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WINNING THE GAMBLE: MARKET REPORT

Glossary of Poker Terms:
1FLOP: The dealing of the first three face-up cards to the board, or to those three cards themselves (cards all players
have in common).
2TURN: The turn or “turn card” is the fourth of five cards dealt to a community card board, constituting one face-
up community card that each of the players in the game can use to make up their final hand.
3RIVER: The river or “river card” is the final card dealt in a poker hand, to be followed by a final round of betting
and, if necessary, a showdown. In Texas hold’em and Omaha hold’em, the river is the fifth and last card to be dealt
to the community card board, after the flop and turn. A player losing the pot due only to the river card is said to
have been “rivered.”

Source: Wikipedia, http://en.wikipedia.org/wiki/Glossary_of_poker_terms#river

Houston developers and management com-
panies should go to Vegas immediately and
try their luck at the tables. Everything that

they touch here is paying out! Over the past 12
months overall rents have improved by 4.6 percent,
driven by absorption of 13,779 units. Strong rent
growth and absorption are akin to a pair of aces
dealt as hole cards playing into the flop cards1 of
exceptionally strong job growth, population growth
and a slow delivery of new construction units. The
Houston apartment market is on a winning streak. 
Job growth statistics for Houston-The Woodlands-

Sugar Land metro area from the Bureau of Labor
show 102,300 net new jobs for the 12 months end-
ing as of March 2013. This represents a 3.8 percent
improvement. According to The Greater Houston
Partnership, “the Houston metro area continues to
set the pace for job growth in the nation.” Houston
has enjoyed steady, strong job growth since January
2010, the end of the recession here. Since that time,
the GHP points out that Houston has created
286,700 new jobs, which is 187.9 percent of what
the region lost during the recession. Houston’s
healthcare industry led the way in job creation, with
the professional and business services sector – white-
collar jobs filled by engineers, accountants and
lawyers – following close behind.

The Houston apartment market is
flush with opportunity as demand
outpaces supply, even with 
new construction on the rise.
By BRUCE McCLENNY, Apartment Data Services Inc.

Images by Ron Smith and Matthew Andrews/dreamstime.com
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Population growth is another metric stacking
the deck in Houston’s favor. The U.S. Census
Bureau has reported that Houston’s metro area
population grew 2.1 percent during 2012, the
fastest pace among the nation’s 20 major metro
areas. Houston’s population as of July 2012
totaled 6,177,035 residents. The 2.1 percent
population growth represents 125,185 new resi-
dents in the nine-county metro area. Harris
County contributed more than 80,000 resi-
dents, with Fort Bend County pitching in more
than 19,000 and Montgomery County follow-
ing with more than 13,000 new residents. 
Job and population growth produce more

renters, and absorption measures the net
change in occupied or rented units. Over 
the past 12 months, absorption registered
13,779 more units occupied. During the 
same time frame, only 7,827 units of new 
construction supply were delivered. Absorption
or demand has been substantially outpacing
new supply since 2010. Total new supply 
delivered since 2010 equals 19,466 units, with

absorption of 51,373 units occurring during 
the same time frame. 
This relationship between supply and

demand is out of balance, but opposite the way
that most people think about Houston. In the
past, Houston has been synonymous with over-
building. Now, Houston is in a four-year cycle
of under-building. Another way to express this
situation is that new supply covered only 38
percent of total demand since 2010. 

THE TURN AND RIVER CARDS
Tearing down apartments to build new apart-

ments is an ace of a turn2 card. Over the past 12
months, at least 10 properties comprising more
than 2,300 units have been demolished. The
dynamics of a teardown really impact occupan-
cy, absorption and supply, generally in a nega-
tive way – but most of all, teardowns increase
demand when residents are displaced in a short
period of time. Finding an available apartment
before any teardowns was difficult. The tear-
downs have exacerbated availability in the Gal-

leria and Inner Loop submarkets and are a con-
tributing factor in continuing rental increases. 
And now here comes the river3 card: Resi-

dents are doubling up due to the lack of avail-
ability. Normally, doubling up is something we
are familiar with during a recession, like in
2009, to economize due to job loss. The good
news is that those renters who doubled up now
will provide future demand when more units
come available through new construction. If
you are counting cards, the Houston apartment
market is holding four aces!

HISTORY OF OVERALL MARKET
CONDITIONS 

The current overall average rent is $817 per
month, and the overall average occupancy is
90.2 percent. The favorable economic condi-
tions discussed above continue to provide the
momentum to improve rent and occupancy
levels. The graph below looks back 14 quarters
to December 2009, when the recession was end-
ing. During 2009, the Houston metro area lost
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Houston Overall Rents and Occupancy
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more than 107,000 jobs, which moved rent and
occupancy levels lower. In 2010, the economy
improved and job growth returned to 48,800
jobs, which allowed rent and occupancy levels
to recover. By the end of 2010, the overall rent
level at $736 per month had more than made
up the ground it had lost during 2009.
During 2011, the rent level advanced by 3.8

percent, moving from $736 to $764, and occu-
pancy moved from 85.9 percent to 87.6 per-
cent, driven by 14,036 units of absorption.
Rents during 2012 moved by $41, from $764 to
$805, a 5.7 percent improvement. Occupancy
improved in 2012 from 87.6 percent to 89.4
percent, paced by 16,472 units of absorption.
This year is off to a very fast start, with the first
quarter showing the overall level of rent mov-
ing by $12 and occupancy advancing from 89.4
percent to 90.2 percent. Absorption for the first
quarter of 2013 is an outstanding 5,143 units.
Keep dealing the cards, we are on a roll!

CLASSIFICATION ANALYSIS
The overall statistics above are an aggregate

expression of each class of product. It is impor-
tant to understand that there are significant dif-
ferences in performance between the classes.
Classes are determined by a bell curve distribu-
tion of market rate. The chart below illustrates
how the overall performance at the end of
March 2013 is distributed and points out how
classes differ in rates or trends. 
The new construction units delivered in 2012

and 2013 have been filtered out of classes A and
B to create a separate classification. There are
only 11,111 units within this category. Develop-
ment of new product has been slow to get start-

ed, and at this level it is still relatively small.
The occupancy of 42.7 percent is low but
understandable since most of the properties in
this class are in lease-up. Rent trends for this
group cannot be accurately calculated due to
the continually increasing number of new units
being introduced. 

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 95.4
percent is the highest occupancy recorded for
this group over the past 12 years. The 12-month
rent trend is a very strong 8.4 percent. The
three-month trend of 7.6 percent is still very
good, yet shows a small tap on the brakes from
the 12-month trend. Over the past 12 months,
rent has increased by $96 per month and 10.1
cents per square foot.
Class A continues to take advantage of the

opportunity that great job growth and reduced
competition are providing by aggressively rais-
ing rents on renewals and market rent. The
“raise the roof on rents” strategy is being done
at the risk of causing turnover. Many properties
are taking the stance that if occupancy is greater
than 96.0 percent, then rents are too low. This
strategy is proving justified as the units turned
over are being leased quickly to prospects who
accept the ever-higher level of rental reality. 

CLASS B WITHOUT NEW
CONSTRUCTION

As Class A advances, it provides room for
Class B to follow. Occupancy for Class B is cur-

rently at 94.5 percent. Class B’s impressive occu-
pancy level was partially driven by renters who
have been priced out of Class A. With such
strong occupancy comes pricing power, and
Class B’s 12-month rent trend confirms that,
registering a very strong 5.0 percent. The three-
month annualized rent trend is even stronger
than the 12-month rate, coming in at 5.7 per-
cent. Over the past 12 months, rent has
increased by $33 per month and 4.1 cents per
square foot. Class B has reached a very impor-
tant milestone, with its rent rate now greater
than $1.00 per square foot.

CLASSES C AND D
The occupancy for Class C bottomed out in

December 2009 as a result of the recession.
Since then Class C has steadily gained occupan-
cy, and with the 7,445 units of absorption over
the past 12 months, Class C occupancy has hit
90.0 percent, another impressive milestone. For
Class C to claim the lion’s share of all absorp-
tion makes the statement that renters are
adjusting to the higher levels of rent in Classes
A and B by seeking the more available and
affordable product of Class C. 
In response to this strong absorption/occu-

pancy performance, Class C was able to move
rents by a very respectable 3.8 percent over the
past 12 months. In addition, rent has increased
by $18 per month and 2.2 cents per square foot
over this same time frame. The three-month
trend has gotten even stronger, coming in at an
annualized 5.2 percent.
Class D’s occupancy hit bottom at 77.1 per-

cent in December 2010. Occupancy now stands
at 83.1 percent, driven by a respectable 1,003

Rent Absorption (Units) 
As of March 31, 2013 Supply Occupancy ¢/sq ft $/month 12-Month 3-Month 12 Months 3 Months

Trend Trend

2012, 2013 Construction 11,111 42.7% 151.0 $1438 – – 3,789 1,185

Class A (w/o ’12 & ’13) 71,882 95.4% 151.3 $1,445 8.4% 7.6% 787 157

Class B (w/o ’12 & ’13) 162,427 94.5% 100.7 $895 5.0% 5.7% 755 614

Class C 249,776 90.0% 77.1 $648 3.8% 5.2% 7,445 2,737

Class D 69,066 83.1% 60.5 $517 1.6% 0.5% 1,003 450

Overall 564,262 90.2% 93.6 $817 4.6% 5.5% 13,779 5,143

Analysis by Classification



units of absorption. Class D has finally gotten a
little momentum over the past 12 months,
with a 1.6 percent gain in rent. However, the
trend has flattened out over the past three
months, and Class D is still a drag on the over-
all occupancy statistics. 

LOOKING AHEAD
The incredible economic prosperity of 2012

will be difficult to match. However, the good
news is that the anticipated economic perform-
ance for 2013 will still be good. According to
Dr. Bill Gilmer of the University of Houston’s
Bauer College of Business, the Houston metro
area should produce 75,000 jobs in 2013. Even
though this is a slower pace than 2012, it
should be enough to keep Houston’s apartment
industry drawing a winning hand.
Market watchers from afar are needlessly

overreacting to the number of properties
planned and under construction. To be sure,
developers are scrambling as fast as they can
to put deals together to take advantage of the
very favorable market conditions. These mar-
ket watchers probably feel like the number of
properties being built and proposed are
changing as fast as rents do on revenue 
management systems. 
Of the more than 16,000 units currently

under construction, expect 10,000 to begin
leasing in 2013. Since 4,300 units have already
been introduced in 2013, these additional units
will bring the total number of units introduced
into supply during 2013 to around 14,000.
The apartment industry has come to rely on

a relationship between job growth and absorp-
tion. This ratio varies from year to year, but a
formula of one unit occupied or absorbed for
every five jobs created is a reasonable ratio to
apply for 2013. Therefore, with 75,000 jobs in
the forecast, absorption of 15,000 units should
be expected. Considering that Houston will
deliver 14,000 units of new construction and

absorb 15,000 units, 2013 will not be a year of
overbuilding. It will be a year that supply and
demand are in balance. Bet on it!
The number of units delivered in 2014 will

be in the same ballpark as 2013. Some 6,000
units presently under construction will deliver
in 2014. Of the 15,000 units that are proposed,
expect around 11,000 units to start construc-
tion during 2013. This level of activity will put
2014 deliveries around 14,000 to 15,000 units.
Don’t fold yet, because job growth for 2014 is
expected to be better than 2013! Gilmer’s 2014
job forecast expects 90,000 net new jobs for the
Houston metro area. Applying the same con-
version ratio of one apartment occupied or
absorbed for every five jobs created generates
an absorption performance of 18,000 units. Do
the math and 2014 absorbs 3,000 to 4,000
more units than delivered. This scenario is
great news for the Houston apartment market
and should give us the confidence to go all in!

MARKET DIRECTION
The annualized three-month rent trend of

5.5 percent provides a great start for 2013 to be
another outstanding year. Overall occupancy
should finish the year near the same mark as it
is now – at 90.2 percent, or maybe a little high-
er at 90.5 percent. Overall rent growth should
come in around 4.5 to 5.5 percent. Class A
should realize a 7.0 percent improvement,
greatly helped by new product deliveries. Look
for Class B to improve by 4.5 percent, Class C
by 3.5 percent and Class D by 1.0 percent.

Bruce McClenny is president
of Apartment Data Services and
has been active in the multi-
family 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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Class A continues to take advantage of the opportunity that
great job growth and reduced competition are providing by

aggressively raising rents on renewals and market rent.  
The “raise the roof on rents” strategy is being done at the risk

of causing turnover.  Many properties are taking the stance
that if occupancy is greater than 96.0 percent then rents are
too low!  This strategy is being justified as the units turned-
over are being leased quickly to the prospects that accept 

the ever-higher level of rental reality.


