MARKET WATCH: Hennepin County

Trends in the unsubsidized multifamily rental market

e

October 2019 | Across the Twin Cities, the growing ranks of renter households are facing an increasingly challenging housing
market with rising rents and declining vacancy rates. While developers are leveraging public and private resources to create
new affordable units, current owners of unsubsidized rental properties have few tools to preserve and improve aging properties
and maintain homes for current and future tenants. In this research series, Minnesota Housing Partnership tracks key trends

in the unsubsidized multifamily rental markets across the Twin Cities. This report analyzes data for approximately 117,800
unsubsidized rental units in properties with four or more units in Hennepin County, including 65,770 units from suburban
Hennepin County from the CoStar database. Data information and limitations on page 2.

MEDIAN RENTER INCOME DECLINING, RENT RISING ACROSS HENNEPIN COUNTY

Hennepin County contains the second highest percentage — 38%

- of renter households in Minnesota, coming up just behind
Ramsey County. In 2017, there were an estimated 187,587

renter households in Hennepin County, marking a 22% increase
since 2000. In particular, the cities of Western Hennepin have,

and continue to see, a growing number of renter households.
Numerous cities in Hennepin County have seen significant gains in
renter households, including Maple Grove (+210%), Eden Prairie
(+52%), Golden Valley (+51%) and Plymouth (+51%).

From 2000 to 2017, median income for renter households
declined by 4% while rents continue to rise — increasing by 11%. Of
the 187,587 renters in Hennepin County, over half (52%) earn

ﬂ
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In Hennepin County, Of those households,
52% of renter 78% pay more than
households (97,471 30% and 44% pay
families) earn less more than half of their
than 60% of area monthly income on

median income

housing

under 60% of AMI. Of the renter households earning under 60%
of AMI, 78% are cost-burdened, with 44% paying more than half of
theirincome on housing.

With stagnating or declining wages and growing rents,
communities of color are disproportionately impacted. Like the

rest of the Twin Cities and the state, households of color are far
more likely to be renters; while only 30% of white households

in Hennepin County are renters, 78% of Black and 66% of Latino
households in the county are renters. In addition, wages for Black,
Native, and Hispanic households have fallen since 2000, declining
by 26%, 15%, and 5% respectively. Meanwhile, wages for Asian and
White households have risen in the county, by 20% and 3%.

Percent renter HIEEG Per_cent

households rzeon1t;:rs, 2000- (r;sclgleor:ts
Hennepin County 38% 22% 31%
Minneapolis 53% 15% 40%
St. Louis Park 44% 33% 19%
Brooklyn Center 38% 14% 59%
Richfield 37% 14% 38%
Minnetonka 31% 38% 14%
Brooklyn Park 29% 19% 55%
Plymouth 28% 51% 22%
Edina 28% 21% 16%
Eden Prairie 27% 52% 23%
Crystal 27% 18% 27%
Golden Valley 26% 51% 18%

1- Unless otherwise noted, information in this section comes from the U.S. Census Bureau, 2013-
2017 American Community Survey | 2- Metropolitan Council staff analysis of U.S. Census Bureau,
2013-2017 American Community Survey Public Use Microdata Sample five-year data | 3- 3- Area
median income is calculated for the 13-county HUD Metro MN-WI area of Minneapolis- St. Paul-
Bloomington.
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DATA NOTES AND LIMITATIONS

DATA SOURCE: Unless otherwise noted, data in this
report comes from CoStar, a commercial real estate
database that tracks multifamily properties with four or
more units. This includes 5,387 market rate, existing
multifamily properties in the 7-county Twin Cities

metro, for which data is directly sourced from property
management by CoStar researchers. This report analyzes
data for approximately 117,800 unsubsidized rental units
in properties with 4 or more units in Hennepin County,
excluding those that are currently under construction

or renovation. Data for this report was accessed and
downloaded the first week of June 2019.

RENT DATA: CoStar provides average, rather than
median, rent data. Of the approximately 117,800
unsubsidized rental units in Hennepin County tracked

by CoStar and included in this analysis, 52% include rent
data. Of the 65,771 units in suburban Hennepin County,
72% include rent data. All rents in this report are adjusted
forinflation.
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BOUNDARIES: This report analyzes Hennepin County,
with a focus on cities outside of Minneapolis by municipal
boundary. For more information on Minneapolis, see our
Market Watch: Minneapolis report at mhponline.org.

CLASSES: CoStar defines building class in the following
way. CLASS A buildings represent current trends and
standards in design and/or are of a timeless, perhaps
historic quality. They include high quality finishes such
as hardwood floors, granite countertops, and/or stainless
steel appliances, as well as on-site shared facilities like
clubhouse/party room, fitness center, business center,
etc. CLASS B buildings are aesthetically average and
contextually appropriate. They include average quality
finishes and a few on-site shared facilities and spaces.
CLASS C buildings are purely functional, often with below
average finishes, small windows and likely no on-site
facilities or shared spaces.
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AVERAGE RENT OUT OF REACH FOR MANY

From 2010 to 2018, average rent rose 20% in Hennepin County ~ rents at $150 (14%) more per month than a household earming
to $1,303. Rentin Hennepin is currently higher than that of the  60% AMI can afford, and the average two-bedroom is $247 (19%)
greater 7-County Metro area, which averaged at $1,245 in the more per month than 60% AMI can afford.
same year, rising by 19% since 2010.

A contributor to the trend of increasing rent in the county is driven

For low- and moderate-income renters, this rise is significant. by new construction; the average rentin properties that have
Thousands of households earning under 60% of the area median  come on the market since 2010 is $1,907- 46% higher than that
income (AMI) - for instance, a family of four earning under of the county average. According to our dataset, the vast majority
$56,580 annually - are able to call Hennepin County home (73%) of new, unsubsidized construction was concentrated in
by renting in unsubsidized apartments in the private market. Minneapolis, followed by Saint Louis Park (4%), Bloomington

Unsubsidized units that are affordable to these residents are often  (3%), Edina (3%) and Minnetonka (3%).
referred to as naturally occurring affordable housing (NOAH).

Countywide, average rent is moving out of reach for these

families. As shown in the chart below, the average one-bedroom 1- See our Issue #1 Market Watch: Minneapolis for more in-depth

analysis on the city at www.mhponline.org

Hennepin County Average Rent by Unit Size

Average Average rent . Affordable to 60% . % increase in
$1,788 rent2010 June 2019 area median income average rent
Avera'ge rent Rent adjusted for inflation
for properties
constructed
since 2010
$941
OVERALL STUDIO 1 BEDROOM 2 BEDROOM
MARKET WATCH: MINNEAPOLIS il e [
For a more in-depth look at the rental market in Minneapolis, check out
MHP's Market Watch: Minneapolis at: o : -

mhponline.org/publications/rental-market-watch/issue-1-minneapolis
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SIGNIFICANT RENT INCREASES IMPACTING SUBURBAN HENNEPIN COUNTY

From 2010 to 2018, rent increased the most in Excelsior, with a 53% increase, followed by Golden Valley (33%), Minnetonka (28%) and
Maple Grove (26%). Sixteen of the 24 cities in our analysis have seen rent increases of more than 15%. Champlin is the only city in the

county that saw rent decline from 2010 to 2018.

% change in rent,

AVERAGE RENT BY HENNEPIN COUNTY MUNICIPALITES, 2010-2018

2010-2018
Edina +24% $1,306 I 91,626
Maple Grove +26% $1,247 $1,570
Golden Valley +33% $1,170 $1,555
Minnetonka +28% $1,212_$1,552
Eden Prairie +13% $1,279 I $1,444
Excelsior +53% $895 $1,373
Plymouth +18% $1,160 I 61,373
Saint Louis Park +22% $1,084 N 51,325
Spring Park +10% $1,194 [ $1,313
Bloomington +23% $989 N 51,214
Wayzata +22% $976 $1,188
Hopkins +16% $978 I 61,136 ¥ of units % zsoﬂ( Less than
Brooklyn Park +21% $917 N 61,107 st units - units 2500 s
Robbinsdale+11% $983 1 §1,087 $F?;3t SF:Z?
New Hope +16% $925 B §1,071 S
Richfield +16% $915 [N 51,063
Brooklyn Center +10% $953 B 1,044
Crystal +13% $895 $1,009
Rent adjusted for inflation
This graphic only includes cities with
more than 500 units in our dataset

RENTAL HOUSING IN 1-3 UNIT PROPERTIES

Not included in the analysis of this report are townhomes,
condos, duplexes, or single family rental homes. HousingLink's
Twin Cities Rental Revue for the second quarter of 2019 tracked
1,260 listings for such properties, for which the average rent
was $1,845 (higher than the average rent for the 7-County, at
$1,756). Minneapolis, Plymouth, Maple Grove and Eden Prairie
are among the top cities for shadow market units tracked by

Hennepin County Market Watch

HousingLink. The shadow market rental properties in Hennepin
County are primarily single family homes (33%) or duplexes
(28%), compared to the broader 7 County Metro area, where
townhomes lead second at 26% to single family homes (36%).
Over the second quarter of 2019, one bedroom listings saw
median rent increase by 9% since just last year, and two-
bedroom listings saw an increase of 5%.

Learn more about this data source at housinglink.org.



WHAT'S DRIVING DISPROPORTIONATE RENT INCREASES?

There are several factors that may play a role in a city facing disproportionate rent increases in comparison to income.

Many cities may face a mix of these drivers, which may include trigger events that cause rent spikes (i.e. property sales,
renovation, new construction) or an overall heating up of the market, signified by excess demand in rental housing that
allows property owners to charge more for rent, regardless of change orimprovement upon a building.

We've conducted further analysis on several cities that saw significant gains in rent from 2010 to 2018, to better understand
what is causing rent increases in these cities.

@ Excelsior increase of 53%

Excelsior's rent increase was most significantly
triggered by new construction; the city has the

highest vacancy rate in our study, as A

——@ Golden Valley rent increase of 33%

From 2010 to 2018, rent increased by 33% in
Golden Valley, after adjusting for inflation. Looking
more closely at changes within properties, 55% of
properties that saw the largest increases (over 10%
increase in rent) also experienced property sales
over this time period, suggesting a strong
influence as a driver in rent increase. The city saw
no significant renovations take place
over this time period, and very little new
construction.

well as the largest rent jump. New
properties that came onto the market
in Excelsior over this time period
had average rents that are

208% larger. Properties built
hefore 2010 have an
average rent of $961
in the city, compared
to the average rent of
$2,955 in new -
construction.

[l

—

Bloomington increase of 23% ®

The city of Bloomington has seen significant rent
increases across a number of properties experiencing
no trigger events, indicating a general heating up of
the rental market. In our study, 69% of properties that saw rent

increases experienced no trigger event that would cause a spike in rent.
Bloomington contains the highest number of NOAH units in our analysis,
and an overall low vacancy rate (4%), marking a desirable and increasingly
competitive market of affordability.

Minnesota Housing Partnership
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NEED FOR AFFORDABLE RENTAL PRESERVATION IN HENNEPIN COUNTY

Unsubsidized affordable rental housing is typically
Class C: older properties that provide basic shelter
without additional amenities. The majority of
multifamily buildings in Hennepin County — 84% — are

Class C; however, Class C buildings are typically smaller

in size, so the total Class C units account for 55% of all
units in the county. Vacancy rates in these buildings are
extremely low (3.4%).

In 2018, the average rent for Class C buildings in
Hennepin County was $1058, which was just slightly
higher than the 7-county average ($1,049). Overall,
Class C rents are 33% lower than Class B rents in
Hennepin County. This means that, if Class C buildings
are purchased and upscaled, a rise in rent could be
more dramatic. Potential rent gains from upscaling are
particularly acute among studios in Hennepin, where
there is a 43% gap between Class B and Class C units.

There is a distinct difference in building size across
classes. Across Hennepin County, Class A buildings
are typically larger with 156 units on average, while
Class C buildings are much smaller with just 27 units
on average. This tracks closely to the trend across the
7-county region, where Class A buildings average 153
units and Class C buildings average 29 units.

Average rent by building class in Hennepin County
Il ClassA [ Class B

Class C: 55%(18,717)
Class B: 29% (34,488)
ClassA: 16%(18,717) C

BUILDINGS
Class C: 84%(2,440)
Class B: 12% (342)
Class A: 4% (120)

UNITS

AVERAGE BUILDING SIZE BY CLASS (# of units)
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4- Full descriptions of CoStar class designations on page 2.

Hennepin County Market Watch

Studio

1 bedroom 2 bedroom

"

156



LOW VACANCY RATES,
TIGHTENING OF THE MARKET

When vacancy rates fall below 5%, renter
households struggle to find affordable
housing choices as property owners are able
to be more selective in tenant screening and
potentially more inclined to increase rent.

In Hennepin County, the vacancy rate has
remained below 5% since 2013, with a tight
market extending across cities. Since 2010,
the vacancy rate in the county fell 29%, from
6.2% to 4.4%.

Vacancy rates are highest in cities that
contain properties with higher average

rent, including Excelsior (14.4%), Golden
Valley (10.5%) and Edina (6.0%), all of
which have seen increases in vacancy from
2017 t0 2018. In contrast, the vacancy rate
in Hopkins, Mound, Crystal, and Brooklyn
Center is extremely low, remaining under
2.8%; these cities have seen a tightening

of the market with a 58%-70% drop in their
vacancy rates since just 2010. Currently, 75%
of the 24 cities in Hennepin County have
avacancy rate below 5%, with 42% seeing
vacancy rates plummet by 40% or more from
2010 t0 2018.

Vacancy by Building Class

M7

ClassA  Class B
8% 5.4%

Class C
3.4%

There are dramatic distinctions in
vacancy rates by Class. Class A buildings
in Hennepin County in 2018 had a
vacancy rate of 8% (slightly higher than
the 7-county average of 7%), while Class
B buildings had a rate of 5.4% and Class
C had a rate of just 3.4%.
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Bloomington 5 1340
Edina 5 1098
Golden Valley 4 882
Maple Grove 3 832
Saint Louis Park 7 799
Minnetonka 5 595
Plymouth 3 524
Brooklyn Park 1 480
Hopkins 2 403
New Hope 2 224

8%

Vacancy Rates

l Hennepin County
M Twin Cities metro

7%

A\

6%

5%

New construction of high end apartments yields higher vacancy rates, as seen
in Excelsior, Edina, Maple Grove and Golden Valley. Cities that saw no new
construction over this time period all saw declines in overall vacancy rates, with
rates dropping below 4%.

Minnesota Housing Partnership
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OVER 45,000 NATURALLY OCCURRING AFFORDABLE HOUSING UNITS IN HENN. CO.

Thousands of households earning under 60% of the area median
income (AMI) - for instance, a family of four earning under
$56,580 annually - are able to call Hennepin County home

by renting in unsubsidized apartments in the private market.
Unsubsidized units that are affordable to these residents are often
referred to as naturally occurring affordable housing (NOAH).

Countywide, average rent is moving out of reach for these
families. In total, 40% of the buildings in our dataset contain
apartments that are affordable to those earning under 60% of
AMI. Of all the units in our dataset, 38% are affordable to that
income bracket, totaling 45,133 units overall. By sheer number,
Minneapolis, Bloomington, and Brooklyn Park contain the most
units affordable to families earning less than 60% AMI in the
county. When examining the percentage of NOAH housing stock
by city, Brooklyn Park, Brooklyn Center, and Crystal contain the
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highest proportions of NOAH to total rental stock, totaling 83%,
82%, and 73% respectively. In effect, these cities are at high risk
of potential upscaling if properties sell.

Ninety-nine percent of NOAH buildings were built prior to 2000
in our data set, with the average year built in 1953.The average
NOAH building contains 44 units in the county — though trends
vary greatly from the core cities where NOAH properties are,

on average, much smaller, to the suburbs where we see larger
NOAH properties. By unit size, the overwhelming majority are
one (54%) and two-bedroom (31%). Affordable, larger units

are far more scarce with just 1,246 (3%) three bedroom units

in the county. Affordable four-bedroom units (67) are virtually
nonexistent. NOAH units have a lower vacancy rate, at 3.6% on
average across the county.
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BUILDINGS WITH UNITS AFFORDABLE TO HOUSEHOLDS EARNING
UNDER 60% OF AMI
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TOTAL PROPERTY SALES INCREASING SUBSTANTIALLY IN HENNEPIN COUNTY

Property sales have continued to accelerate in Hennepin County ~ Similar to the regional trend, the overwhelming majority of
since 2010, with over 1,000 buildings and 45,450 apartments  sales in Hennepin County were Class C properties, comprising
collectively sold from 2010 to 2018. Sold properties reached 83% of buildings and 43% of units sold from 2010 to 2018.

an all time high in 2018, nearly doubling the number of Class B buildings represented 12% of buildings and 37% of
properties in 2016.1n 2018, approximately 8% of all market units. Only 5% of buildings that sold over this time period were
rate buildings in Hennepin County experienced a sale. Class A properties.

By units, the vast majority of sales from 2010 to 2018 occurred  Sales most frequently occur in older buildings in Hennepin
in Minneapolis (20,692 units changing hands), followed by County. Of all sales in the county, 44% of buildings were built
Bloomington (4,448), Eden Prairie (3,615), and Plymouth prior to 1960, with just 8% in buildings built after 2000.
(3,456). Bloomington, Saint Louis Park, and Richfield have seen

the most buildings sell over this time span, suggesting that

smaller buildings are seeing more frequent sales in these cities.

Properties sold in Hennepin County Units sold in Hennepin County
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91% of buildings sold from 2010-2018
were built prior to 1990
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UPTICK IN PROPERTY SALES IMPACTING 1ST RING SUBURBS, RENTERS OF COLOR

As shown in the map and table below, property sales
from 2010 to 2018. After Minneapolis, the largest
number of sales occurred in Bloomington (53), Saint
Louis Park (45), Richfield (35), and Brooklyn Center (28).
Cities that contain a high percentage of people of color
indigenous (POCI) as well as a high amount of renters
have seen significant sales take place. In total, 88% of
sales occurred in cities whose population was at least
25% of color; 80% occurred in cities with at least 35%
residents of color.
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Top cities with sales ~ #units  # buildings

Bloomington 4,448 53
Eden Prairie 3,615 1
Plymouth 3,456 10
Richfield 2,787 35
Saint Louis Park 1,935 45
Brooklyn Park 1,513 5
Minnetonka 1,381 7
Hopkins 916 11
New Hope 830 19
Brooklyn Center 804 28
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NEW UNITS OF AFFORDABILITY NOT FILLING THE GAP NEW MULTIFAMILY PRODUCTION IN
HENNEPIN COUNTY, 2010-2017

Not included in this report are affordable rental housing developments 95 390 units

created with public and/or private capital funding that include affordability !

obligations. According to the Metropolitan Council, 4,709 new units of

affordable rental housing were created across Hennepin County from 2010 Average rent

to 2017, peaking with the highest rate of production in 2017, with 864 $12%21§ U

affordable units produced that year. Over this timeframe, just 2.8% of all

affordable rental units were produced for rental households earing under

30% of AMI; the majority of units (2,807 or 60%) created were affordable at

60% of AMI, followed by affordable at 50% of AMI (22%) and then affordable

at 80% of AMI (16%). Minneapolis leads in the majority of hosting the most

affordable unit production count in the County from 2010 to 2017, at 68%,

followed by Champlin (4%), Minnetonka (4%) and Brooklyn Center (3%). Over 4,709 units

that same timeframe, 25,320 market rate rental units were created in the 80% AM|

county.
60% AMI

Data for rental housing production is based on building permits issued during each calendar year by
cities within the 7-county Twin Cities region. Data is collected via an annual survey of community officials, 50% AMI
in conjunction with collection of data on residential building permits. The data on returned surveys were 30% AMI
verified by Metropolitan Council staff. 0

Subsidized  Unsubsidized
WAGES & HOUSING AFFORDABILITY IN HENNEPIN COUNTY

Housing is out of reach for many of the current top in demand jobs in Hennepin County. As affordable housing options become
increasingly scarce, workers may face a dilemma in where they are able to call home.

$98,421

$86,042

$73,620

Salary needed to afford
median-value home

$52,343

$46,040

Salary needed to afford
two-bedroom apartment

$30,476

$26,029 $26,766

$22.292 $26,766

Annual median
income

9 +409 +159 +409 Projected %
+0% 40% 5% 40% growth by 2029

Retail Personal  Registered  Food Prep  Heavy Truck Home Personal Software
Sales Care Aide Nurse &Serving Driver Health Aide  CareAide  Developers
TOP IN-DEMAND JOBS, 2019 SWIFTLY GROWING JOBS BY 2029

Data from MN DEED, Occupations in Demand, 2019. For further information on wages & housing affordability, visit our Out of Reach: Minnesota report.

This report was published in October 2019, with data analysis, writing and mapping by Gabriela
Norton, Research Officer at Minnesota Housing Partnership, with graphics and design by Andy
Birkey, MHP Director of Communications and Research.

Research assistance and input provided by Maria Regan Gonzalez (Mayor of Richfield), Dr. Eric Johnson (City of .nEm m h
Bloomington), Jason Gadd (Mayor of Hopkins), Breanne Rothstein (City of Brooklyn Park), Kimberly Berggren (City of l p
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Brooklyn Park), Julie Wischnack (City of Minnetonka). Learn more: mhponline org



