,
approximately 10,000 to 11,000 units should
be delivered to supply.

AN APARTMENT GALAXY 
NOT SO FAR AWAY

The fundamental improvements gained by
the market so far in 2011 are impressive,
especially for classes A and B. The prospects
for the market exploring new heights in
2012 are great. Class A must fearlessly lead
the way, raising rents at the risk of causing
turnover. If Class A rent growth proves suc-
cessful, all other classes will follow and bene-
fit. In 2012, look for overall rents to improve
by 4.0 to 5.0 percent, assisted by 13,000
units of absorption, which will produce an
overall occupancy of 88.5 percent. Class A
should achieve a 7.0 percent bump in rent
levels, Class B a 4.5 percent increase and
Class C a 2.0 percent improvement.

Bruce McClenny is president of
Apartment Data Services and has
been active in the multifamily
industry and HAA since 1983.
HAA endorses ADS’s Market

TRAC and market reports. 
For more details, call 281-759-2200 or email

bruce@apartmentdata.com.
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MARKET REPORT, continued from Page 40

�I wasn’t expecting it at all. I was 
surprised that they nominated me!” he 
said, laughing. “ I’ve been with this 
business for 15 years. I never expect 
anything. For me, if I get my job done 
or get it right, I’m satisfied with that. I 
don’t need recognition. As long as my 
resident and my management and the 
owner are happy, I’m happy. It was a 
good experience, though, feeling that 
way. I didn’t know that someone was 
watching!”
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