
1

January 2022

Apartment Economics Primer
Policy Action To Address The Twin Cities Housing Crisis
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Completed Multifamily Projects
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Summary

▪ The housing crisis stems from increased demand from people who want to live & work 

in the Twin Cities. Supply has not kept up and rents have increased. The only way to 

decrease prices is to increase the supply of housing at all income levels.

▪ We don’t have the political will to publicly finance all MN housing needs.  Politics 

aside, there is simply not enough public capital at the city, state, and regional level.

▪ New housing developed with private funding from outside investors must be better 

leveraged to positively impact this crisis.  

▪ We are competing on a Global basis for capital from investors who are seeking yield. 

Local land use regulation, taxes, and impact fees make development less compelling in 

MN than in other regions. We must identify policies that ease process and improve 

investment yield to encourage outside private capital to support new housing projects.
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The Crisis in Metrics
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Impacts and Inflation

Taking Action
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Great jobs, culture, and amenities have led to rapid growth in the Twin Cities 

Metro area. This has led to an increase in population which has led to an increase 

in demand for all types of housing. 

When housing demand increases, housing supply must also increase, 

otherwise housing prices will rise faster than inflation.
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Historically Low Vacancy Rates 

▪ Lowest rental vacancy rate of major metro markets in the US

▪ 0% vacancy for 30% AMI 

▪ Less than 2% Class C* apartment vacancy rate

▪ Investors are purchasing NOAH properties 

▪ With healthy housing supply, rents should grow in-line with inflation (2-3% annually)

▪ For a healthy rental growth rate, market vacancy needs to be in the range of 5% or more  

Increased demand and constrained supply have led to: 

* Class C denotes older vintage apartment buildings which would generally be naturally occurring affordable housing.

Vacancy Rates
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The Crisis in Metrics

Last decade, we underbuilt AH by 25,000+ units in the Metro Area. 
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The Crisis in Metrics - MN Housing partnership – 2021 report
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The Crisis in Metrics – December 2021 Ramsey County Affordable Housing

• 15,000 units at $300,000 per unit is $4.5 BILLION 

(recently announced of $74M funding)

• Metro area needs 3 times this amount –

$13.5 BILLION of housing to meet current demand

• With project level debt only able to cover 30% of costs, 

$9+ BILLION needs to come from public sources. 
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Without a significant increase 

in overall housing supply, this 

crisis will only get worse. 
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A new unit of housing costs +/- $300,000.  

Takes 24-48 mos. to complete a MF Development

The cost to build a unit of Affordable Housing 

costs about the same as unit of Market Rate 
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Ryan – Example Development – 175 Unit Building

Funding Sources - How a New Market Rate Project is Funded

Harper Apartments, Saint Paul – 65% Associated Bank; 33.25% State 

Retirement System; 1.75% Developer (Ryan)
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Ryan – Example Development – 175 Unit Building

Investor Profile, Priorities, & Risk Tolerance: 

Local Bank –

- Profile: Very risk adverse. Regulated by Federal Reserve & OCC. Banks require borrower to 

demonstrate ability to maintain positive cash-flow under multiple scenarios to ensure payback. 

- Project Risk: Will not close without proof of equity and project fully approved. Will take 60-

70% of value of project with rates 2-3% over an index. 

Fund Investors:

- Profile: Takes calculated risks to get a good risk adjusted return that will grow the pension on 

behalf of the pension holders. Open to wide range of investments and geographies. 

- Project Risk:  Closes after entitlements are complete and full Budget is set.

Local Developer(Ryan):

- Profile: Wants to build more projects locally. Tries to identify local projects that will attract 

investment from Banks & Investors. Cannot build without funding from outside sources.

- Project Risk: Funds all pursuit costs. Takes entitlement & GMP risk pre-closing. Construction 

risk, loan guarantee risk, and project cash-flow risk post-closing. 
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Ryan – Example Development – 175 Unit Building

Funding Uses - What are the Project Costs?

Soft Costs - $5MM

▪ $1MM to City & County: SAC/WAC Fees, Park 

Dedication Fees, Entitlements & Permitting

▪ Other Soft Costs: Legal, Design, Due Diligence, 

Environmental Surveying, Property Taxes, etc.

▪ Development Fee - typically 3% of project costs

Land Cost - $5MM

▪ Land side acquisition, paid to the landowner

Construction Costs - $40MM

▪ ~$20MM(50%) is spent on Union Labor 

▪ Ex: Local 563, Local 49, Local 633, IBEW 110, 

Carpenters 322, Roofers 96, Teamsters 346, etc.

▪ ~$20MM (50%) is spent on Building Materials

▪ Lumber, Concrete, Steel, Glass, Copper, etc. 
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What is Yield?

Funding Supply

I ve         lyze  he ‘Yield’       evel pme   p  je         e    he p  e    l  e     

on their investment

▪ High Yield = Good Investment & High Investor Interest ↑

▪ Low Yield = Bad Investment & Low Investor Interest ↓

𝒀𝒊𝒆𝒍𝒅 =
𝑁𝑒𝑡 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑃𝑟𝑜𝑗𝑒𝑐𝑡 𝐶𝑜𝑠𝑡

Apartment projects require a yield of 6-7% in order to be financed
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Outside investors have many different investment options

▪ Equity Markets (Dow Jones & S&P 500) 

▪ Fixed Income Assets (Bonds & Securities) 

▪ Alternative Assets (Hedge Funds & Private Equity Funds)  

▪ Other U.S. Real Estate 

o Other Mid-Size Cities: Seattle, Portland, Austin, Atlanta 

o Other Midwestern Cities: Chicago, Kansas City, Milwaukee, Indianapolis

Investors will go where they can find the best yield based on risk.

Competing for Investment Dollars
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We need to increase the supply of all housing types

Class A

• Brand New 
Construction

• Most Expensive 

Class B

• 10-25 Years Old

• Less Expensive 

Class C

• 25+ Years Old

• Least 
Expensive(NOAH)

Delivery of Class A today is delivery of Class B & C tomorrow

Addressing Market Supply
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The Crisis in Metrics
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Cost Inflation – 6 story wood frame Market Rate Multifamily

▪ Budget in September 2020 = $214 per square foot 

▪ Budget for April 2022 start = $272 per square foot

▪ Cost increase 27% in 20 months

Snapshot of commodity increases

▪ Insulation went from $1.51 SF to $3.00 SF - + 98%

▪ Residential composite windows went from $2.90 SF to $3.80 SF - + 31% 

▪ Appliances went from $3.30 SF to $3.60 SF - +10%

▪ Lumber went from $44.12 SF to $75.06 SF - + 70%

* Class C denotes older vintage apartment buildings which would generally be naturally occurring affordable housing.

Inflationary Pressure on Housing
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Inflation Impacts on Housing Production Costs
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Taking Action

There is not political will to sufficiently fund an adequate supply of Affordable Housing. There is ample, and 

relatively inexpensive private capital available for housing, however local tax structure and regulatory environment 

do not make an attractive place to invest.  (We are losing to other states.)

With the AH dollars we have:

1) Aggressively fund AH vouchers – this quickly gets subsidy into the hands of our neighbors that need it most.  

2) Gap fund NOAH purchases! - New construction is lengthy and the most expensive form of housing

Immediately and Aggressively subsidize the construction of all types of housing, especially market rate 

housing as it leverages outside private capital.  

When considering policies, we need to make sure that our policies do not impact investment yield. If new policies 

negatively impact the yield, they will negatively impact the ability to increase the housing supply, leading to 

increased rental rates and further shortage of AH units - IZ and Rent Control DON’T WORK! 
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▪   p   l w  ’    ve  

▪ Developers and builders will shift to more predictable locations and asset types

▪ Will further impact supply, exacerbating gentrification, providing near term 

savings for some, but long term increases to housing costs. 

Rent Control – unintended consequences
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Questions?


