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Oakland Metro Area

Optimistic Economic Outlook and Strong Rents Sustain Buyer Enthusiasm

2016 Multifamily Forecast

Employment:

Construction:

Vacancy:

Rents:

2.6% increase
in total employment 

2,100 units
will be completed

7.4% increase
in effective rents

30 basis point

increase in vacancy

Steady hiring in the public and private sectors will expand the workforce 2.6 percent in 2016, an 
increase of 28,500 jobs. An employment gain of 30,000 workers was registered last year, led by 
hiring in the trade, transportation and utilities sector.

In 2016, builders will complete nearly 2,100 units, the vast majority of which will come online 
in the second half of the year. Although construction is historically high, the size of the market 
and intensity of demand will help the metro absorb much of the newly delivered units. A supply 
injection of 660 units came in 2015.

The upswing in construction will enable a temporary uptick in vacancy as new development 
takes time to lease up. Following a 10-basis-point rise in 2015, the metrowide vacancy rate will 
rise 30 basis points to 3.1 percent in 2016.

The average effective rent surged 10.2 percent last year as tight market conditions and a grow-
ing economy encouraged hikes. Rent levels will jump 7.4 percent in 2016, reaching $2,146 per 
month by year-end.

Vibrant job market promotes tenant de-
mand. The Oakland multifamily market will 
strengthen this year as ongoing corporate 
relocations and an expanding local econ-
omy bolster underlying demand for apart-
ments. Businesses have sought locations 
in the East Bay as high office rents in oth-
er parts of the Bay Area leave many firms 
looking for a less expensive alternative. 
Corporate migration as well as homegrown 
business expansion is creating employment 
opportunities for high-paying tech positions, 
bringing young professionals to Oakland. 
Many workers in San Francisco and San 
Jose choose to live in the East Bay because 
apartment rents here average between 16 
and 31 percent lower for comparable prod-
uct. These factors along with the high cost 

of a single-family home have fostered a 
broad and expanding renter pool. Develop-
ers have moved to capitalize on this demand 
with deliveries expected to reach one of the 
highest levels in 15 years. As a result, va-
cancy will show some temporary softening 
as new supply takes time to stabilize. The 
size of the metro and intensity of demand 
will keep Oakland among the tightest mar-
kets in the country and enable another year 
of solid rent growth.

Stability and security fuel investor bull-
ishness; prices surge. Easy access to 
affordable debt and robust property funda-
mentals have kept investor demand strong 
for East Bay apartments. The bulk of deals 
are 1031-exchange-driven and occur in the 

$1 million to $10 million price tranche. 
These buyers are often in search of security 
and capital appreciation prospects and will 
bid aggressively to acquire available prop-
erties. As a result, pricing is well into un-
precedented territory with the average price 
per unit more than 40 percent higher than 
the pre-recession peak. The run-up in valu-
ations put tremendous downward pressure 
on cap rates, which fell to the sub-5 percent 
region for the first time on record. Moving 
forward, a risk factor facing the market is 
the possibility for stricter rent control. Ala-
meda, Berkeley, Oakland and Richmond 
approved some form of rent stabilization or 
eviction protection regulation in November, 
though it is uncertain exactly how these 
measures will impact the market.
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Economy
• In the last four quarters ending in September, the Oakland workforce expand-

ed 2.5 percent through the addition of 27,200 jobs. An employment gain of 
3.3 percent came in the previous annual period.

• Employment growth was led by the education and health services sector, 
which added more than 7,100 workers in the past year, a gain of 3.9 percent. 
The construction sector also performed well, creating 6,000 jobs during the 
same time period, a 9.5 percent increase.

• The unemployment rate rested at 4.5 percent in September, roughly 50 basis 
points below the national level. The median household income rose 2.4 per-
cent in the past year to $59,500 per year in the third quarter.

Outlook: Following the addition of 30,000 jobs last year, the Oakland work-
force will expand 2.6 percent in 2016 as employers generate approximately 
28,500 new positions.

Housing and Demographics
• Apartment builders pulled more than 3,500 permits in the past year as robust 

market fundamentals encouraged further additions to the planning pipeline. 
Single-family developers were also active with issuance up 7.5 percent during 
the same period to nearly 3,800 permits. 

• Positive net migration along with organic population growth has kept house-
hold formation strong in the East Bay. In the past 12 months ending in the 
third quarter, nearly 12,600 households were formed, a gain of 1.3 percent. 
Additionally, population growth, particularly among young people, continues 
to outpace the national rate.

• The estimated mortgage payment for a median-priced home including a 10 
percent downpayment, taxes and insurance is approximately $3,350 per 
month. When compared with the monthly rent of a modern East Bay apart-
ment, an affordability gap of more than $1,230 per month emerges in favor 
of rentals.

Outlook: The relative affordability of renting over homeownership will keep 
many metro residents in apartments. Additionally, soaring housing costs in oth-
er parts of the Bay Area will support demand for metro units. 

Construction
• Builders delivered more than 1,470 rentals in the last four quarters, most of 

which were completed in the third quarter of this year. In the previous annual 
time period, roughly 940 units were brought online.

• Developers heavily target high-density areas with quick access to the oppo-
site side of the Bay. The Oakland/Berkeley submarket received the bulk of 
builder attention with nearly 700 apartments completed here in the past year. 
Livermore/Pleasanton was also active as nearly 380 rentals were delivered. 

• The construction pipeline is broad as developers look to capitalize on pent-
up demand. There are more than 4,920 units underway throughout the metro 
with completion dates stretching through 2018. Approximately half of the 
in-process inventory will be in the Oakland/Berkeley area.

Outlook: Apartment construction will reach one of the highest levels since 
2000. Annual completions will reach approximately 2,100 units this year, dwarf-
ing the 660 that were delivered in 2015.

Construction Trends
Completions Multifamily Permits
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Vacancy
• The Oakland vacancy rate rose 20 basis points in the past year, finishing the 

third quarter at 2.6 percent. During the previous annual period, metrowide 
vacancy inched up 10 basis points.

• Following a 20-basis-point slide in vacancy, the Hayward/San Leandro/Union 
City area will remain the tightest submarket in the East Bay with just 1.7 percent 
of units left empty. On the other end of the spectrum, the San Ramon/Dublin 
submarket has the most unoccupied space with vacancy at 3.3 percent as of 
the third quarter.

• The surge of high-end construction drove the Class A vacancy up 20 basis 
points in the past year to 3.2 percent in September. Meanwhile, renters remain 
attracted to the affordability offered by Class C properties, where vacancy fell 
80 basis points to an ultra-tight 0.9 percent.

Outlook: Record apartment development will produce a temporary uptick in 
vacancy as new supply stabilizes. The metrowide vacancy rate will climb 30 basis 
points to 3.1 percent in 2016.

Rents
• In September, the metro registered an annual rent hike of 4.7 percent as lease 

rates maintained their steady upward march. East Bay tenants paid an average 
of $2,089 per month as of the third quarter, 50 percent higher than the height 
of the previous expansion. 

• The rent disparity between submarkets is vast. The Oakland/Berkeley area, 
the priciest submarket in the metro, has rents that average $2,552 per month. 
Northeast Contra Costa County has an average rent that is more than $1,000 
lower at $1,525 per month.

• High-end properties recorded an average effective rent climb of 2.0 percent in 
the past year, reaching $2,607 per month. Meanwhile, Class B and Class C 
complexes had rents rise 5.7 percent to $2,042 per month and 5.2 percent to 
$1,260 per month, respectively.

Outlook: Following a rent increase of 10.2 percent in 2015, the average effec-
tive rent will reach $2,146 per month this year, an improvement of 7.4 percent.

Sales Trends
• Investment capital floods into the East Bay as stellar property fundamentals 

and affordable debt encourage equity inflows. In the past 12 months, trans-
action volume rose 10 percent from last year's remarkable pace. Much of the 
acceleration in deal flow can be attributed to a 47 percent increase in trading 
for properties in East Oakland.

• Aggressive buyer demand coupled with easy access to financing has pushed 
average pricing to unprecedented levels. Up 11 percent in the past year, the 
average price per unit reached $220,000 per door in September, marking the 
third consecutive year of double-digit price gains.

• Cap rates are also at historic levels. The average first-year return slipped an-
other 25 basis points in the past year, falling to a flat 5 percent for the first time 
on record. High-quality assets in blue chip submarkets can fetch rates in the 3 
percent range.

Outlook: Positive demographics and healthy property operations will strength-
en investor demand, particularly for assets with some value-add component or in 
areas with upside potential. 

* Forecast
** Trailing 12 months through 3Q

Sources: CoStar Group, Inc.; Real Capital Analytics
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Capital Markets
By WILLIAM E. HUGHES, Senior Vice President, Marcus & Millichap Capital Corporation

• The initial reading of third quarter GDP of 2.9 percent and consistent growth 
in employment are fanning expectations that the Federal Reserve will raise its 
benchmark short-term lending rate at its December meeting. Other economic 
data showing steady improvement in the housing market and the stabilization of 
oil prices around $50 per barrel offer signals that the U.S. economy is growing at 
a sustainable pace.

• Increasing rental housing demand underpinned a decline in the U.S. apartment 
vacancy rate of 60 basis points to 3.5 percent year to date through the third 
quarter, the lowest level this cycle. Apartment builders have responded to grow-
ing demand and favorable demographic trends by ramping up construction. 
Completions will rise to 320,000 units this year and peak in 2017. 

• Capital markets remain highly competitive, offering an assortment of fixed-rate 
products available through commercial banks, life-insurance companies, CMBS 
and agency lenders. Fannie Mae and Freddie Mac are underwriting loans of 10 
years at maximum leverage of 80 percent. Rates will typically reside in the high-3 
to low-4 percent range, depending on underwriting criteria. Portfolio lenders will 
also price in this vicinity but will typically require loan-to-value ratios in the 65 to 
75 percent band. Floating-rate bridge loans and financing for asset repositioning 
are typically underwritten with LTVs 70 to 75  percent of stabilized value (80 to 85 
percent of cost) and price 300 basis points above Libor for recourse deals and 
extending to 450 basis points above Libor for non-recourse transactions.

Local Highlights
• Details continue to emerge regarding Oakland’s massive waterfront mixed-use 

development known as Brooklyn Basin. Most recently, plans for the first building 
have been filed with the city that call for 241 apartments. Construction is expect-
ed to commence by the end of the year with a completion date of late 2018.

• The largest East Bay multifamily complex under construction is 3093 Broadway. 
The infill project near Downtown Oakland will take over the site of a former Chevy 
dealership as unused, developable land is often hard to come by. Upon comple-
tion in early 2018, the complex will add 423 market-rate units to the inventory of 
apartments, helping combat an intensifying shortage of housing.

• City officials announced new plans to provide affordable housing to its long-
time residents amid the rapid expansion and rent run-up recently. City officials 
aim to add 17,000 units of affordable and market-rate housing over the next 
eight years as well as protect another 17,000 through regulatory initiatives. 
Implementation would include increased housing along transit routes, tighter 
protections for tenants and a program that will turn old, dilapidated buildings 
into affordable space.

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