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CENTRAL DENVER MARKET REPORT
Where is the Rental Market Heading?
1530 Pearl St.
List Price: $2,250,000
$160,714/Unit

4426 - 4436 W. 39th Ave.
List Price: $1,300,000
$325,000/Unit

4514 W. Kentucky Ave.
Sold: $669,000
$133,800/Unit

1280 Race St.
List Price: $925,000
$231,250/Unit

1466 Detroit St.
List Price: $1,015,000
$253,750/Unit

1618 Lafayette St.
Starting Price: $4,000,000
Development Site

1325 Madison St.
Sold: $2,475,000
$206,250/Unit

1218 Washington St.
Sold: $1,775,000
$221,875/Unit

1314 Elizabeth St.
Sold: $2,100,000
$233,333/Unit

1614 Lafayette St.
Sold: $2,050,000
Office Building

2015 E.12th Ave.
Sold: $813,000
$271,000/Unit

5300-86 E. Asbury Ave.
Sold: $4,830,000
$150,937/Unit

Thoughts of where the market is heading are increasingly on our clients’ minds. Is the Denver rental market
about to peak? Without a clear answer, it’s helpful to
look at the factors that determine the direction of the
market.
Economists describe the four phases of the real estate
market cycle as Recovery, Expansion, Hyper Supply,
and Recession. The expansion phase is characterized by rising rents, declining vacancy, and escalating apartment construction. The hyper-supply phase,
during which the market peak is reached, is characterized by robust construction activity, increased vacancy,
and the flattening of rental rates. Denver is clearly in
one of these two phases that are both near the top of
the market.

THE REAL ESTATE MARKET CYCLE
HYPER-SUPPLY
EXPANSION

342 S. Lincoln St.
SOLD: $605,000
$201,666/Unit

1363 Gaylord St.
Sold: $3,100,000
$258,333/Unit

1401 Detroit St.
Sold: $1,235,000
$205,833/Unit

550 S. Lincoln St.
Sold: $750,000
$250,000/Unit

664 Washington St.
Sold: $1,563,395
$312,679/Unit

2368 15th St.
Sold: $2,020,000
Mixed-Use Building

930 Washington St.
Sold: $2,100,000
$161,538/Unit

833 Emerson St.
Sold: $3,750,000
$187,500/Unit

RECOVERY

According to the data provided by the Apartment
Association of Metro Denver in its 1st Quarter 2018
report released at the end of April, 13,348 new apartments were completed last year, and over 30,000 total
units have been constructed since 2015.

Proudly based in Denver, CO, Calibrate Real Estate, LLC, is a commercial real estate firm that specializes in apartment
brokerage and investment sales in Central Denver’s most attractive neighborhoods. Greg Johnson, Kyle Malnati, and
Conner Piretti, consistently meet the needs of the private apartment investor by sharing their expertise. Combined, they have
successfully brokered over $300,000,000 of Colorado real estate for their clients.

Calibrate Real Estate, LLC
900 East Louisiana Avenue, Suite 203
Denver, CO 80210

RECESSION

More apartments have been built over the past
three years, than in the ten-year period prior to that
(2005-2014). With 30,000 more apartments under
construction today, according to Cary Bruteig’s Apartment Insights report, we are certainly experiencing
“robust” construction across Denver.
While rampant construction activity points to the
hyper-supply phase in the market cycle, current
rental rates and vacancy levels do not.
The AAMD reported the metro-wide vacancy rate
dropped to 6.1% in the first quarter, down from 6.4%
in the fourth quarter of 2017. The 6.1% vacancy
figure is up from a year ago, and the same as 1Q
2016, two years ago. Drilling into the details of the
report, the vacancy rate in older Capitol Hill buildings
(described in the report as properties with 9-50 units)
was only 3.7% for 1Q 2018, down from 4.6% a year
ago. All of the new construction activity has yet to
increase vacancy in Central Denver’s existing buildings. In fact, one of the largest management companies in the neighborhood reported vacancy of only
1% in its portfolio for March.
Rents have remained resilient throughout the
construction boom. The average one bedroom
apartment, excluding new construction, now rents for
$1,096 per month. That is a 9% increase from three
years ago (2015-2018), but then again, it’s only a
9% increase. In the three-year period prior to that
(2012-2015), one bedroom rents increased 37%!
Predicting the exact market peak is nearly
impossible. We won’t have a clear view of it until
we’re looking at it in hindsight!

		

www.CalibrateRE.com

Greg Johnson
303.482.2878
Greg@CalibrateRE.com

Central Denver Sales 1/1/18 - 3/31/18

1325 Madison St.
$2,475,000
$206,250/Unit

1020 Lincoln St.
$3,950,000
$232,353/Unit

619 Logan St.
$16,300,000
$285,965/Unit

1423 Race St.
$1,725,000
$246,429/Unit

1675 Gilpin St.
$3,275,000
$192,647/Unit

2250 S. Josephine St.
$3,200,000
$145,454/Unit

664 Washington St.
$1,563,395
$312,679/Unit

1729 Pennsylvania St.
$1,800,000
$100,000/Unit

Client Corner: Higher Interest Rates Affect Apartment Market
Higher interest rates are likely to persist through the remainder
of 2018, so we should understand both the positive and negative
affects this will have on the Denver apartment market. Let’s start
with the good news, the impact on rents.
Higher interest rates will make it more expensive for people to
buy homes.This should increase the demand for apartments
and other rental housing, because tenants are forced to delay
the transition to home ownership due to cost. As the gap widens
between the cost of renting and buying, rents may have room to
increase.
Apartment investors have seen rates stubbornly remain above
4.75% since the beginning of the year. As a result, transactions
are becoming more difficult to finance with conventional loan
terms. Lenders often focus on the “debt coverage ratio” when
considering a new loan. The debt coverage ratio is how much
higher the cashflow of the property must be than the loan payment. Because buildings continue to sell for a 5.25% CAP rate
(an approximation of cashflow), there is very little cushion when
the loan has an interest rate of 4.75%. Remember, loan payments are interest plus principal, which makes the cushion in the
debt coverage ratio even tighter.
To compensate for the tight financial calculations, lenders have
begun to reduce the size of loans they are willing to make.

2000 S. York St.
$1,850,000
$308,333/Unit

2105-2155 Buchtel Blvd.
$18,400,000
$184,000/Unit

522 Ogden St.
$800,000
$160,000/Unit

1401 Detroit St.
$1,235,000
$205,833/Unit

It is becoming more common to see loans being capped at
65% of the purchase price, due to the constraints of the debt
coverage ratio and the increasingly conservative approach of
lenders at this point in the market cycle.
With tighter lending parameters, we expect to see cash and
1031 exchange buyers have a greater advantage over investors that finance their acquisitions. Long term, higher interest
rates and constrained loan amounts should put downward
pressure on pricing. It is going to be much more difficult to sell
buildings offering only a 5.25% CAP rate; and as CAP rates
rise, prices fall.

1530 Pearl Street
Just Listed: $2,250,000

Attractive Uptown Location

One Bedroom & Studio Mix

1974 S. University Blvd.
$2,100,000
$161,538/Unit

14 Units
5.1% Cap Rate
$160,714/Unit

Please Note: Total sales volume was below average for the quarter.

Source: CoStar, 5+ units. Does not include all central Denver sales.
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