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The multifamily housing sector is a $3 trillion industry—that’s approximately 14% of the U.S. GDP,
and there is no doubt that multifamily housing plays a critical role in contributing to the nation’s
economy. According to NMHC, multifamily housing provides residences for $32 million families and
individuals alike. Single family housing starts topped the $1.57 million last month, the highest
number since 2007, and apartment construction is approaching levels “last seen in the ’80s,” said
Christopher Bruen, director of research for the National Multifamily Housing Council (NMHC).
Despite the negative implications COVID-19 had on the global economy, approximately 389,000
apartment units were in the process of being introduced to the market in 2020, and such trends are
projected to multiply exponentially in 2022.

Rising Material Costs 



While the demand for single family units are at an all-time high, the price of lumber has increased by
almost 200% across the U.S. due to experienced economic inflation. According to the National
Association of Home Builders (NAHB), the current spike in lumber prices led to what industry
insiders are calling a “lumber crisis.” While there are many suspected culprits, the NAHB blamed
escalating lumber prices on insufficient domestic production, and severe lumber mill curtailments
that lasted into 2020.

Soaring material costs, coupled with a shortage of skilled labor, has translated into a rapid rise in
renovation prices which have negatively influenced ground-up, and value-add, real estate
developers in addition to inflating the overall value of cash flowing assets. As a result, developers
have reported decreased sales volume, which correlates to a decreased number of buyers, as well.
Housing construction fell 5.5 million units short of historic levels over the past 20 years, according to
a report from the National Association of Realtors (NAR). Permits for new construction, which are
typically a forward-looking indicator of new housing starts, dropped 3% to a seasonally adjusted
annual pace of 1.68 million. Single family permits were at 1.13 million – 1.6% below the April rate of
1.15 million. Meanwhile, multifamily permits were at 494,000 in May. “What the observers of the
market should know is that the volatility of price movement will be extreme for the next 6 months at a
minimum,” says Mike Wisnefski, CEO of Materials eXchange. “If lumber is an input cost in your
business, then you should consider locking your pricing in when you know what the selling price is
for your end product.” Despite such a negative outlook, value-add multifamily developers continue to
forge ahead.

External Forces Playing a Role

The pandemic has caused global supply chain disruptions that skyrocketed the price of construction
materials, and slowed down shipments. Materials such as copper have been in short supply, while
tariffs on steel imports are also contributing to substantial building costs and have been boosting
new home prices and contributing to higher levels of inflation. A separate report from the Labor
Department on Wednesday showed import prices rising 1.1 % in May, which increased the
year-on-year to 11.3 %, the largest gain since September 2011 (10.8 % in April). These external
forces are primarily a function of government policies, and such legislation has been influencing
supply chain disruption during the recent lockdown. Government intervention on trade wars, and
immigration control, have contributed to worker and material shortages. “Affordable housing”
initiatives seek to throw taxpayer dollars at the problem, while allowing the government to create
shortages that remain as controlling factors. Such big-government responses will never make
housing cheaper—this will just result in taxpayers being accountable for the economic disaster the
government has created.

The Greater Impact on Multifamily Sales

In the current environment, cap rate compression is prevalent on existing cash-flowing assets. This
is due to unforeseen construction delays, and project cost increases, as parties await more
regulated pricing. Construction involving post-pandemic costs will bring additional complexity as



general contractors that have agreed to “fixed pricing” provisions can no longer honor such
agreements due to the severe losses they would incur on the basis of today’s material prices.
Renters adjust their requirements according to what the market affords them, and if the pricing on
materials escalates further, middle-class renters will not keep up financially due to being “renters by
necessity” in some cases. The multifamily buyer today has to account for renters’ ability to afford
their apartments. Amongst the workforce housing sector, these rental and pricing escalations are
simply unachievable for many tenants. This isn’t just across the Sun Belt States where we own,
develop, and operate: it’s nationwide.
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