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•Multifamily: As of Q4 2017, DFW had 38,792 units of multifamily housing
underway in the construction pipeline, the largest of any metropolitan area in the
U.S.
•Industrial: In 2017, developers in DFW delivered 26.8 million sq. ft. of industrial
space, a market record.
•Office: At year-end 2017, 22 projects remained in the construction pipeline
totaling 4.4 million sq. ft., with 83% being speculative developments.
•Is DFW experiencing an “oversupply” of construction? With DFW topping charts
across U.S. construction totals, some question if, or when, this new supply will
outstrip demand. The market is different now than past expansion cycles for
several key reasons and it impacts all major asset types across DFW. Mainly due
to job growth and population gains. Here’s how.

DFW residential and job growth matched with high-profile corporate relocations,
disciplined development and lending standards lead to stable CRE vacancy rates
boosted by strong pre-leasing.

For example, total DFW non-farm employment is strong, growing at a yearly rate
of at least 3% (422,400 new jobs) since 2013, with over 42,000 office-using
payrolls added in the past 12 months alone. Employment growth is expected to
taper to ~2% in 2018 (or 73,800) according to Moody’s Analytics, but that is still
well above the U.S. average which has historically hovered around 1.5%.
Meanwhile, the Metroplex has a stout 5-year projected average annual population
growth rate of 1.9% or about 391 new residents per day. So what does this mean
for new supply?

UNDER CONSTRUCTION: TOTAL DFW CRE AS A SHARE OF EXISTING
INVENTORY
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*Projected metrics after one year of lease-up

MULTIFAMILY DEMAND IS LEADING INDICATOR

The Dallas-Fort Worth area had 38,792 units of multifamily housing in its
construction pipeline as of Q4 2017, according to Axiometrics, the largest amount
under construction in any metropolitan area in the country. However, these new
properties are mainly distributed across Plano, Allen, and McKinney, the central
Oaklawn submarket, and the Northwest submarkets of Denton and North Irving. 
These are the same areas where Moody’s Analytics forecasts the bulk of
Dallas/Fort Worth’s job growth (83,200 new payrolls) to occur this year.
Consequently, the real question is whether 2018 and 2019’s newly delivered
apartment units will help meet increasing demand.

RECORD SUPPLY . . . RECORD DEMAND

DFW industrial developers delivered 26.8 million sq. ft. of industrial space in 2017,
a market record; 20.6 million sq. ft. was absorbed immediately. Overall vacancy
ticked up slightly by 40 bps. The current construction pipeline totals 19.2 million
sq. ft. and 50% is preleased. If the total speculative space now under construction
were delivered to market tomorrow and go unoccupied by (highly unlikely as
CBRE research is tracking 15 million sq. ft. in active tenant requirements) DFW
industrial vacancy would only notch up to 7.6%, still well below the long-term
average of 8.7%. Many of the new larger projects are being constructed near the
periphery of the Metroplex, such as the 1,089,642 sq. ft. 35 Eagle Building A in
Alliance, as quality infill land positions are becoming more sparse.

Looking at the cycle as a whole, developers delivered 102.3 million sq. ft. since
2009, more than the total existing Austin and San Antonio industrial market
inventories combined. Absorption for the same time period totaled 125 million sq.
ft., with over half of this demand taking place in 2016 and 2017. New industrial
demand is actually lagging behind new supply. 

BUILDING, BUILDING . . . OFFICE BUILDING

More than 8.4 million sq. ft. of DFW office space was delivered in the last two
years. Meanwhile Class A vacancy moved more or less sideways at 20.1%. By the
close of 2017, 22 new office projects were in the pipeline totaling 4.4 MSF with the
majority being speculative, apart from three build-to-suit (BTS) developments.
Current pre-leasing at 40% is within the post-recession long-term average of
49.8%, a strong metric by overall DFW office market standards. The largest
concentration of office space under construction is located in Far North Dallas and
Uptown/Turtle Creek, both with more than one million sq. ft. under construction,
each with pre-leased rates of at least 44%. Both submarkets see new demand
meeting new supply.

THE 2018 LEVEL

Since 2010, DFW has seen 16.7 million sq. ft. of new office space completed.
Meanwhile, 96.7 million sq. ft. of industrial space was added to the Metroplex
inventory and 115,499 multifamily units constructed. Occupancy for the three
sectors at year-end ‘17 leveled at 80.4%, 93.6% and 94.5%, respectively. And
new payrolls exceeded 77,600 and population gains pushed past 126,400.

No wonder DFW developers have been busy.
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