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Presented here is the multifamily market study requested by The Pima County Real Estate 

Research Council. The goal of this study is to understand and evaluate the environment and 

opportunity for the multifamily market in the near future in the Tucson market. This study 

reviews the historical, current, and projected market conditions to understand the multifamily 

market and looks at both supply and demand factors.   

 

The last two years saw a strong surge in demand for multifamily properties, both from renters 

and from investors. Rental rates surged and occupancy increased, with an annual rent increase of 

approximately 20%. More regional and national investors turned to Tucson when buying 

multifamily properties. Capitalization rates declined and sale prices surged. New products and 

developers entered the market, with an increase in built-to-rent home products as surging home 

prices led more people to desire rental homes. However, all of this strong demand slowed 

dramatically in the last several months. The significant rise in interest rate has led to a slowdown 

of sales. Rental rate growth has slowed significantly. Many investors or potential sellers remain 

on the sidelines, waiting to see what happens in the upcoming months. New permits have 

declined and many planned new construction projects may be delayed or may be cancelled. The 

possibility of a recession looms in our future. 

 

How do market participants feel about the future of the multifamily market? Despite the caution 

and potential for a tough year, many market participants feel that Tucson will weather these 

uncertain times better than many other markets. Despite the recent increase in rents, Tucson 

remains more affordable than many other cities. Limited construction in the last couple of 

decades has led to a housing shortage, particularly for affordable housing. This shortage of 

housing of all types will help to support demand for rental units but is a problem that is not easily 

solved. There are storm clouds over the multifamily market, but is expected to weather the storm. 

 

Baker, Peterson, Baker & Associates would like to thank the following market participants who 
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Multifamily Supply and Statistics, Apartment Insights 

An analysis of the multifamily real estate market starts with the existing inventory. Apartment 

Insights provides data on apartment properties in Tucson with 40 or more units. The following 

chart provides inventory, net absorption, and rents for the first three quarters of 2022 for 

apartment properties in Tucson with 40+ units, according to Apartment Insights. According to 

Apartment Insights, there are 459 apartment properties with 73,335 units. The average 

unfurnished rent is $1,165 and there is net negative absorption of 1,309 units for the year-to-date. 

The average vacancy for stabilized properties is reported to be 6.26%; however, the vacancy rate 

for all properties (stabilized, lease-up, and out-of-service units) is 6.67%. 

 

Year Property  

Inventory 

Unit 

Inventory 

Unfurnished 

Rent /Unit 

Vacancy 

(Stabilized) 

Net Absorption 

2022 459 73,335 $1,165 6.26% 242 

 

 

 

The following is the unit mix for apartment properties of 40+ units, per Apartment Insights. Out 

of the total inventory of 73,335 units, 33,115 units, or 45.16 percent of units, are one bedroom, 

one bath units. This is followed by 18,061, or 24.6 percent, two-bedroom, 1+bath units and 

9,057, or 12.35%, two bedroom, one bath units. About 5,241 units, or 7.15% of all units, are 

studio units and 5,399 units, or 7.36 percent, are three bedroom, 1+ bath units. 

 
 

 

 

 

Unit Mix

Studio 1/1 1/1+ 2/1 2/1+ 3/1 3/1+ 4+
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The following is the average rent by unit type, according to Apartment Insights. The average 

unfurnished rent for all unit sizes was $1,165 per unit in third quarter 2022, which was up from 

$1,159 in second quarter 2022.  

 

 
 

The following is the average rental per square foot by unit type, according to Apartment Insights. 

The average was $1.54 per square foot for all unit types, ranging from $2.01 per square foot for 

studio units down to $1.31 per square foot for four+ bedrooms. 
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The following is the historic vacancy rate for both stabilized properties as well as all properties 

(including lease-up and out-of-service units), according to Apartment Insights. The vacancy rate 

declined significantly starting in third quarter 2020, but has increased since late 2021 and is now 

6.26% for stabilized properties and 6.67% for all properties.  

 
The following is the average rent per unit for apartment units in 40+ unit properties, according to 

Apartment Insights. The average rent was gradually increasing in 2018 and 2019, starting from 

$735 in first quarter 2018. Starting in mid-2020, the average rental rate per unit increased 

rapidly, with that increase slowing significantly in 2022. Most recently, the average rental rate 

was $1,159 in second quarter 2022 and $1,165 in third quarter 2022. 

 

 

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

1Q
2018

2Q
2018

3Q
2018

4Q
2018

1Q
2019

2Q
2019

3Q
2019

4Q
2019

1Q
2020

2Q
2020

3Q
2020

4Q
2020

1Q
2021

2Q
2021

3Q
2021

4Q
2021

1Q
2022

2Q
2022

3Q
2022

Vacancy Rate (Stabilized) Vacancy Rate (All Units)

$400

$500

$600

$700

$800

$900

$1,000

$1,100

$1,200

$1,300

1Q
2018

2Q
2018

3Q
2018

4Q
2018

1Q
2019

2Q
2019

3Q
2019

4Q
2019

1Q
2020

2Q
2020

3Q
2020

4Q
2020

1Q
2021

2Q
2021

3Q
2021

4Q
2021

1Q
2022

2Q
2022

3Q
2022

Average Rent/Unit

Average Rent/Unit



4 

 

The following is unit net absorption for apartment units in the Tucson market, according to 

Apartment Insights. This indicates that in 2018 there was a mix of net positive and net negative 

absorption. Starting in 2019, there was net positive absorption with the exception of second 

quarter 2020, when there was uncertainty due to Covid-19. Starting in third quarter 2020, there 

was significant net positive absorption continuing through third quarter 2021. Most recently 

there was net negative absorption in in second quarter and net positive absorption in third quarter 

2022. 

 
The following is the annual rental rate increase from third quarter 2017 through third quarter 

2022, comparing the third quarter period only in each of those years. These indicate that after 

steady rental increases, rental rates increased 21.5% percent from third quarter 2021 compared to 

third quarter 2022. There was more recently a slowdown in rental rate increases.  
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Sub-Market Demand, Apartment Insights 
The following is the apartment submarkets with data from Apartment Insights. The following is 

the submarkets utilized by Apartment Insights. 
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The following is apartment submarket statistics for 40+ unit apartments in third quarter 2022, per 

Apartment Insights. The sectors with the highest inventory include Northwest Tucson, East 

Tucson, North Central, Flowing Wells, and South Central. In the third quarter, the vacancy rate 

was lowest in the Catalina Foothills, Northeast Tucson, University, South Tucson/Airport, and 

Southwest Tucson submarkets, and was below 5% in those sectors. The vacancy rate was highest 

in the Flowing Wells, Pantano/Lakeside, and Southeast Tucson sectors, being above 7% in those 

sectors. It is noted that the vacancy rate in the Southeast sector is skewed by the limited number 

of units. There has been 2022 year-to-date net negative absorption in eight of the submarkets and 

net positive absorption in seven of the submarkets. The Northwest Tucson submarket had net 

negative absorption of 251 units the University submarket had net positive absorption of 250 

units in that time period. The average rent for stabilized units was $1165 for the overall Tucson 

market. It was highest in the Marana/Avra Valley, Oro Valley/Catalina, Northwest Tucson, 

Northeast Tucson, and Southeast Tucson sectors. It is noted that some of these sectors have 

newer high-end apartments that are able to achieve high rents. The North Central, Flowing 

Wells, and South Tucson/Airport sectors have the lowest average rents, all being below $1,000 

per unit. 

 

40+ Unit Apartment Submarket Statistics 

Sector Inventory 

(Property) 

Inventory 

(Units) 

Vacancy 

(Stabilized) 

YTD Net 

Absorption 

Rent 

(Stabilized) 

1- Marana/Avra Valley 1 80 6.25% 75 $1,449 

2- Oro Valley/Catalina 11 2,279 6.36% -46 $1,556 

3- Northwest Tucson 40 8,695 6.73% -251 $1,426 

4- Catalina Foothills 22 5,726 4.79% -81 $1,209 

5- Northeast Tucson 9 1,987 4.93% -38 $1,461 

6- East Tucson 41 8,221 6.41% -130 $1,109 

7- North Central  70 8,197 5.95% -127 $966 

8- Flowing Wells 65 8,524 7.30% -81 $995 

9- Tucson Mountain 

Foothills 

18 3,780 5.86% 75 $1,334 

10- University 42 4,509 3.73% 250 $1,170 

11- South Central 47 6,595 6.05% 219 $1,019 

12- Pantano/Lakeside 28 5,412 7.75% -203 $1,102 

13- South 

Tucson/Airport 

46 5,959 4.31% 477 $991 

14- Southwest Tucson 16 2,415 4.28% 27 $1,056 

15- Southeast Tucson 3 956 23.14% 76 $1,419 

Total 459 73,335 6.26% 242 $1,165 
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Supply and Statistics, All Apartments, CoStar 

The following chart provides the inventory, net absorption, and rents from 2008 through the first 

three quarters of 2022 for all multifamily properties of any number of units, according to CoStar. 

At the end of the third quarter of 2022, there were 2,481 properties with 90,642, up from 2,403 

buildings and 82,089 units in 2008. The average effective rent per unit had increased from $652 

in 2008 up to $1,083 in the third quarter 2022, with a significant increased from $890 in 2020 to 

$1,049 in 2021 as there was a 17.9% increase in rental growth in 2021. Rent growth declined to 

4.4% in 2022 as rental rate growth slowed. After net positive absorption from 2010 through 

2021, including significant net positive absorption of 1,851 units in 2020 and 1,529 units in 

2021, there was net negative absorption of 1,309 units in 2022 as market conditions slowed. 

There are several factors contributing to this net negative absorption year-to-date that will be 

discussed further in this report, including slowing market conditions, increased inflation, and 

recent rapid rental increases. Many people are not moving unless needed and some people who 

can no longer afford rent are moving in with relatives.  

 

 

Year Property  

Inventory 

Unit 

Inventory 

Effective 

Rent /Unit 

Rent Growth Net Absorption 

2022 2,481 90,642 $1,083 4.4% -1,309 

2021 2,476 89,983 $1,049 17.9% 1,529 

2020 2,463 88,284 $890 6.3% 1,851 

2019 2,460 88,016 $837 5.9% 592 

2018 2,450 87,105 $791 5.7% 850 

2017 2,447 86,715 $748 4.6% 1,209 

2016 2,443 86,576 $715 4.2% 1,360 

2015 2,440 86,100 $687 3.2% 1,125 

2014 2,437 85,577 $665 0.7% 766 

2013 2,427 84,645 $661 2.4% 466 

2012 2,422 83,933 $645 0.3% 1,349 

2011 2,417 83,016 $643 1.1% 788 

2010 2,409 82,550 $636 0.5% 794 

2009 2,406 82,193 $633 -2.9% -928 

2008 2,403 82,089 $652 0.3% -1,400 
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The following is the unit mix for all apartment properties in the Tucson market, per CoStar. This 

indicates that approximately 13% are studio units, 45% are one-bedroom units, 35% are two-

bedroom units, 6% are three-bedroom units, and less than 1% are four or more bedroom units. 

 
 

 

 

Per the American Community Survey by the U.S. Census Bureau, the market has 433,148 

occupied housing units in 2021 in Pima County, with 64.6% owner-occupied and 35.4% renter-

occupied. This provides an indication of rental versus owner rates. This is for all occupied 

housing units. Per the American Community Survey, there are a total of 474,804 housing units, 

with 80,778 of those housing units being in multifamily properties of 5 or more units. While this 

data is not available for every year, this compares to an estimated number of occupied housing 

units of 403,574 in 2017, of which 63.9% were owner-occupied and 36.1% were renter occupied. 

This indicates that slightly more housing units were renter occupied as opposed to owner-

occupied in 2021 compared to 2017. 

 

Occupied 

Housing Units 

Owner-

Occupied  

% Owner-

Occupied 

Renter-

Occupied 

% Renter-

Occupied 

433,148 279,980 64.6% 153,168 35.4% 
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Tucson Multifamily Apartment Statistics, All Apartment Properties, CoStar 

The following is the vacancy rate for all apartment properties in the Tucson market, according to 

CoStar. The vacancy rate is provided for both the overall and the stabilized market. The vacancy 

rate declined from 2012 through mid-2021. The vacancy rate has increased since late 2021 

through the third quarter of 2022 in both overall properties and stabilized properties. 

 

 
 

 

 

The following is the net absorption for all apartment properties in the Tucson area, according to 

Costar. In recent years there has been net positive absorption each quarter. In 2022, there was net 

negative absorption with net negative absorption of 1,309 units in the first three quarters of 2022. 
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The following is the effective market rent per unit for apartment properties in Tucson, according 

to CoStar. This indicates that from 2012 through mid-2015, the effective market rent increased 

slowly but gradually, with the rental rates increasing at a faster rate from mid-2015 through 

2020. Effective market rental rates increased significantly in 2021 and the first part of 2022 

before declining slightly in the third quarter. It is noted that while CoStar indicates that rental 

rates declined slightly in the most recent quarters, most market participants do not believe that 

rents have actually declined, although the rate of growth has declined significantly. 

 

 
 

 

The following is the effective market rental rate per unit per square foot for all apartment 

properties in the Tucson market, according to CoStar. The market rental rate per square foot 

increased gradually before increasing at a faster pace starting in late 2020. The market rental rate 

per square foot declined slightly in the third quarter of 2022, per CoStar. The average effective 

market rental rate per square foot was $1.45 per square foot in third quarter 2022. 
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The following is the effective market rental rate per unit by bedroom for all apartments in the 

Tucson market, per CoStar. The effective market rental rate for all unit sizes increased gradually 

starting from 2012, with increases at a greater increase starting in 2021 and a slight decrease in 

the third quarter of 2022.  

 

 

 
 

 

The following is the year-over-year rent growth for multifamily properties, according to CoStar. 

Rent growth remained low, increasing slightly starting in 2015. Rent growth was generally in the 

4% to 5% per year range from 2018 through early 2020. Starting in 2021, rental rates increased 

significantly, with an average of 17.9% increase in 2021, per CoStar. In the second and third 

quarters of 2022, the rental rate year-over-year increase declined significantly and was 5.5% in 

third quarter 2022. 
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The following is concessions offered for multifamily apartment rentals, according to CoStar. 

This indicates that concessions peaked in early 2015 and then declined. There were few 

concessions offered during 2020 and 2021 due to the strong demand for apartment unit rentals in 

that time. In 2022, concessions have increased slightly but remain minimal. 

 

 
 

 

 

The following is the construction deliveries for all apartment units, according to CoStar. There 

was a significant increase in new construction deliveries in 2021 with more limited deliveries in 

the first three quarters of 2022. 
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The following is the sales volume and sale price per unit for all apartment sales in the Tucson 

market, per CoStar. The sales volume increased significantly in 2021. At the same time, the 

average sale price per unit increased significantly as sale prices increased starting in late 2020. 

 

 
 

 

The following is the number of listings of apartment properties in the Tucson area, per CoStar. 

This data indicates that the number of listings declined in 2016 and then remained mostly stable. 

The number of listings declined further in 2021 with limited available inventory. While many 

properties were not listed on CoStar, this shows the general trend of limited inventory in later 

2020 and in 2021, with more limited inventory continuing in the first part of 2022. 
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The following is the average capitalization rate for apartment properties in the Tucson market 

through the projected Fourth Quarter 2022 projected average capitalization rate, per CoStar. This 

data indicates that the average capitalization rate gradually declined with a significant decline in 

2021 as capitalization rates declined and sale prices increased. The capitalization rate increased 

slightly in the third quarter and is project to increase further in the fourth quarter of 2022. 
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Sub-Market Demand, CoStar 
The following is the apartment submarkets with data from CoStar. The following is the submarket 

data utilized in this analysis from CoStar. 

 
 

The following is the apartment statistics for all apartments in these submarkets, based upon 

CoStar data.  

 

Apartment Sub-Market Statistics 

Sector Inventory 

(Properties) 

Inventory 

(Units) 

Vacancy 

Rate 

YTD Net 

Absorption 

Effective 

Rates 

Central East 1,232 20,607 7% -36 $898 

Central West 439 10,185 5.9% -48 $805 

Downtown 187 3,656 8.2% 82 $1,280 

E. Outlying 0 0 0 0 0 

East 186 16,702 6.5% -536 $1,056 

Foothills 56 11,891 5.9% -293 $1,320 

North/Oro Valley 16 3,268 9.5% -59 $1,741 

Northeast 5 790 4.3% 1 $1,419 

Northwest 16 3,531 7.3% -100 $1,477 

South 226 9,164 7.7% -362 $824 

South/SW Outlying 8 683 5.5% -8 $1,200 

Southeast 24 3,536 8.4% 156 $1,159 

Southwest 23 3,036 5.2% -18 $988 

W. Outlying 5 76 5.6% -1 $762 

West 58 3,517 7.9% -88 $1,177 

Total 2,481 90,642 6.9% -1,309 $1,083 
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While the overall Tucson apartment vacancy rate was 6.9%, the vacancy rate varied significantly 

by sub-market. The highest vacancy rate was in the North/Oro Valley sector at 9.5%, with 16 

properties and 3,268 units in this sector. The Downtown and Southeast sectors both had a 

vacancy rate over 8.0%, although the vacancy rate has declined in the downtown sector recently.  

The Central West, Foothills, Northeast, South/Southwest Outlying, Southwest, and West 

Outlying submarkets had the lowest vacancy rates, and all had a vacancy rate under 6%.  

 

The majority of the sectors have seen net negative absorption in the first three quarters of 2022. 

However, the Downtown, Northeast, and Southeast sectors have had net positive absorption in 

the first three quarters of this year. All other sectors had net negative absorption, with a total net 

negative absorption of 1,309 units for the year. The East, Foothills, and South sectors have had 

the greatest net negative absorption for the year, with Central East, Central West, South/SW 

Outlying, Southwest, and West Outlying sectors having more minimal negative absorption. 

 

Effective rental rates average $1,083 in the third quarter 2022 for the overall Tucson market. The 

West Outlying sector had the lowest average effective rent of $762 per month. The Central East, 

Central West, and South sectors all had effective rent under $900 per month. Many of these 

sectors have more older buildings that tend to rent at lower rental rates. The Downtown, 

Foothills, North/Oro Valley, Northeast, and Northwest sectors had the highest rent, averaging 

over $1,300 per month in each of these sectors, with the highest being $1,741 in the North/Oro 

Valley sector. Many of these areas have newer construction buildings with high end finishes that 

are renting at higher rental rates.  
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The following is the vacancy rate for apartment properties in the Central East sector, per CoStar. 

This data indicates that the vacancy rate in the sector peaked in late 2014 befor graduatlling 

declining through mid-2021. The vacancy rate has increased since that time in the sector. 

 

 

 
 

 

The following is the net absorption for apartment units in the Central East sector, per CoStar. 

There has been a mix of net positive and net negative absorption in the sector since 2012, with 

mostly net positive absorption from 2016 with some exceptions. Most recently there was net 

positive absorption in the first quarter of 2022, followed by two quarters of net negative 

absorption.  
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This is the average effective unit rental rate for apartment units in the Central East sector, per 

CoStar. The effective rental rate increased from 2015 through mid-2022, with a faster increase in 

2021 as rental rates rose rapidly. Effective rent was mostly stable in the third quarter 2022 in the 

sector, per CoStar. 

 

 

 
 

 

The following is the vacancy rate for apartment properties in the Central West sector, per CoStar. 

The vacancy rate in the sector increased through early 2014 to over 10% and then declined to 

below 5% by mid-2021. The vacancy rate has increased since late 2021 and is currently over 6% 

in the sector, per CoStar. 
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The following is the apartment unit net absorption for properties in the Central West sector, per 

CoStar. There has been a mix of net positive and net negative absorption in the sector, with net 

positive absorption in the last three quarters of 2021. Most recently, there was net negative 

absorption in the first two quarters of 2022, followed by net positive absorption in the third 

quarter of 2022. 

 

 
 

 

Below is the average market effective unit rental rate for apartments in the Central West sector, 

per CoStar. The rental rate increased from 2015 with a significant increase in the average market 

rental rate in 2021, with the average rental rate leveling off in 2022. 
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The following is the vacancy rate for apartment units in the Downtown sector, per CoStar. This 

sector has a lower inventory than the prior Central East and Central West sectors. The vacancy 

rate generally declined, with some exceptions due to changes in demand for downtown rentals or 

new supply being added. After significantly declining by mid-2021, the vacancy rate increased in 

late 2021 as new supply was added. The vacancy rate has declined since then as that supply is 

absorbed. 

 

 
 

 

Net absorption for apartment units in the Downtown sector has been mostly net positive  in the 

last decade, per CoStar. After a slightly decrease in the second quarter of 2020 due to changes 

around Covid-19, there has been net positive absorption in the Downtown sector, with significant 

net positive absorption in the third quarter of 2021. New apartment units have been built in the 

sector in recent years, with gradual absorption of these units. Most recently, there was slight net 

negative absorption in the second quarter of 2022, followed by net positive absorption in the 

third quarter, per CoStar. 
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The following is the market average effective rental rate for apartment units in the Downtown 

sector, per CoStar. Market rental rates have been gradually increasing since 2012, with the same 

higher growth in rental rates in 2021 seen in other sectors. Market rental rates have continued to 

increase as new construction is added to the market. 

 

 
 

The following is the vacancy rate for apartments in the South sector, according to CoStar. The 

vacancy rate in this sector peaked in mid-2016 and then declined through mid-2021. Starting in 

late 2021, the vacancy rate in this sector has increased. 
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Per CoStar, there was net positive absorption for apartment units in the South sector from early 

2019 through mid-2021, with net negative absorption in the last four quarters. 

 

 
 

 

The following is the average market effective rent for apartment units in the South sector, per 

CoStar. Market rents in the sector increased from 2015 before stabilizing in mid-2022. 
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Class A Statistics 

The following is the average effective market rental rate for Class A properties in Tucson, per 

CoStar. The average rental rate for this property type had dramatically increased but has been 

mostly stable since the end of 2021. 

 

 
 

 

The following is the average effective rental rate per square foot for Class A properties in 

Tucson, per CoStar. The average rental rate was $1.72 per square foot for Class A properties in 

Tucson in the third quarter of 2022, per CoStar. 
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The following is the net absorption for Class A properties in Tucson, per CoStar. For most 

quarters since 2012 there has been net positive absorption for Class A properties. As new 

properties have been constructed, they have been able to lease up. Most recently there was net 

positive absorption from third quarter 2020 through first quarter 2022, with slight net negative 

absorption in second quarter 2022 and slight positive net absorption in third quarter 2022. 

 

  
 

The following is new construction deliveries for Class A properties in Tucson, per CoStar. There 

has been some continual delivery of new Class A multifamily properties in the market since 

2012, with more deliveries in 2021. 
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The following is rental rate growth for Class A multifamily properties in the Tucson market, per 

CoStar. After gradual rental growth that was generally under five percent annual growth, rental 

rate growth peaked at over 25% in 2021 before declining to 1.1% in third quarter 2022. 
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Tucson Apartment Historic Construction 

There has been an extended period with limited new construction compared to earlier time 

periods. The following is historical construction data, with the number of buildings as well as 

units constructed in each decade starting in 1940. This data is from CoStar and is from all 

apartment properties. It is noted this data is for apartment buildings that continue to exist, with 

any apartment properties that were constructed in earlier decades that have since been 

demolished not included in this analysis. Therefore, it is possible that there may have been 

additional construction in the earlier decades. 

 

 
 

This chart indicates that the number of buildings and the square footage increased from the 

1950s, with the number of buildings and number of units constructed peaking in the 1980s. A 

larger portion of Tucson’s apartment properties were constructed in the 1970s and 1980s, with 

many properties constructed before that. There has been limited apartment construction since the 

1990s.  Comparing the number of buildings constructed to the number of units constructed 

demonstrates that the apartments constructed since the 1990s have generally been larger with 

more units compared to those constructed prior to 1980. The buildings constructed earlier tended 

to be smaller multifamily apartment properties with fewer units, while more recent apartment 

construction has had more properties with a greater number of units. 

 

Conversations with many market participants support that the Tucson apartment market, like 

some other real estate markets, have had limited construction in recent decades. There is a larger 

supply of older multifamily properties. While there has been more renovation in the last couple 

of years, there remains a larger stock of older apartment units that have not had significant 

renovations. Because of the limited construction in recent decades, the apartment market in 

Tucson is considered underbuilt. There is a large unmet demand for apartment properties that is 

one factor that has fueled the recent strong increase in rental rates. While construction has 

increased somewhat, there remains an undersupply of apartment properties in the market. 
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New Construction  

The following is a small sample of apartment buildings constructed in recent years. Due to the 

number of new properties constructed, this is not meant to be a comprehensive list of newly 

constructed buildings, but to give an overview of the some of the notable multifamily properties 

constructed within recent years. There has been an increase in construction compared to earlier 

years, with new apartment properties constructed. Many of these multifamily properties are 

higher-end apartments with higher rents. They are located throughout the Tucson area, including 

several new developments within the Downtown market. As commercial development increased 

in the Downtown sector, there was an increase in demand for new apartment properties, with 

new construction and additional residents in this sector helping to increase demand for more 

commercial development in this sector. There was also new construction throughout the Tucson 

market including areas of recent residential development such as the northwest and southeast. 

While many of these apartments have higher rents, there has been some construction of 

affordable properties. However, there remains a shortage of housing and affordable housing. 

 

New Construction 

Address Name Units/Notes Year  

125 S. Linda Avenue Sentinel Plaza 143/Affordable 2012 

4050 W. Aerie Drive Avilla Marana 166 2013 

4115 W. Aerie Drive Avilla Marana II 118 2014 

1 East Broadway 1 East Broadway 24 2014 

10730 N. Oracle Road Villas at San Dorado 274 2014 

11177 N. Oracle Road Encantada Steam Pump 288 2014 

8323 N. Shannon Road Encantada Tucson National 368 2015 

1 W. Broadway 1 West Broadway 40 2016 

9190 E. Old Spanish Trail The Place at Presidio Trails 208 2016 

9750 N. Oracle Road The Canyons at Linda Vista Trail 228 2016 

20 E. Broadway West Point 50/Senior 2017 

58 E. 5th Street 7th Avenue Commons 50 2018 

750 W. Orange Grove Pima Canyon 240 2018 

5418 S. Park Avenue Rio Viejo Apartments 100/Affordable 2018 

Various Storacle Point 66/Affordable 2019 

375 W. Blacklidge Drive Miracle Point 40/Low Income 2019 

45 N. Brown Avenue Casitas de Café 34 2019 

111 S. Church Avenue Marist Midrise 75/Affordable 2019 

855 W. Congress Street West End Station  70/Affordable 2019 

3510 N. Craycroft Road The Place at Riverwalk 210 2019 

6101 W. Arizona Pavilions Encantada Continental Reserve 304 2019 

1734 E. Innovation Park All Seasons Oro Valley 108/Senior 2020 

2848 N. Mountain Avenue The Hedrick on Mountain 60 2020 

20 S. Stone Avenue RendezVous 100 2020 

127 S. 5th Avenue The Gallery on 5th 96 2021 

316 E. 6th Street The Union on 6th 255 2021 

160 S. Avendia del Convento Monier 122 2021 

2620 N. Balboa Alborada Apartments 30 2021 



28 

 

110 S. Church Avenue The Flin 244 2021 

5250 W. Dove Centre La Sonora at Dove Mountain 144/Senior 2021 

250 E. Grant Road Alborada Apartments 107/Affordable 2021 

9300 E. Valencia Road Encantada at Rita Ranch 312 2021 

900 E. 2nd Street oLiv 243 2022 

5750 S. Houghton Road Encantada Saguaro National 312 2022 

375 E. Linda Avenue Linda Vista Luxury Rentals 64 2022 

4897 S. Avenida de Raspa Roadrunner Estates 43 2022 

 

 

The following are some of the multifamily properties currently under construction in the Tucson 

market. This is not meant to be a comprehensive list of all multifamily properties currently under 

construction but rather a sample of some of the notable projects. As will be discussed further 

later in this report, there has been an increase in demand for the build to rent communities, with 

rental homes or casitas under construction, as well as more typical apartment properties.  

 

Current Construction 

Address/ 

Area 

Name Units/Notes 

213 N. 4th Avenue 

Downtown/Downtown Adjacent 

Opus on 4th 323 

1002 E. 36th Street 

South 

Cabana Bridges 288 

3915 W. Aerie Drive 

North 

The Alexander 209 

4025 W. Aerie Drive 

North 

Solstice 392 

Irvington and  I-19 

Southwest 

Tucson Landing 210 

Magee Road and La Cholla 

Northwest 

The Place at Arroyo Verde 156 

6355 W. Marana Road 

Northwest 

Encantada Twin Peaks 285 

12500 E. Old Spanish Trail 

Southeast 

Moderne at Rocking K Ranch 224 

7430 N. Silverbell Road 

Northwest 

The Place at Silverbell Gateway 300 

7760 N. Silverbell 

Northwest 

Album Marana 141 (Active adult) 

5301 S. Nogales Highway 

South 

Newport at the Rodeo 77 
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The following is some of the upcoming/planned construction. Again, this is not a comprehensive 

list but a sample of planned construction projects. This includes both traditional apartments as 

well as the build to rent communities.  

 

Upcoming/Planned Construction 

Address/Area Name Units/Notes 

Cortaro and Shannon 

Northwest 

Villa Ciela Cortaro 243 

155 S. Linda Avenue 

West/Downtown Adjacent 

The Bautista 253 

Bear Canyon Road 

Northeast 

The Place at Mason Ranch 312 (two phases) 

9125 East Catalina Highway 

Northeast 

Catalina Highway Casitas 85 (phase 1)/129 

Linda Vista Boulevard 

Northwest 

Linda Vista Village at Cascada 392 

2050 W. Oracle Jaynes Station Road 

Northwest 

Aerie Northwest 141 

Tangerine and I-10 

Northwest 

Arise Mandarina 282 

Valencia Road 

South 

Valencia Crossing 380 

Wentz and Marana 

Northwest 

Moderne at Marana 182 

Wilmot Road 

South 

Encantada La Esctancia 300 

 

 

The following is a sample of some of the proposed multifamily developments. These are some of 

the multifamily or apartment projects that have been planned but do not currently have 

announced construction dates but is not a comprehensive list. These proposed projects are in 

various stages of the planning process. It is probable that some of these developments will never 

be constructed. Others may not be constructed for many years. 

 

Proposed/Prospective Development 

Address/Area Name Units/Notes 

340 N. 6th Avenue 

Downtown 

Corbett 192 

75 E. Broadway 

Downtown 

75 Broadway 120 

215 E. Congress Street 

Downtown 

Ronstadt 274 

885 W. Congress Street 

Downtown 

The West Abbey 104 

Cortaro Farms & Sandy Desert Trail 

Northwest 

Cortaro 57 200 
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310 N. Court Avenue 

Downtown 

Block 175 138 

Houghton Road 

Southeast 

Place at Rita Ranch 336 

La Estancia  

Southeast 

La Estancia (rental homes) 295 

Moore & I-10 

Northwest 

Encantada Gladden Farms  

Oracle 

North 

Encantada El Conquistador 300 

 

Overall, there is a significant pipeline of planned and proposed multifamily projects. Per the 

September 2022 Trend Report, as of July 31, 2022, there were a total of 68 projects with 14,180 

units that were under construction, in the final approval process, in, the preliminary approval 

process, or proposed. Per the Trend Report, as of that date there were 12 properties with 2,202 

units under construction, 10 projects with 2,127 units in the final approval process, 17 projects 

with 4,382 units in the preliminary approval process, and 29 projects with 5,469 projects that 

have been proposed. This includes traditional market rate apartments, built to rent properties, 

affordable apartments, and student housing. If all were constructed, these would significantly 

increase the supply of available rental units and could potentially impact occupancy rates. 

However, some market participants indicate that the construction community does not have the 

capacity to complete all announced projects currently in the pipeline, and that it could take five 

to seven years if everything was completed now. However, it is probable that many will not be 

constructed for at least several years, and others will likely never be constructed. Some market 

participants indicate that one-third to one-half of projects at some phase in the pipeline will not 

be constructed in the next several years, or ever. The properties contain a mix of traditional 

apartments and rental home communities, with new developers recently entering the market for 

these detached rental home communities. 
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Construction Costs 

New construction for apartment properties has seen a dramatic increase in costs compared to 

2019. In mid-2020, supply chain issues caused a dramatic increase in many materials. This had a 

significant impact on apartment construction hard costs, and impacted not only apartments but 

other types of properties under construction. Additionally, due to these supply chain issues, for 

periods of time, it was difficult to obtain some finishes such as cabinetry and kitchen appliances 

with longer wait times than is typically seen. This impacted multifamily and single-family 

construction. There was also a significant increase in residential homeowners renovating their 

homes due to low interest rates leading to more homeowners refinancing, as well as more 

apartment properties under renovation as value-add apartments were purchased and renovated. 

Due to not only new construction, but renovations, there was strong demand for materials that 

increased construction costs. While construction costs may have increased at 5-7% annually 

historically, this increase was significantly higher in the last few years. It can take two to three 

years from the point of inception through purchase, entitlements, and construction. Construction 

costs have increased significantly faster than normal during the last few years, making new 

construction more expensive to build and less likely to be financially feasible to construct. In 

addition to materials, there was also an increase in labor costs. Several market participants 

indicated that the Tucson market has a shortage of contractors and subcontractors, particularly 

those with experience in developing larger multifamily projects. This labor shortage, combined 

with increased demand for construction and renovation, led to a further increase in construction 

costs. Overall, both hard and soft costs increased substantially between mid-2020 and mid-2022. 

The rising costs made construction projects more difficult as prices would change and shift 

during the planning to construction phases. Several market participants indicate that although 

prices increased substantially during this time period, most construction projects remained 

financially viable due to the rapid increases in rent that were occurring during this time period. 

Although construction costs increased, the increase in rents occurring in the market led to a 

projected net operating income that allowed the project to remain financially feasible and viable. 

 

What do market participants expect construction to do now that market conditions have slowed? 

Despite the decreasing demand for renovation and construction of some property types, market 

participants expect overall costs to remain generally stable or decline slightly. Market 

participants mostly do not expect a significant decline in costs. While some materials may see a 

decrease in costs, others will remain more stable. Supply chain issues may continue for now. It is 

unknown if in several years we will see more onshore production due to supply chain issues. 

This is possible if some critical components made in other countries continue to experience 

supply chain issues. More significantly, they also expect labor costs to remain high. If materials 

and gas costs continue to decline, construction costs may decline. However, market participants 

indicate that there will likely not be a significant decline in costs due to other factors such as 

labor costs remaining high. It is unknown if construction costs will decline, and by how much, 

and there is difficulty in forecasting. For now, prices are projected to continue to fluctuate, and 

there is uncertainty in how costs will change. Historic numbers don’t tell us a lot about where we 

are going. There continues to be a shortage of subcontractors that will keep costs high and 

construction time elevated, with several market participants mentioning that Phoenix has a much 

greater supply of builders, contractors, and subcontractors. The undersupply of these people 

leads to a shortage of labor here. One market participant indicated that due to a backlog of work, 

experienced contractors and subcontractors continue to be far out in timing and have high bids. 
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There is no quick or easy solution to this labor shortage and this is expected to be an ongoing 

issue.  

 

Another issue that is currently impacting construction costs and will continue to impact costs is 

financing costs and interest reserves. Most multifamily properties that are larger are typically 

constructed with some financing. Interest rates and equity requirements have risen in the last few 

months, which requires builders to provide more cash up front. This further increased costs as 

financing costs increase. At the same time this is occurring, rents are no longer rising at a fast 

pace to offset these costs. Previously, rapid rent increases offset increases in construction costs. 

If costs continue to increase but rent growth slows, the rent growth may no longer offset 

construction cost increases and it may no longer be financially feasible to construct some of the 

planned project in the pipelines. It was also noted that operating expenses are increasing, which 

would further make financial viability more difficult. Many market participants indicated that 

some of the proposed or planned projects may have significant construction delays or be 

cancelled as they are not financially viable. Construction costs are changing throughout the 

development process which makes planning and accurately budgeting more difficult.  

 

How much have costs increased? While costs can vary significantly based upon property type 

and finishes, one market participant indicated costs were about $170,000 to $180,000 per door, 

and may now to $250,000 to $260,000 per door. This could increase to $300,000 for some 

properties. A second market participant indicated that they have seen costs increase from 

$165,000 per door to $250,000 per door in two years. Another market participant they have 

heard costs of $180 to $200 per square foot. Overall, market participants hope that construction 

costs at least stabilize if not decline. The rapidly rising and shifting construction costs has made 

projection of new construction projects more difficult and hesitancy for new construction 

projects if costs remain uncertain. Stabilization of construction prices will help with 

understanding market conditions and risks associated with new building and allow for more 

accurate decisions on construction. 

 

  



33 

 

Feasibility Analysis 

The following analysis looks at the required rents for a new 200-unit traditional Class A 

apartment. It is noted that due to the significant variance in construction costs, both hard and soft 

costs, in recent months and years, the uncertainty of how construction costs will be changing in 

the near-future, the changes in interest rates that increases costs, and inflation, estimated 

construction costs are likely to change in the immediate future. The following costs are based 

upon information provided by various market participants. This analysis is done on a price per 

unit basis, assuming an average unit size of 1,000 square feet. 

 

Class A Development Costs and Required Rents (per unit) 

 

Hard Costs   $265,000    $265,000 

Soft Costs   $35,000    $35,000  

Land Costs   $25,000    $25,000 

Total Costs   $325,000    $325,000 

 

Plus 10% Profit  $32,500    $32,500 

Total Value on Cost  $357,500    $357,500 

 

Estimated Cap Rate  5.25%     5.5% 

 

Required NOI   $18,769    $19,663 

Operating Expenses  $6,500     $6,500 

Effective Gross Income $25,269    $26,163 

Other Income   ($500)     ($500) 

Net Rental Income  $24,769    $25,663 

5% Vacancy   $1,304     $1,351 

Gross Annual Rent  $26,073    $27,014 

 

Monthly Rent   $2,173 per unit   $2,251 per unit 

Rent/SF   $2.17 per unit per sq. ft.  $2.25 per unit per sq. ft. 

 

The above analysis indicated that if capitalization rates are at 5.25%, the average monthly rent 

would need to be $2,173 per unit, or $2.17 per square foot for a project to be financially feasible. 

At a capitalization rate of 5.5%, the average monthly rent would need to be $2,251 per unit, or 

$2.25 per square foot. Market rents are not at this rental level for most projects. For this reason, 

many new construction projects are not financially feasible at this moment. When construction 

costs were lower in the recent past, more projects were financially feasible. When capitalization 

rates were lower, the monthly rent required for financial viability was lower, and more projects 

were feasible. Again, it is noted that expenses may vary significantly in the near future from 

what is listed here, this could impact the analysis. It is also noted that certain costs or expenses 

may vary significantly depending on the features and location of a project, and this is only one 

example. It may be that some projects are currently financially feasible. However, due to 

increasing soft costs with rising interest rates, high hard costs, and rising capitalization rates, 

fewer projects are financially feasible in the current market, resulting in less new construction in 

the near term. 
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Land Sales 

As previously discussed, there has been more limited new construction since the 1990s in the 

Tucson market. Due to the lack of significant new construction, there was limited demand for 

purchases of vacant land during this time. While some new apartment construction occurred over 

the last few decades, there were not a larger number of land sales. 

 

In recent years, there have been some purchases of apartment land. It is often difficult to find 

land already zoned for apartment use, with some properties requiring rezoning. Recently, many 

land sales have been in the 15-25 acre range, with some smaller properties, primarily in infill 

locations with small developments. There has been an interest in apartment land purchases 

recently with the increase in demand for apartment properties. Additionally, there is increased 

competition for appropriate land parcels from the build to rent communities, who may compete 

with traditional apartment developers for this type of land. Some participants indicate that many 

zoned land parcels with good site utility have been purchased and/or developed. There has been 

some interest in land entitled for apartments within master planned communities and land that 

needs to be rezoned. Prices had increased in the last few years, from around $5 per square foot to 

around $7.50 per square foot, per market participants. Land prices can be even higher than this 

for land in good locations or that has good developability, and can be lower for land that requires 

rezoning, is in less desirable locations, or that requires more site work. Demand for land 

purchases may decrease in the near future if construction slows. 

 

The following are a sample of land sales in recent years. This is not meant to be a comprehensive 

list of all land sales in the Tucson market, but a sample of recent land purchases.  

 

Notable Land Sales 

Location Date Sale Price Size Price/SF 

Marana Center 

HSL Marana 

05/18 $3,700,000 591,967 $6.25 

Oracle Road 

HSL 

02/19 $1,128,000 372,778 $3.03 

Houghton and Drexel 

HSL 

05/19 $4,083,280 777,546 $5.25 

250 E. Grant Road 

 

11/19 $1,200,000 92,179 $13.02 

Oracle and Linda Vista 

Aerie 

12/19 $2,600,000 425,146 $6.12 

7430 N. Silverbell 

MC Companies 

10/20 $2,550,000 762,229 $3.35 

Valencia Road 

The Woods expansion 

10/20 $1,000,000 306,943 $3.26 

4025 W. Aerie Drive 

Avila 

12/20 $9,500,000 979,676 $9.70 

1002 E. 36th Street 

Cabana Park at the Bridges 

10/21 $3,453,000 442,853 $7.80 

La Cholla and Oracle Jaynes Station 

Aerie 

12/21 $3,700,000 503,186 $7.35 
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Wilmot and Camino Boleadoras 

HSL La Estancia 

12/21 $3,700,000 895,965 $4.13 

Irvington and I-19 

Tucson Landing Apartments 

08/22 $2,700,000 370,149 $7.29 

I-10 and Moore 

HSL 

08/22 $14,2000,000 2,517,768 $5.64 

 

Below is a map with the locations of these multifamily land sales. These are located in different 

submarket areas but many are located along the I-10 and I-19 corridor. They are located in areas 

of strong residential demand or areas with projected future demand such as the northwest, north, 

and southeast sectors. Many of the land purchases were for multifamily developers who have 

been active in the Tucson market for several years, including HSL, Avila, and MC Companies. 
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Apartment Sale Transactions 

The following is a list of notable improved sales. This is not a complete list of all sales in recent 

years, but provides an example of the type of apartment properties that have sold. It is noted that 

many properties have had significant renovations since the year of construction. 

 

 

 Notable Sales 

Sale 

Date 

Address/ 

Complex 

Year 

Built 

Sale Price Units Price/Units 

09/22 5505 South Mission Road 

Mission Tierra Apartments 

1993 $38,000,000 220 $172,727 

09/22 6534 East Stella Road 

The Commons on Stella 

1963 $37,000,000 199 $185,930 

08/22 3201 East Seneca Street 

Midtown on Seneca 

1972 $28,000,000 176 $159,091 

07/22 5525 South Mission Road 

Mission Antigua Apartments 

1988 $59,000,000 248 $237,903 

07/22 3985 North Stone Avenue 

Metro Tucson 

1984 $38,500,000 232 $165,948 

07/22 7700 East Speedway Boulevard 

Peaks at Redington 

1980 $53,900,000 301 $179,070 

07/22 5755 East River Road 

Hilands 

1986 $178,000,000 826 $215,496 

06/22 750 East Irvington Road 

Palomino Crossing 

1986 $28,000,000 240 $116,667 

06/22 1241 West Roger Road 

60 on Roger 

1964 $10,175,000 56 $181,696 

06/22 4250 East 29th Street 

Villas las Mandarinas 

1977 $34,000,000 324 $104,938 

06/22 1625 East Prince Road 

Vertical North 

1968 $21,100,000 114 $185,088 

04/22 550 North Pantano Road 

Ascent on Pantano 

1982 $33,000,000 193 $168,367 

04/22 5650 South Park Avenue 

San Marin 

1986 $26,350,000 176 $149,716 

04/22 2660 North Alvernon Way 

Nottinghill Apartments 

1972 $31,500,000 323 $97,523 

03/22 6280 South Campbell Avenue 

Paseo del Sol 

1994 $33,650,000 152 $221,382 

03/22 801 South Prudence Road 

Alterra Apartments 

1987 $81,500,000 416 $195,913 

02/22 6450 East Golf Links Road 

The Standard Raintree 

Apartments 

1983 $42,000,000 364 $115,385 

02/22 425 West Paseo Redondo 

Redondo Tower 

1961 $27,000,000 96 $281,250 
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12/21 2800 West Broadway Boulevard 

Sonoran Reserve 

2005 $61,557,860 272 $226,316 

12/21 2550 West Ironwood Hill Drive 

Ascension at Ironwood 

2001 $27,850,000 140 $198,929 

12/21 2050 North Pantano Road 

Vertical East 

2002 $27,000,000 109 $247,706 

12/21 450 West Cool Drive 

Saddle Ridge Apartments 

1985 $50,000,000 248 $201,613 

10/21 8250 East Golf Links Road 

Lakeside Casitas Apartment 

Homes 

1984 $63,250,000 310 $204,032 

10/21 5100 North La Canada Drive 

Sun River Apartments 

1984 $58,050,995 294 $205,927 

10/21 4880 North Sabino Canyon Road 

Cortland Sabino Canyon 

1988 $41,000,000 188 $205,927 

10/21 7425 North Mona Lisa Road 

Desert Shadows Apartments 

1985 $69,300,000 338 $205,030 

09/21 699 West Magee Road 

Casas Lindas Apartment Homes 

1987 $32,250,000 144 $223,958 

08/21 1925 West River Road 

Cortland on the Loop 

2012 $92,750,000 304 $305,099 

08/21 4880 East 29th Street 

Villas de la Montana 

1988 $32,800,000 332 $98,795 

07/21 5132 North Prairie Clover Trail 

Galeria del Rio 

2014 $32,025,000 101 $317,079 

06/21 41 South Shannon Road 

The Reserve at Starr Pass 

2000 $57,500,000 336 $171,131 

 

 

These sales indicate that a variety of apartment types have sold recently. While many of these 

sales are larger properties with more units, there have also been many sales of smaller properties 

with fewer units. Many sales have been of higher-end apartment properties that are newer 

construction or have been recently remodeled, with these properties selling at high sale prices on 

a price per unit basis. There has also been strong demand since mid-2020 for value-add 

opportunities. These are older apartment complexes that are purchased for the opportunity to 

renovate the units and then lease the units to new tenants at higher rental rates. As rental rates 

increased significantly in 2021 in particular, many properties that were not well managed had 

rental rates well below market, with significant opportunity for a new owner to raise rents to a 

market rental rate, often after some renovations. Many properties sold within the last two years 

were value-add opportunities, with the pro forma net operating income above the actuals.  

 

Prices have increased substantially since 2019, with a significant increase in price per unit. 

Capitalization rates were decreasing. While capitalization rates can vary significantly depending 

if they are based on pro forma, actuals, or trailing 3 or 12-month, they are lower than several 

years ago. Market participants indicated that there was stronger demand for apartment sales in 

the Phoenix market than in the Tucson market, with more national and regional purchasers in 
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that market than in Tucson. However, during the last two years, as prices increased and 

capitalization rates declined significantly, the capitalization rate in the Phoenix market to a low 

enough level that purchasers and investors turned to other markets such as the Tucson market 

where capitalization rates were slightly higher. A market participant indicated that it was harder 

to win apartment deals in the Phoenix market due to the larger number of investment and high 

wealth individuals competing for apartment purchasers. One market participant indicated that if 

an apartment sold in the Phoenix market at about a 3% capitalization rate, a similar complex 

might have sold at a closer to a 3.75% capitalization rate in the Tucson market. This difference in 

capitalization rate brought more purchasers to the Tucson market. Market participants indicated 

that recently Tucson has had fewer local purchasers due to competition with more national and 

regional investors. One market participant indicated that about five years ago, about 30-40% of 

the investor base here was local. Recently, only about 10% of investors have been local due to 

the strong demand by investors outside of Tucson. The increase in demand for Tucson 

apartments helped lead to lower capitalization rates in the Tucson market. In fact, one market 

participant indicated that during this time period, apartment capitalization rates in the Tucson 

market were essentially at par with capitalization rates in the Phoenix market. This is a change as 

they are typically higher in Tucson than in the Phoenix market. However, now that market 

conditions have slowed and prices have declined, buyers are now wanting a higher capitalization 

rate in Tucson compared to Phoenix again, as is more typical. Now, the capitalization rates might 

be 25-50 basis points higher in Tucson compared to Phoenix. For example, one market 

participant indicated that if a capitalization rate is 4.75% in Phoenix, it may be 5% in Tucson.  

 

This increase in pricing has ended in the last few months as market conditions have tightened 

and interest rates have increased. While there have been few sales providing limited statistics, 

some market participants indicate that prices for apartments have already begun to decline, with 

one market participant indicating that prices have begun to decline even if the sellers do not yet 

understand this. As interest rates have increased dramatically in the last few months, 

capitalization rates have begun to rise, which leads to lower sales prices. Market participants 

indicate that not all sellers realize this, and there is currently a spread between buyer and seller 

expectations of capitalization rate and therefore prices. Some investors or owners are having a 

difficult time understanding the drastic change in the market. As the market becomes clearer, the 

decline in prices will be better understood. One market participant indicated that capitalization 

rates may have increased 1.5-2% compared to earlier in the year. Market participants indicate 

that there is some uncertainty in capitalization rates currently and they can vary widely by 

property. However, they have increased, with one market participant indicating that a Class A 

property may currently sell with a capitalization rate in the mid to upper 5% range, although this 

can vary significantly by property type and could be even high for other multifamily property 

types. 

 

Most market participants indicated they expected to see fewer sales in 2023 than in 2021 and 

2022. Buyers will be more hesitant to purchase due to uncertainties in the market and higher 

interest rates. Due to declining sale prices, fewer owners will list or sell their properties, unless 

they need to in the coming months. Investors came to Tucson in the last couple of years because 

there were few deals to find in the Phoenix market. Now there are some deals to be found in the 

Phoenix market, so many investors are turning to Phoenix instead of Tucson. The 12-month flip 

complex project, with an older property purchased for development, renovation and leased at 
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higher rates, and sold within a roughly 12-month time period, is no longer happening now. The 

holding period will be longer for the immediate future. However, market participants indicated 

there are still investors who will need investments and they will eventually return. For now, 

many investors are saving their cash and waiting on the decline in pricing. Market participants 

also indicated that properties that have been renovated and raised rents have limited value-add 

and are harder to sell in the current market due to the limited ability to raise rents. There is still 

some demand by some purchasers for a value-add property with the ability to raise rents after 

renovations. Sale prices for value-add properties have not yet declined at the rate of many other 

apartments but prices are expected to decline. 

 

The following are some of the properties listed on the market. It is noted that inventory has 

remained low over the last two years, with strong demand for apartment properties and limited 

listing periods as apartments sold quickly. Currently, with uncertainty in the market, inventory 

remains low. Due to the existing uncertainty, and the recent decrease in pricing, many property 

owners are holding properties that do not need to be sold until market conditions become clearer 

or start to improve. Therefore, there is limited inventory available in the market. This low 

inventory is expected to continue for the immediate future and deals will take longer to put 

together. One market participant indicated that prices in the Phoenix market have been harder hit 

than Tucson as Phoenix. Phoenix has more inventory and listings compared to Tucson, with 

Tucson having limited inventory listed on the market. 

 

 

Notable Listings 

Location  List Price Units List Price/Unit 

5505 N. Shannon  

Acacia Gardens Mobile Home Park 

$16,400,000 193 $84,974 

3601 E. 4th Street (Rental Homes) $6,989,000 27 $258,852 

6590 E. Golf Links Road 

Casa Larga Apartments 

$3,960,000 36 $110,000 

1350 S. 8th Avenue $3,050,000 14 $217,857 

3130 E. 4th Street 

Halmark Apartments 

$2,875,000 12 $239,583 

602 E. Kelso $2,200,000 20 $110,000 

2115 N. Oracle $1,600,000 16 $100,000 

5949 S. Fontana Avenue $1,400,000 14 $100,000 

3035-3053 N. Los Altos Avenue 

Coronado Heights 

$1,350,000 10 $135,000 
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Affordable/Subsidized Housing 

The Tucson market, like many other markets, had an undersupply of affordable or subsidized 

housing. As market rents increased rapidly in the last two years, many tenants could no longer 

afford their rent. There is now a greater need for affordable housing. While there has been some 

new construction of affordable housing, demand vastly outstrips supply. The following is the 

inventory of stabilized conventional rental units compared to stabilized affordable rental units in 

apartments with 40+ units, according to Apartment Insights. 

 

 
 

 

Per Apartment Insights, there are 3,947 stabilized affordable/subsidized housing units compared 

to 64,109 stabilized conventional units in buildings with 40+ units. As construction costs remain 

high, it is more difficult to construct affordable apartment properties as these projects may not be 

financially feasible. One market participant indicated that there is currently a gap of about 10% 

in funding for affordable housing projects that leads to many of these projects not being 

financially feasible. If this funding gap was closed, more affordable housing could be 

constructed. However, some market participants indicated this would likely require a political 

solution, which could be difficult in the current political climate. However, due to construction 

costs and the gap in funding, without assistance by the state many affordable housing projects 

will not be feasible and will not be developed for now. Therefore, there is very limited new 

affordable housing projects being constructed although there is a strong need for affordable 

housing. One market participant indicated that in all of Arizona, there is a shortage of about 

144,000 affordable housing units. While there are about 108 affordable housing projects, or over 

14,000 units, currently in various stages in the pipeline in the state, if all constructed these units 

would meet only 1/10 of the current need for affordable housing units in Arizona. Additionally, 

as discussed, many will not be constructed as they are not economically viable with construction 

costs so high. 

64,109

3,947

Inventory

Conventional Affordable
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Some market participants also indicated that due to low reimbursement rates for housing voucher 

or assistance programs, many property owners would not rent to these tenants. Previously, a 

property owner might fill in a few units in a building with tenants with a Section 8 vouchers. 

However, with market rental rates increasing but the Section 8 market rent not increasing at this 

rate, more owners or property managers would not rent to tenants with Section 8 vouchers 

because the market rental rate was below actual market rental rates. The Section 8 market rent 

has been raised recently to allow these tenants to be more competitive with those paying market 

rental rates. However, there remains a shortage of housing for these tenants. 

 

Some market participants indicated that there was already a shortage of affordable housing units. 

With the significant increase in rental rates in the last two years, many tenants could no longer 

afford to rent an apartment. Some moved in with friends and family but many became homeless, 

with the homeless population increasing. There have been some efforts to find more affordable 

housing, but there remains many barriers and a significant unmet need for affordable housing. 

 

One additional recent trend is purchasing older and/or outdated motels to convert to apartments. 

Many are located on Miracle Mile or Oracle Road. Some of these have been purchased by the 

City of Tucson for transitional housing. Others have been purchased by non-government entities 

or individuals for occupancy market rental rates or for affordable housing. Some tenants have 

housing vouchers and some of the units in these properties are utilized for subsidized or 

affordable housing.  
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Build-to-Rent Communities 

Another recent trend is the increase in build-to-rent (BTR) or build-for-rent (BFR) development 

in the Tucson market. Rental homes or casitas were first constructed by Tucson Rental Homes 

and Avilla, with their developments well established in the Tucson market. However, in recent 

years there was first a significant increase in BTR construction in the Phoenix market with rapid 

growth of this product type. As discussed, there has been a significant increase in occupancy of 

multifamily units and an increase in rents. At the same time this occurred, there was strong 

demand for single-family residences with limited inventory and rapidly increasing prices. Many 

homes were purchased by investors to use as rental homes, with regional and national investors 

purchasing homes to form rental home portfolios. This increase in prices has led to many 

potential homeowners being unable to afford homes in recent years. Many of these potential 

homeowners have instead opted to rent homes instead of purchasing due to the limited home 

supply and increased prices. Some tenants may choose to rent in a rental home community 

because they do not desire to own a home but want the amenities of a home. These tenants want 

their own space with a backyard and the feel of being in a home without actually owning a home. 

Rental home communities help bridge the gap if someone is unable to afford home ownership 

but desires to be outside of an apartment and in a residential community. The pandemic was 

another factor in increasing demand for rental home communities, with more people wanting to 

be out of higher-density traditional apartment complexes and in a home with more space and 

privacy. The strong rental demand has led to new BTR developers to enter the Tucson market, 

with many new planned developments.  

 

Market participants indicate there are different types of BTR or rental home communities. They 

range from horizontal multifamily communities, which are similar to typical multifamily 

properties but do not stack units, to attached BFR, to detached BFR single-family residences. 

Some are developed with higher densities and common area parking, with many having a mix of 

one, two, and three-bedroom homes. For many of this type of development, about 50% of units 

may be two-bedroom units, although this can vary by location and product type. These may 

appeal to young couples or families or those who have downsized from larger homes. Other 

communities are designed with a traditional single family density, and may even be a single 

family subdivision specifically built for rental home communities or purchased for this purpose, 

with some instances in other locations of buyers buying out a subdivision to use as a rental 

community. In this case, a purchase agreement may be signed before construction begins. These 

homes have a lower density that may be more typical of a traditional single-family subdivision, 

likely have garages, and may contain three, four, and even five-bedroom homes, with four-

bedroom homes being most in demand for this type of rental home product. While home buyers 

may pay more for a larger home, larger lot, or higher-end finishes, renters may not pay much 

more for these factors. Therefore, homes in rental home subdivisions tend to be smaller than 

homes for purchase with the same number of bedrooms. One market participant indicated that as 

an example, a typical three-bedroom single family residence in a tradition SFR subdivision may 

be 1,850 square feet, with a similar three-bedroom home in a BTR development containing 1,400 

to 1,500 square feet of building area. Similarly, a four-bedroom home may be 1,600 to 1,750 

square feet in a BTR community but over 2,000 square feet in a traditional SFR community. 

Rental home communities tend to have smaller homes more efficient homes on smaller lots. Lots 

in the more traditional subdivision type communities, lots can be 40 by 110 feet but this can 
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vary. These may most appeal to families or couples desiring more space and tend to be located in 

areas with jobs and good schools, factors that appeal to families. 

 

While some BTR developments have smaller lots, most have a private yard. The privacy of a 

private yard is seen as a significant amenity within these communities. Some rental communities 

are built with the extensive common area community facilities seen in Class A apartments such 

as resort-style pool, community center, and gyms. However, many are built with minimal 

community facilities, which may include a pool, dog park, and walking trails. For these 

communities, the privacy, yards, and perhaps a garage are considered adequate amenities and the 

extensive amenities are not desired by the tenants in these developments.  

 

Some market participants mentioned that a rental home community is built differently than a 

traditional multifamily property or a traditional residential subdivision. These differences occur 

in both the design phase and in the construction with the contractors and subcontractors. A 

typical multifamily contractor can’t easily build this product without learning the differences. 

Because of this, not all multifamily contractors can build a rental home community and there are 

fewer available contractors for this product. Additionally, it can be difficult to find the right site 

to support this product and land prices have gone up significantly in recent years. A rental home 

community will be located near stores and typical amenities. The site should have zoning or the 

ability to get zoning. One market participant indicated that sometimes during rezoning there can 

be resistance to a typical multifamily apartment complex, but there may be less resistance to this 

product as it more closely resembles a residential subdivision. The site should allow for a layout 

with yards that are not too crowded and allow for privacy. The rental home community should 

lease up quickly if it is located in an area with demand and has features such as a layout with 

privacy, not overly crowded, and having the right unit mix for the area.  

 

Within the Tucson market, we have so far seen more of the higher-density rental home 

communities with fewer of the traditional single-family subdivisions style previously developed, 

with more development of that product so far occurring in the Phoenix market. However, if 

demand continues to grow this may change in the future with an increasing mix of product types. 

Institutionalization of the asset class has allowed for more financing opportunities for this 

product type. Once the project is completed, the property sells based upon the capitalization rate 

instead of retail prices of the homes, so the price based upon the capitalization rate could be 

higher than the retail values because they are selling the NOI. The capitalization rate for a new 

BTR community is similar in range to similar apartments and have seen a similar increase. While 

they may have sold at an upper 3% capitalization rate a year ago, they may now be in the mid 

5% range. It is rare to sell off the homes in a rental home community individually as the value 

should be higher as an income property. 

 

It is noted that some investors have purchased scattered homes in different communities or 

subdivisions and utilize them as a portfolio of rental homes. This differs from all of the rental 

homes being located in one dedicated BTR community. A properly can’t purely sell based upon 

a net operating income if not part of one community but instead scattered homes. In these cases, 

a buyer typically won’t pay more than retail value for the individual homes because they can’t 

obtain the same agency financing for scattered homes that can be obtained for a dedicated BTR 

community. These scattered home portfolios would have a higher capitalization rate compared to 
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a dedicated rental home community, particularly for older homes. Scattered home portfolios with 

newer homes could be in the 5.5-6.25% capitalization rate range, and even higher for older 

homes. 

 

How do rents compare for a rental home versus a traditional apartment? One market participant 

indicated that rents for a rental home may be around 30% higher than a traditional apartment in 

the Phoenix market. For example, if an apartment is renting at $1.50 to $1.65 per square foot, the 

rents may be closer to $2.00 per square foot for a rental home. However, it is noted this rental 

rate difference can vary based upon the type of rental home. 

 

Currently, there is lessening demand for rental home communities due to the increasing interest 

rates. As with traditional apartments, it can be more difficult now to get a construction loan than 

in the previous few years and the debt to equity ratio has declined from about 65/35 to closer to 

50/50. Lenders are more hesitant on loans for the product. Holding periods vary with some 

preferring longer or shorter holding periods, and can be three to five years or ten years or more 

for a longer holding period. Most buyers are driven by the rate of return. It is unknown if any of 

the announced projects in the Tucson market will no longer be constructed or will be 

significantly delayed. Market participants indicate that there may be more limited construction of 

this product type in the Arizona market for a few years but hope it increases again as inflation 

and interest rates decline in the future. Some of the bigger groups have paused on buying but 

there is still demand by investors and renters. People can’t move homes easily and will stay in 

their rental homes if they can, which will help support occupancy.  

 

The following are some of the existing and planned BTR or rental home communities in the 

Tucson market: 

 

Tucson National Casitas - 3205 W. Cortaro Road – 119 units 

Tanque Verde Casitas - 8701 E. Tanque Verde Road – 105 units 

Richland Heights Homes - 3360 N. Mountain Avenue – 38 units 

Sabino Canyon Homes - 5343 N. Sabino Canyon Road – 44 units 

Cortaro Casitas - 3869 W. Cortaro Farms Road – 135 units 

La Mariposa Casitas - 10210 E. Speedway – 142 units 

Avilla Tanque Verde - 2495 N. Desert Links – 85 units 

Avilla River - 1000 W. River Road – 76 units 

Avilla Preserve - 2501 W. Orange Grove – 184 units 

Avilla Marana - 4050 W. Aerie Drive – 284 units 

Avilla Sabino - 3500 and 3515 N. Sabino Canyon – 183 units 

Moderne at Rocking K Ranch - 12500 East Old Spanish Trail – 224 units 

Catalina Highway Casitas – 9125 E. Catalina Highway – 85 units (phase 1) 

Aerie Northwest - W. Oracle Jaynes Station Road – 141 units 

Linda Vista Village at Cascada - Linda Vista Boulevard – 392 units 

Moderne at Gladden Farms – Wentz and Marana – 182 units 

Arisa Mandarina - Tangerine and I-10 – 283 units 

La Estancia - Camino Boleadoras – 295 units 

Escalera - Valencia and Houghton – 215 units 

Cortaro 57 - Cortaro Farms Road – 200 units 
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The following is a map of the above rental home communities. 

 

 

 
 

Existing rental home communities are generally located in the near northwest, north, and 

northeast sectors. New rental home communities, under construction or planned, are expanding 

into areas of growing residential developments including the northwest, Marana, and southeast 

sides of town. Again, it is unclear if all of the planned developments will be constructed, at least 

in the next few years, due to slowing market conditions.  
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Demand Factors 

As seen in this report, there was an increase in demand for multifamily properties starting in 

mid-2020. There was an increase in demand for rental units as units were absorbed and vacancy 

declined. This led to a significant increase in rents, with rents increasing approximately 20% per 

year during this time. At the same time, there was a strong demand by investors for the purchase 

of apartment properties. Many value-add opportunities were purchased to renovate the property 

and lease up the property with new tenants at a market rental rate. There was a strong demand for 

multifamily properties of all types with regional and national investors as well as local investors 

purchasing properties in the Tucson area. Sale prices increased during this time with 

capitalization rates declining. There was limited inventory with properties selling quickly. What 

led to this strong demand for multifamily properties? There have been a few factors that have 

contributed to the growth for rental units. 
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Population Growth 

While some big cities lost population in 2020 as Covid-19 and more remote workers led to an 

increase in people moving, Tucson has seen a growth in population. In May 2020, a Forbes 

article listed Tucson as one of the top ten cities poised to economically recover from Covid-19, 

which increased interest in the Tucson market. Several market participants indicated that 

population growth contributed to the demand for homes and rentals. Per the following chart 

provide by Eller College Economic and Business Research Center, the total population of the 

Tucson Metro Area increased by 0.71% in 2020 and 1.22% in 2021. It is noted that while the 

Tucson Metro Area population increased by 1.22% in 2021, the City of Tucson population 

increased by only 0.54%. The greatest growth in this time was in Marana, with growth of 4.63% 

in 2020 and 4.81% in 2021, Sahuarita, with growth of 2.96% in 2020 and 3.52% in year to 2021, 

and Oro Valley with growth of 1.04% in 2020 and 2.15% in 2021. 
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How did recent growth in Tucson compare to the rest of Arizona? Per Eller, Tucson’s 2021 

growth of 1.22% was below the state average of 1.52%, with the Phoenix-Mesa-Glendale MSA 

experiencing growth of 1.68% and Prescott MSA experiencing growth of 1.73%. Therefore, 

Tucson is growing, but below the rates of other areas of Tucson. Due to the strong population 

growth in the Phoenix Metro Area, there has been strong demand for rentals and homes in the 

area, with strong rental growth there as well. 

 

 



49 

 

The following chart is from the Map AZ Dashboard. This indicates that the population growth 

rate in 2021 in Tucson was 1.2%, putting us above the national average as well as many other 

cities in the regional, including Las Vegas, Colorado Springs, Salt Lake City, and El Paso. 

However, the dashboard chart indicates our population growth was below other fast growing 

cities including Phoenix, San Antonio, and Austin. 

 

 
  



50 

 

Employment Growth 

Like most other places in the country, Tucson’s unemployment spiked in March and April 2020 

due to the immediate impacts from Covid-19. However, the unemployment rate rapidly declined 

after that, reaching its lowest point in mid-2022. The following chart from Eller College 

Economic and Business Research Center utilizes unemployment data from the Bureau of Labor 

Statistics and the Arizona Office of Economic Opportunity. The seasonally adjusted 

unemployment rate in the Tucson MSA reached 2.9% in May 2022. It has recently increased, 

reaching 3.8% in August and 4.6% in September. However, the low unemployment rate was 

another factor in increasing demand for housing and therefore rental properties. Heading into the 

current uncertainty and a potential recession, it is unknown how much unemployment will rise. 

However, market participants indicated that continued employment growth, especially jobs that 

support new housing, will support multifamily properties. It is important that new multifamily 

properties be developed in the path of growth and areas of employment.  
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How did Tucson’s unemployment compare to the rest of Arizona? Eller College provided the 

following chart. In May 2022, when Tucson’s unemployment rate was 2.9%, this was actually 

below the United States unemployment rate of 3.6% and the Arizona unemployment rate of 

3.2%. While the Phoenix-Mesa-Chandler MSA had a lower unemployment of 2.5%, Tucson’s 

remained below the state average. However, due to the increase of unemployment to 4.6% in 

Tucson in September 2022, the unemployment rate is now higher than the Arizona 

unemployment rate of 3.7% and the United States unemployment rate of 3.5%. This indicates 

that in the last few months, Arizona in general as well as the Tucson metro area have seen a 

greater increase in unemployment than the United States overall.  
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Residential Growth 

At the same time demand was growing for rental units and multifamily properties, demand grew 

at an increased pace for all residential properties including single family residences. Interest rates 

were low, allowing many more to afford homes. There was strong demand for homes from 

people who intended to live in the home. At the same time, there was increased demand for 

homes from investors. With good demand for rentals and low interest rates, many investors 

looked to purchase homes to utilize as investment properties. This included investors from 

outside of Tucson, who were drawn to the affordability of Tucson homes and strong rental 

demand. Many homes were purchased by investors who assembled portfolios of rental homes. 

There were bidding wars for many homes, with many locals outbid by out-of-town investors. In 

recent years there has also been demand for homes from those who purchase homes to use as 

short-term rentals. Removing homes from the market for both short-term rentals and traditional 

longer rentals put upward pressure on homes as those looking to buy a home to live in had more 

competition. However, with inflation increasing, interest rates have risen recently, which has 

lowered demand for residences.  

 

The following is the median sale price for residential properties in the Tucson market, according 

to Tucson Multiple Listing Service (MLS). The median sale price increased rapidly since mid-

2020, particularly in 2021 and the first part of 2022.  

 

 
 

The number of closed sales remained high from mid-2020 through mid-2022, but has 

significantly declined in the last few months as fewer homes have sold and interest rates ranged. 
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As home sales have dropped off and interest rates rise, sales of both new and existing homes 

have declined. The following is new private housing permits issued in the Tucson Metro area, 

according to Eller’s Economic and Business Research Center from the U.S. Census Bureau.  
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The number of new home permits has declined rapidly in the last few months in the Tucson area. 

In fact, the number of permits decreased more rapidly in Tucson compared to the Arizona 

average or Phoenix Metro market. According to the Economic and Business Research Center, 

the number of permits for single-family residences in September 2022 in the Tucson metro area 

declined 55.6% from the previous year, compared to a decline of 36.1% in the Phoenix metro 

area and 33.0% in all of Arizona. For all residential permits (including single-family and 

multifamily properties), the number of permits in September 2022 declined 44.0% from the 

previous year, compared to a decline of only 1.9% in the Phoenix metro area and 6.2% in all of 

Arizona. This indicates that Tucson is seeing a significant decline in new permits for both single-

family and multifamily properties right now that is greater than other parts of Arizona. 
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Shortage of Existing Multifamily Properties 

As discussed earlier in this report, Tucson has a significant stock of older apartment complexes, 

with most multifamily complexes constructed before the 2000’s. There has been limited new 

apartments constructed since 2000, which has led to an undersupply of existing supply of rental 

units. There is a larger supply of older multifamily properties. While there has been more 

renovation in the last couple of years, there remains a larger stock of older apartment units that 

have not had significant renovations. Many builders and developers were busy in more recent 

years in the Phoenix market, with more growth in that larger market. Tucson has had several 

builders who have found success in developing apartments in the Tucson market; however, there 

were many more in the Phoenix area. However, there has been an increase in interest in the 

Tucson market in the last couple of years due to our rapidly increasing rental rates and low 

vacancy rate. Because of the limited construction in recent decades, the apartment market in 

Tucson is considered underbuilt. Therefore, as population grew, many people in the market 

expected an eventual shortage of rental units that would eventually impact rental rates and 

vacancy rates. The unmet demand for apartment properties is one factor that has fueled the recent 

strong increase in rental rates. There remains an undersupply of apartment units and demand is 

greater than supply, especially for affordable housing. However, due to high construction costs it 

is not financially feasible to develop many properties to meet the unmet market demand. 

  



56 

 

Investors 

Market participants indicated that new buyers had entered the Tucson market in the last couple 

of years. As discussed, for purchases of both single-family and multifamily properties, more 

regional and national investors have turned to Tucson. As prices for multifamily properties 

increased first in bigger cities that first attract more of these investors, capitalization rates 

decreased in these cities. Tucson had slightly higher capitalization rates, which helped attract 

these buyers to the Tucson area. The following is the sales by buyer type for apartment 

properties in the Tucson market in the previous 10 years, per CoStar. 

 
 

The following is the sales by buyer type for the previous year. This indicates that in the last year 

more purchasers are private equity and institutional purchasers. 
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Financing 

Low interest rates have been one of the drivers of demand for residential properties in recent 

years. The low interest rates seen in recent years have allowed many to afford to purchase single-

family residences. Low rates allowed for refinancing of homes and multifamily properties that 

led to increased demand for renovations that impacted construction costs, with labor and 

materials in high demand. Low interest rates also helped make the purchase of multifamily 

properties more affordable. However, due to rising inflation, the Federal Reserve recently raised 

the Federal Funds Effective Rate in order to lower inflation. Recently the rate was raised again 

another 75 basis points on November 2, 2022 to 3.75 to 4%.  

 

 
Interest rates have risen rapidly as this has occurred. Per the St. Louis Fed, the average 30-year 

fixed rate mortgage in the United States was 7.08% on October 2021, 2022. Interest rates have 

risen for all property types.  
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Additionally, in addition to interest rate increases, the loan-to-value ratio requirements have 

changed recently. Whereas before recent months the loan-to-value ratio may have been 60-65%, 

perhaps even 70%, it may be 50-55% now. For bridge loans, the loan to cost ratio may have been 

80% before and is now 60-65%. This is requiring purchasers and builders to provide 

significantly more money up front, in addition to paying higher interest rates. One market 

participant indicated that the rate for a 10-year loan may be 6-6.5% now, compared to around 

mid-3s a year ago, and could increase by 50-100 basis points or more. However, if interest rates 

increase significantly beyond that, then lending could slow too much. There is also more 

hesitancy in the type of property for lenders. During the last couple of years, the year of 

construction didn’t matter for lenders, and properties before 1960’s had good interest. Many 

equity partners now won’t be involved in multifamily properties that were built in the 1970s or 

earlier and lenders are more hesitant to loan for these older projects as well. This is slowing 

demand for financing for new sales and is making new construction projects more difficult. 

However, most market participants think that Tucson is still a good market for investors. While 

many regional or national investors may still go to Phoenix first, some will continue to look at 

Tucson now. The current conditions are likely to continue for the near-term, with the market 

waiting to see what happens. Market participants indicate there are still opportunities out there, 

but they are not as easy to find and can be more difficult to make financing work.  
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Near Term Projections 

After two years of strong demand for multifamily properties, rising interest rates have dampened 

demand for all property types, including multifamily properties. What do market participants 

believe will happen in the multifamily market in the immediate future? Market participants 

indicate that there has been significant uncertainty and hesitation regarding the market in the last 

few months. This is likely to continue in the immediate future. Interest rates are projected to 

continue to rise, which will continue to dampen demand for purchases and refinancing. Some 

people indicate that the rising rates also increase chances for a recession, which would further 

hold back demand. Those with short-term debt that is coming due now or in the immediate future 

may be forced to sell or refinance at unfavorable terms. Many are holding off on refinancing, 

constructing, or purchasing due to interest rates as well as shifts in debt to equity ratios. The cost 

of money will remain a significant issue for the near-term future at least. 

 

Market participants generally project that construction costs will slightly decrease or remain 

stable, and do not generally project a significant decrease in construction costs in the immediate 

future. Some felt that supply chain issues could continue for several years, which will keep costs 

from declining significantly. Additionally, supply chain issues could be a destabilizing factor and 

there could be changes in supply chains and offshoring patterns. While some materials may 

decline in price, there remains a shortage of subcontractors and trade workers in the Tucson 

market that will allow labor costs to remain high for now. However, with construction costs 

remaining high and a significant increase in financing costs for construction projects, and 

without a significant increase in rent to offset this, some new construction projects may not be 

financially feasible in the immediate future. Several market participants indicated that many of 

the proposed and planned construction projects may not get built in the immediate future, or 

perhaps ever. 

 

While multifamily rent growth has declined significantly in the last few months, most market 

participants do not project rental rates will actually decline. While last year saw rent growth of 

approximately 20%, rent growth is expected by many to slow to 2-5% in the near future, while 

other market participants believe rents may flatten in the short term before experiencing more 

typical rental growth of 2-3%. Most market participants do not believe rents will actually 

decline, although some believe this is a possibility in 2023, particularly for rents at the high end 

of the rental rate range. Due to the strong demand for lower priced rentals, rents are unlikely to 

decline for units with lower rental rates. One market participant indicated that due to the rapid 

rental rate growth and the poor management of many smaller complexes that saw rental rates not 

being increased, many apartments, particularly older and smaller complexes, may have rental 

rates still significantly below market rates. While large properties may have better management, 

some smaller complexes under 80 units may have more limited property management and some 

properties does not always raise rents as the market changes. Therefore, there are many 

properties that may see rental rate increases in the future. Vacancy rates may increase slightly but 

due to a shortage of properties, vacancy is not projected to increase significantly. Market 

participants expect that any decline in occupancy in Tucson will be less than the decline in 

occupancy in the overall United States. This is because of factors in Tucson such as the lack of 

inventory, particularly affordable inventory, will help keep occupancy from declining 

significantly. Supply will tighten as more people continue to move here. For now, leasing has 
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slowed down, with some units taking weeks instead of days to lease. More properties may be 

willing to work with tenants with Section 8 vouchers as leasing slows. While concessions are not 

widely being offered yet, some felt that consumers are feeling cost increases more with increased 

inflation. There is likely to be a slight increase in concessions, with few concessions offered in 

the last two years, and delinquencies have started to increase slightly. Some market participants 

felt that when tenants have financial difficulties with higher inflation and costs, people will 

double up (such as adult children moving in with parents or grandparents) which can increase 

vacancy rates. 

 

Sale prices are expected to decline as capitalization rates rise. A few market participants 

indicated there is a disconnect between buyers and sellers as sellers do not yet realize that 

capitalization rates have increased and prices have declined. As this becomes clearer, the price 

decreases will be seen. While some buyers remain active, many are waiting for market 

conditions to become more apparent and prices to decrease. Many owners are holding off on 

listing their prices and will wait if finances allow. This has led to low inventory and few listed 

properties. Overall, market participants expect there to be fewer sales in 2023 compared to 2022. 

Market participants do not expect a quick market correction. They indicate some buyers think 

this will be a longer-term correction and are being more conservative and holding off on buying 

for the moment. 

 

Market participants believe that Tucson’s fundamentals will allow the multifamily market to 

weather the downturn better than many other markets. One factor is the relative shortage of 

housing, particularly affordable housing. As previously discussed in the report, there was limited 

apartment construction for many decades, and Tucson is considered to have a shortage of 

housing. Due to this shortage, demand for rental units is not expected to decline significantly and 

this will help keep rents from declining.  
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Additionally, despite the recent significant increase in rents, Tucson remains relatively 

affordable compared to many other locations as rental rates have risen throughout the country. 

The following is the Housing Affordability Index from the MAP dashboard. In 2021, 64.4% of 

homes sold in the Tucson Metro Area were affordable to a family earning the local median 

income. While this was a decrease from 74.7% in 2020, Tucson remains more affordable than 

many other cities and below the national average of 57.3%. Due to the relative affordability, 

market participants feel that there will remain demand for Tucson. 

 

 
 

 

While Tucson’s multifamily market is facing uncertainty and storm clouds, market participants 

feel that we have the fundamentals to weather the storm. 

 

 

 

 


