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The National Association of
Home Builders’ Multifamily
Production Index reported a
low score towards the end of
2024, but instead of serving
as a red flag for developers,
a low rating can also be seen
as an opportunity.

Sentiment around multifamily production is mixed, with
significant obstacles for new development. The National
Association of Home Builders’ (NAHB) Multifamily Production
Index, a scale from zero to one hundred measuring builder
and developer sentiment around current apartment and condo
development conditions, reported a reading of forty in Q3 2024.!
This score, the lowest in 2024, indicates that present conditions
are chiefly viewed more negative than good.

But instead of serving as a red flag for developers, a low rating
can also be seen as an opportunity—particularly in markets like
South Florida.

Upon emerging from the depths of the COVID-19 pandemic,
a widespread narrative centered on residential oversupply has
risen to the top of industry conversations. Yet, the real situation
is more nuanced.

It is true that a large number of new units are being delivered
throughout 2024 and 2025; however, due to the current capital
markets-related headwinds, new development has essentially come
to a halt. New deliveries significantly drop off in 2026, 2027, and
the years thereafter. On aggregate, the region is still tremendously
undersupplied when it comes to housing and the slowdown in
construction activity and aging of existing inventory will only
exacerbate this supply shortage in the medium- and long-term.

The combination of diminishing new supply, aging/subpar existing
inventory, plus growing regional demand for housing driven by
favorable economic and demographic trends, offers a solid long-
term foundation for developers to capitalize on.

OVERSUPPLY: AN OVERESTIMATED PHENOMENON

Concerns around temporary oversupply are valid, and effects are
being felt by developers who are currently delivering new units,
competing on lease-up with several other projects delivering at the
same time.

When looking ahead to 2026 and 2027 once new deliveries have
largely diminished, absorption projections signal that South
Florida’s multifamily pipeline will struggle to keep up with demand
as there continues to be a broader regional housing shortage on an
aggregate level. This shortage will only widen as developers and
investors continue to pump the brakes and newer units continue to

be absorbed.

In terms of occupancy, the South Florida market continues to
report resilient occupancy rates, despite absorption concerns:
95% in Q2 2024, outpacing the national average by 80 basis
points.? With regard to absorption, by the end of Q2 2024, there
were 6,910 net units absorbed in South Florida, equating to 89%
of the total net absorption in 2023 and more than the entire net
absorption in 2022.3

A recent report by Berkadia contradicts the oversupply worries with
occupancy projections showcasing that multifamily occupancy has
already troughed in 2023 and is expected to remain within the 96%
range in 2026. Furthermore, the occupancy spread between South
Florida and the national level is solely expected to widen in favor
of the former.

Brickell, an area of Miami, which has become the leading financial
hub of the South and a draw for large corporations, experienced
growing residential rents, resilient office occupancies, and is a
prime example that the oversupply phenomenon is overstated. As
of Q3 2024, there were no market-rate-only multifamily projects
under construction, with only three in the permitting phase, despite
the strong local market fundamentals.* The newest entirely market-
rate multifamily property in Brickell was delivered in 2019 under
the name “Maizon.”
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Brickell has seen numerous branded luxury condominiums deliver
since 2019, though South Florida’s condominium shadow rental
market is a common misconception. It would be inaccurate to
assume that this condominium shadow rental market will capture
or subsidize the multifamily housing shortage in a meaningful way.

Owning a residential property today is much more costly than
renting, which is an equation unlikely to change any time soon,
with the average monthly mortgage payment significantly outpacing
monthly rent payments nationwide.® In South Florida, monthly
cost premiums for total ownership compared to costs for renter
households are up as much as 74% in metros, including Miami.®
In addition to mortgage payments, condominium owners are also
on the hook for escalating HOA fees, insurance, and property
taxes, thereby limiting ability to recoup costs of ownership from
a tenant. As a result, Miami’s condominium shadow rental market
comes at much higher rents (approximately 20%-30% higher) than
the top end of the Class-A multifamily market, which means that
a condominium rental unit and a multifamily unit are not in fact

EXHIBIT 2: TOP ZIP CODES IN SOUTH FLORIDA
WITH THE MOST MULTIFAMILY UNITS RENTED,

JANUARY-MAY 2024

competing for the same type of tenant.

EXHIBIT 1: OWNERSHIP VERSUS RENTERSHIP COST

PREMIUM, 2024

Source: SmartAsset 2024 Study. Monthly Homeownership Costs includes mortgage,
insurance, property taxes, basic utilities and any association fees. Monthly rent includes

basic utilities

NOT ALL STOCK IS EQUAL

Another consideration limiting
aggregate residential supply is
the fact that a significant portion
of South Florida’s housing
inventory is aging. In Miami-
Dade, Broward, and Palm Beach
counties, 74% of condos were
built before 1993.7 The aging
supply forces renters to rent
older units. For example, 377
multifamily units were rented
that were built before 1980 in
the affluent zip code of Brickell
from January through May
2024, due to the undersupply of
newer buildings.

Further  analyzing  South
Florida zip codes with the most
pre-1980 multifamily  units
rented during this time period,
more than two-thirds of those
zip codes had an inventory
with a median built year prior
to 2000.% Older buildings have
become costly to maintain, lack
safety measures to mitigate
the effects of severe weather
hazards, and overall present as
a much less attractive housing
option for the evolving renter
profile in the region.

POSTAL CODE CITY NAME MEDIAN YEAR BUILT
33139 MIAMI BEACH 1965
33131 MIAMI - BRICKELL 2008
33141 MIAMI - NORTH BAY VILLAGE 1958
33130 MIAMI - BRICKELL/LITTLE HAVANA 2008
33137 MIAMI - BUENA VISTA 2015
33160 MIAMI - EASTERN SHORES 1980
33132 MIAMI - DOWNTOWN/MIDTOWN 2007
33025 BROWARD - HOLLYWOOD 2000
33009 BROWARD - HALLANDALE 1974
33133 MIAMI - COCUNUT GROVE 1992
33134 MIAMI - COCUNUT GROVE/LITTLE GABLES 1967
33178 MIAMI- WEST DORAL 2010
33020 BROWARD - HOLLYWOOD 1971
33180 MIAMI - AVENTURA 1991
33140 MIAMI - NORTH MIAMI BEACH 1967

Source: MIAMI MLS data. MIAMI REALTORS COMMERCIAL- Southeast Florida
Residential Rental Market May 2024 Report. Homes built before 1980

New building codes implemented following the Champlain South
Tower collapse in 2021 have increased operational costs and
potential financial risks (e.g., assessments) for older buildings,
making them less appealing for both residential and investment
purposes. These new building codes require mandatory structural
integrity inspections for condominium buildings that are three
stories or taller, particularly those reaching thirty years old, with
harsh timelines for buildings located near the coastline.

Meanwhile, affluent young professionals and empty nesters
increasingly seek new, amenity-rich rental properties in premium
locations. New York transplants focus on walkability and
amenity scores, willing to pay a premium for such conveniences.
Traffic has also become an infrastructural hurdle for South
Florida, further increasing the value for properties accessible to
public transportation and with proximity to jobs, restaurants,
and leisure activities.

The price margin between Class A, B, and C rents have widened.
From the end of 2020 to the first quarter of 2024, average Class
A rent premiums increased by approximately 23% compared
to Class B from 2015-2019, and average Class A rents saw
an increase of 35% in premiums compared to Class C from
2015-2019.° Furthermore, over the last decade, 90% of demand
growth has been concentrated in four- and five-star units
in Miami.
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ECONOMIC AND DEMOGRAPHIC RESILIENCE
IN SOUTH FLORIDA

In terms of multifamily rental demand, South Florida has
solidified its position as a hotspot for resilient economic and
demographic growth, particularly Miami and West Palm Beach,
which have benefited from an influx of high-paying jobs and
skilled professionals.

Florida’s GDP is expected to grow by 4.1% in 2025, with a 3.9%
increase anticipated in 2026.!"° The strong correlation between
multifamily rent growth, GDP growth and a healthy local labor
market, illustrates a solid demand backdrop for multifamily
investments in South Florida in the years ahead.

Florida’s GDP is expected to grow by
4.1% in 2025, with a 3.9% increase
anticipated in 2026.

EXHIBIT 3: UNEMPLOYMENT RATE BY COUNTY, STATE
OF FLORIDA, JULY 2024

UNEMPLOYMENT RATE (%)
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Figure 3: Source: BLS.Gov, Local Area Unemployment Statistics Map, July 2024

The region’s economy is also diversifying beyond its traditional
reliance on leisure and hospitality, in turn cultivating resilience.
Sectors such as information technology, professional services, and
manufacturing are expanding, further decreasing industry-specific
dependence and risk. Southeast Florida is projected to boast 2.4%
job growth in 2025. As of Q2 2024, there were 1.6 job openings for
every unemployed Floridian.!! This exemplifies a robust job market
and confirms a dynamic business landscape for employers, both of
which will continue to propel in-migration.

Revisiting Miami and Brickell as a prime example, in August 2024,
Miami recorded a 2.9% increase in private-sector jobs—double
the national average—adding 33,300 positions.'? Brickell appeals
to affluent residents, with its primary ZIP code (33131) boasting a
mean household income of $185,585 (median of $121,730)."

Further highlighting the strength of the job market and the robust
demand for commercial spaces, recent Q2 2024 data indicates that
Miami’s Class A office vacancy rates have decreased 1.1% year-
over-year. Brickell displayed an impressive average asking lease
rate of $99.40 per square foot—a 5.8% year-over-year increase
in price."

Companies are investing in the region and growing their skilled
workforces. In addition to Ken Griffin’s large investment in South
Florida, J.P. Morgan is also increasing its capacity by adding four
hundred more employees, doubling the size of its Brickell office to
160,000 square feet. Paul Singer’s firm, Elliott, just closed on the
office tower 701 Brickell, a Class A trophy asset, for $443 million,
which represents the second largest office transaction in the history
of Florida. Similarly, in West Palm Beach, Goldman Sachs, Point72,
and J.P. Morgan are among an impressive list of tenants of the
newly developed office tower, 360 Rosemary.

South Florida’s Class A office market is healthy, which differentiates
it from most office markets across the US and is representative for
the region’s strong local economy and intact growth prospect.
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THE IMPORTANCE OF MICRO-LOCATION STRATEGY

Investment success in South Florida increasingly depends on micro-
location analysis. Submarkets like Coral Gables or Downtown
Miami outshine others in effective rent and occupancy growth.

For instance, in Q2 2024, Downtown Miami reported an effective
rent of $3,286 with a 70-basis-point increase in occupancy to
95.5%. In contrast, North Central Miami reported rents of $2,096
and a 150-basis-point decline in occupancy, which indicates lower
desirability and stronger temporary supply headwinds due to lower
barriers to entry for new development.'

Developers who target submarkets with higher barriers to entry
plus superior characteristics regarding walkability, transportation,
safety, and access to top schools will see higher rent growth and
occupancy, thereby increasing their chance for investment success.

EXHIBIT 4: SOUTH FLORIDA SUBMARKETS, EFFECTIVE
RENT AND OCCUPANCY

Q22023 EFFECTIVERENT Q22024 EFFECTIVERENT Q22024 OCCUPANCY

%

Source: Berkadia Mid-Year 2024 Multifamily South Florida Report

ACTIVE PLAYERS IN THE SOUTH FLORIDA MARKET
WILL BE REWARDED

The real estate sector is approaching the next phase of growth,
making this the ideal moment to prepare for future opportunities.
In fact, the negative sentiment and related slowdown in new supply
activity may essentially unearth the best opportunities in South
Florida over the next few years.

The current environment offers unique entry points that should
not be overlooked due to negative sentiment. Investors who
continue to be active in markets with steady demand, growth
drivers and supply limitations will be rewarded over the next real
estate market cycle.
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Investment success
in South Florida
increasingly depends
on micro-location
analysis.
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