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Southern California is enjoying a unique, delayed multifamily
cycle with a significant supply-demand imbalance making
it a most favorable market to invest in multifamily
development.
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SoCal Late Recovery, Favorable Demographics and Low Supply with High Demand
▪

California has the 6th largest economy in the world. Los Angeles County is the 16th largest economy
in the world and the most populous county in the United States.

▪

The Los Angeles County multifamily housing market has the most extreme supply-demand
imbalance in the US, according to Marcus & Millichap. SoCal’s apartment supply pipeline is 3-4
times lower than most major US markets with 1 apartment unit completed per 944 people relative
to population size, and absorption outpacing supply at a top 10 market index low of 1.3x.
Moreover, approximately 50% of new developments are concentrated in Downtown LA, leaving
a majority of neighborhoods underserved.

▪

Los Angeles has a diverse set of employment demand drivers including the following industries:
media, technology, leisure and hospitality, entertainment, healthcare, manufacturing, finance,
insurance, and real estate.

▪

State and local government policies restricting development contribute to the on-going
constrained housing supply. According to Axiometrics, Los Angeles County apartment occupancy
rates have averaged 95.9% since 1996 and rent growth has averaged 3.73% annually over the
same period.

▪

Orange County’s unemployment rate fell to 3.3% in October.

▪

“[In LA] soaring home prices channel rising demand toward apartments” says Marcus & Millichap’s
2017 US Multifamily Investment Forecast. The supply of new homes is hitting record lows while
home prices skyrocket. Down payments for home purchases are out of reach for many, especially
those burdened by student debt, making renting the more affordable option.

▪

Rents over the 12 months ending in 3Q2017 have grown 4.4%, 4.2%, and 6.3% in Burbank, West
Hollywood, and Santa Monica, respectively, which are example target neighborhoods where
LaTerra has invested.

▪

According to CBRE Global Investors, for the second year in a row, Los Angeles ranks as the number
one city in Northern America to buy property according to a survey of global real estate investors
who have a combined total of $1.7 trillion to spend on property in 2017.

▪

Los Angeles surpassed New York City as the nation’s largest market for commercial real estate
investment, with $13B in deal volume during the first half of 2017. “In the Americas, Los Angeles
is the stand-out preference for investors.” says the CBRE 2017 Global Investor Intentions Survey.

The following pages present in detail the economic data supporting these conclusions.
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Size and Drive
California’s economy is the 6th largest in the world and the 7th fastest growing in the US. Its GDP grew at
2.9% year-over-year during 2015-2016. Last year the state produced $2.6 trillion through a diverse array
of industries such as entertainment, aerospace, technology, media and finance. Southern California
contains 61% of California's population (24 million) and produces 54% of its GDP ($1.4 trillion).
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Within Southern California, Los Angeles County alone contains over 10 million individuals. The county is
the 4th largest economy in the US and arguably the global hub for the entertainment and digital media
industries. Los Angeles County is home to several major corporations that can be found scattered
throughout its 88 cities.

Major Companies Headquartered in Los Angeles County
Beverly Hills

Burbank
Cerritos
Culver City
El Segundo
Glendale
Hawthorne
La Mirada
Los Angeles

Long Beach
Palmdale
Rosemead
Santa Clarita
Santa Monica
West Hollywood

Live Nation Entertainment; Platinum Equity; William Morris Agency,
United Artists; Creative Artists Agency; MGM Holdings; Fox Sports
Digital Media
Walt Disney Co; Warner Brothers; Nickelodeon Animation Studio;
Cartoon Network; DC Comics; Hasbro Studios
CareMore; Isuzu Motors America; Memorex; RazorUSA
Sony Pictures Entertainment; Columbia Pictures; Beats by Dre;
Konami
Mattel, Inc
Dreamworks Animation; Avery Dennison Corp.; Public Storage
Space X
Makita
Metro-Goldwyn-Mayer (MGM); Snapchat; Netflix SoCal; Universal
Pictures; Fox Broadcasting Company; Paramount pictures; AECOM;
CBRE Group; Dollar Shave Club; Fandango, Inc.; 20th Century Fox;
Farmers Insurance Group; The Honest Company; Reliance Steel &
Aluminum Co.
Molina Healthcare
Delta Scientific
Edison International
Princess Cruise Lines; Honda Racing
Lionsgate; Illumination Entertainment; Hulu; Activision Blizzard;
Miramax; Universal Music Group; Amazon Studios
Ticketmaster; Sunset Marquis; CityGrid Media;

Technology Boom in Los Angeles
CBRE's Tech-30 report stated that Los Angeles County is one of North America's top markets for high-tech
software/service employment growth, increasing those jobs by 20% in 2015-16, up from 6.7% growth in
2013-14.
Los Angeles County added 12,026 tech jobs in the past two years, for a total of 72,226. That is the thirdfastest growth in North America last year and is being driven in part by an influx of employers to Silicon
Beach (including companies such as Google and Uber who recently established a large, permanent
presence in Los Angeles), the tremendous growth of subscription TV employers such as Netflix (with
approximately 400,000 square feet of office space in Hollywood), Hulu (based in Santa Monica), and
Amazon Studios (based in Culver City), and over 61 co-working spaces opening in Los Angeles County since
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2013 with a focus on live/work/ play submarkets such as West Hollywood (where the unemployment rate
is 3.7%).
According to JLL, “There is a definite ‘Netflix effect’ happening in Hollywood as smaller entertainment
companies try to position themselves closer to the mothership. Viacom [one of the largest multinational
media conglomerates in the world] is expanding their presence and the expansion of fashion brands in
the market have solidified Hollywood for the long term as a serious office market for the creatively
minded.”

Ports, Airports and Manufacturing
The Port of Long Beach ranks 5th in the US by cargo, and last August had its second busiest month in its
106-year history. Similarly, the Port of Los Angeles ranks 10th, and last August had its third busiest month
in its 110-year history. On both ports combined volume has increased 7.9% in 2017 when compared to
2016.
At same time, Inland Empire has expanded its industrial base by 33.6 million square feet in 2017 alone,
leading the nation in leasing volume, with strong absorption and rents growing 14.6% since 2016. The
total Inland Empire industrial base is now 512 million square feet with an overall vacancy rate of just 6.3%.
LAX is the second busiest US airport by passenger boarding, the third busiest by international passenger
traffic and the sixth in cargo throughput. In addition to LAX 39 million passenger boardings, John Wayne
Airport, San Diego International Airport, the Hollywood Burbank Airport and Ontario International Airport
combined add an extra 28 million passenger boardings. Therefore, Southern California passenger
boarding totals 67 million, not including layovers, while its population totals 24 million.

Airport
Name
LAX
John Wayne Airp.
San Diego Int. Airp.
Ontario Int. Airp
Burbank Airp.
TOTAL

Passenger
Boardings
39,635,000
10,496,000
10,340,000
4,251,000
3,430,000
68,152,000

Port
Name
Port of Long Beach
Port of LA
TOTAL

Cargo
Tonnage
84,492,000
57,928,000
142,420,000

Cargo
International
Tonnage
Traffic
3,292,730 18,677,000
18,100
n/a
153,500
n/a
567,000
n/a
38,500
n/a
4,069,830
n/a

Source: US Bureau of Transportation Statistics
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Military and Biotech Industries
California has the highest concentration of military personnel of any State, and San Diego County has the
highest concentration in California. San Diego is home to approximately 110,700 active duty personnel
and 118,300 family members, which represents 7.6% of San Diego County’s total population. 13.5% of San
Diego County businesses are owned or jointly-owned by veterans.
The County contains 10 military bases. In 2016, military spending in San Diego totaled $23 billion and
generated $21 billion in additional economic activity. In 2017, the federal government proposed to
increase defense spending by $54 billion, which would likely benefit the San Diego economy.
San Diego’s shipbuilding and repair industry employs 14,000 people and adds $1.75 billion to the
economy. The industry is benefitting from the Navy’s plan to homeport more ships locally, and San Diego
will have 70 military ships or 60% of the Pacific fleet by 2020. NASSCO, the major shipbuilder on the West
Coast, is working at capacity, building 6 military oiler ships and 10 commercial tankers and containers
ships.
In addition to the military industry, San Diego’s biotech hub has produced $33.6 billion in 2017, employed
183,000 workers, and is home to 1,100 life sciences companies and more than 86 independent and
university-affiliated research institutes. San Diego hosted the BIO International Convention three times in
the last 9 years, attracting 16,000 registrants and 2,200 companies in 2017 alone. California life science
companies have more than 1,200 new treatments in the pipeline.

Universities
Southern California is home to a large number of highly acclaimed universities, which attracts people from
all over the globe and generates a large portion of Southern California’s highly-skilled workforce. This in
turn encourages employers to locate or expand operations in SoCal to be located near these talent pools.
Found below is a list of major Southern California universities.

County
Los Angeles County

➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢

University
University of Southern California (USC)
University of California Los Angeles (UCLA)
California Institute of Technology (Cal Tech)
Pepperdine University
California State Polytechnic University, Pomona
California State University, Dominguez Hills (CSUDH)
California State University, Long Beach (CSULB)
California State University, Los Angeles (Cal State LA)
California State University, Northridge (CSUN)
Loyola Marymount University (LMU)
Antioch University
Azusa Pacific University
California Institute of the Arts (CalArts)
Claremont Graduate University (CGU)
Kech Graduate Institute (KGI)
Marymount California University
Mount Saint Mary’s University
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Orange County

San Diego County

Riverside County

San Bernardino County

Ventura County

➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢
➢

Occidental College
Southern California University of Health Services (SCU)
University of La Verne
University of California Irvine (UCI)
California State University, Fullerton (CSUF)
Chapman University
Anaheim University
Concordia University Irvine
Vanguard University
University of California San Diego (UCSD)
San Diego State University (SDSU)
California State University San Marcos (CSUSM)
University of San Diego (USD)
National University (NU)
Point Loma Nazarene University (PLNU)
University of California Riverside (UCR)
California Baptist University
University of Riverside
California State University, San Bernardino (CSUSB)
Loma Linda University
University of Redlands
California State University Channel Islands (CSUCI)
California Lutheran University (Cal Lutheran)

Sports
Los Angeles won the bid for the 2028 Olympic Games as its governance, cultural capital and infra-structure
rival that of other global cities. Numerous sports teams have moved to Southern California seeking these
same qualities as well as the outstanding regional demographics (large population, high incomes).
Professional Sport League
Major League Baseball (MLB)
National Football League (NFL)
National Basketball Association (NBA)
National Hockey League (NHL)
Major League Soccer (MLS)

➢
➢
➢
➢
➢
➢
➢
➢
➢

Team
Los Angeles Angels of Anaheim
Los Angeles Dodgers
Los Angeles Chargers
Los Angeles Rams
Los Angeles Lakers
Los Angeles Clippers
Anaheim Ducks
Los Angeles Kings
LA Galaxy

7|Page

www.laterradev.com

Several Years of Rent Growth in the Forecast
According to JLL’s Multifamily Cycle Clock for first half 2017, Los Angeles has 3 to 5 years of rent growth
ahead, including 2 to 3 years of accelerating rent growth. Meanwhile Houston, New York and the Bay Area
already face decelerating rent growth. Booming multifamily markets that have made the headlines on
recent years (Austin, Denver, Portland, Nashville) are also in later stages of the cycle compared to SoCal.
Markets such as San Francisco and New York have a pressure release valve as residents can move to
markets like Oakland and New Jersey, respectively, for a lower rent and commute to work on public
transit. In Los Angeles, there is no pressure release valve (public transit from outside LA to the various
submarkets inside LA is very limited and inefficient and daily drive times to periphery markets like the
inland empire are prohibitive).
SoCal is also in a late recovery when it comes to supply. Completions per capita are 3 to 4 times lower
than other markets, such as Austin, Seattle, Denver, Washington DC and Charlotte.
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1st in Supply-Demand Imbalance
Los Angeles County ranks 1st in supply-demand imbalance when compared to 50 other US metros,
according to Marcus & Milichap 2017 U.S. Multifamily Investment Forecast. San Diego ranks 9th and
Orange County ranks 17th. Los Angeles is the only top 10 market where absorption materially exceeds
supply; LA absorption outpaces supply by 1.3x, see below.

Los Angeles Metro absorption has outstripped completions for 3 consecutive years. Vacancy is 4.1%.
Overall LA rent growth has surpassed the US average by 50bps to 150bps annually, but neighborhoods
selected by LaTerra have grown as much as 4.4% (Burbank), 4.2% (West Hollywood), and 6.3% (Santa
Monica) in 2017.

Source: Marcus & Millichap 4Q17 LA County Multifamily Market Research Report (Left) and Marcus &
Millichap 2017 Los Angeles Market forecast (Right)
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High Barriers of Entry
Rapid surges in the supply pipeline are inhibited in Southern California by notoriously complex land use
regulations, which requires seasoned on the ground, local expertise. LaTerra has had 100% success with
entitlements across 20 projects by adopting an Entitlement Risk Light strategy in which only by-right
approvals and incentives are pursued, with no off-menu asks.
To illustrate the magnitude of the zoning and political constraints, the following chart reveals how the City
of Los Angeles decreased its buildable capacity from 10 million inhabitants in the 60s to 4.3 million today
at the same time as the actual population grew to 4 million.
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High Home-ownership Costs
As the SoCal suburban sprawl model exhausts itself (due to geographic limits, logistic limits and consumer
preferences), the new homes pipeline and total homes inventory per capita have reached record lows.

Source: Southern California Association of Governments
Meanwhile, the median home price in LA rose to $580,000 or 9.1 times median household income
($63,596). “[In LA] soaring home prices channel rising demand toward apartments” says Marcus &
Millichap’s 2017 US Multifamily Investment Forecast.

Source: Axiometrics Annual Market Performance Trend
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As a result, renting a home in LA is on average $772 per month cheaper than paying a mortgage plus
related costs. California remains one of the few states where renting a home can be more economical
than buying.

Additionally, Los Angeles has a higher than usual Millenials and Gen X population. While many Millenials
are burdened by student debt, Gen Xers sense they missed the window of opportunity to buy a home.
And though these are “brand-awareness” generations, with a taste for urban scapes, 83% of the LA
housing stock is at least 30 years old. In this environment, new apartments have become a luxury good.
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Heated, Liquid Investment Hub
Los Angeles surpassed New York City as the nation’s largest market for commercial real estate investment,
with $13B in deal volume during the first half of 2017. “In the Americas, Los Angeles is the stand-out
preference for investors.” says the CBRE 2017 Global Investor Intentions Survey.
“Both local and out-of-state institutions remain willing to pay a premium for newer rentals in Santa
Monica, Downtown Los Angeles and Hollywood in exchange for 3 to mid-4 percent initial yields.” According
to Marcus & Millichap 4Q LA report.
Such unrivaled asset demand has translated into West LA Class A multifamily investors underwriting at a
3.25% going-in cap rate, 50bps lower than the second place (San Francisco). See below, CBRE Underwriting
Survey.
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Historical Worst-Case Scenario – LA vs. US
During the Great Recession, LA occupancy fell to only 93.1% while national occupancy fell to 88.9%. LA
rents decreased 11.7% during the Great Recession while nationally rents decreased 17.1%. Occupancy has
since rebounded to 96.4%, while rents have grown on average 2.75% per year since 2006 (including the
recession years). According to Axiometrics, Los Angeles County apartment occupancy rates have averaged
95.9% since 1996 and rent growth has averaged 3.73% annually over the same period. Nationally,
multifamily sales price per unit increased 22% over the 9 years from the end of 2007 to the end of 2016
indicating that holding multifamily assets through the recession resulted in not only rental income but
also a gain on the sale of the asset.

Source: Axiometrics Annual Market Performance Trend
Additionally, the Great Recession was preceded by a supply glut, whereas the housing supply in the 20102015 period is the lowest for any five-year period on record, as shown below.
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Conclusion
Southern California maintains a strong population growth profile providing year-round good weather,
strong employment drivers, and higher educational and cultural offerings. The market’s employment
growth benefits from being an international gateway city and job center with strong employers spanning
across multiple industries. At the same time, longstanding restrictive governmental land entitlement
policies continue to constrain the housing supply for both rental and for sale housing. Soaring home prices
continue to channel demand toward apartments as the more affordable housing option. The
opportunities created by the market supply/demand imbalance for rental housing are projected to be
prevalent for the foreseeable future. Infill sites in job centric locations, along with creative project designs,
should become the focal point for the next generation of successful multifamily development projects.
A credible case is made for investment in the development of Southern California rental housing. Market
conditions are projected to stay on track for low vacancy and steady rent growth, supporting continued
investment in Southern California multifamily rental housing as a preferred portfolio allocation for years
to come.
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