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Purpose: 
To provide a comprehensive market analysis 
for the purpose of advising a national 
apartment REIT on investment decisions in 
the Seattle market. This report offers in-depth 
analysis of supply and demand in Green 
Lake/Wallingford area and local knowledge 
of the Stone Way “Micro-Market.” 

Studied Market: 
The Stone Way Micro-Market is sandwiched 
between the edges of the Fremont and 
Wallingford neighborhoods of Seattle. 
Within walking distance of Fremont, it 
provides some of the same independent, 
modern style that attracts the millennial 
generation. At the same time, the Stone 
Way Micro-Market borders neighborhoods 
of single family housing, which has a more 
quiet, traditional environment. Moreover, 
Stone Way provides easy commutes to 
downtown and companies like Tableau, 
Google, Deloitte, which are located nearby. 
Above all, Stone Way Micro-Market is an 
evolving place with potential opportunity for 
multifamily investment and development. 

Market Condition: 
In order to better understand the Stone 
Way Micro-Market, we studied the supply 
and demand of  the larger Green Lake/
Wallingford submarket, as defined by Dupre 
& Scott apartment advisor. Seattle is a hot 
market for job growth, and as a result Green 
Lake/ Wallingford area is experiencing 
strong population growth.  At the same time, 
developers are producing an over-supply 
of apartment projects in the Green Lake/
Wallingford area. Because of large supply 
scheduled to come online in the next three 
years, we believe the current market will 
enter a three year phase of higher vacancy 
rates and lower ability to command rent 
growth.

Methodology: 
Due to the uniqueness of the Green 
Lake/Wallingford submarket, we felt 
that a top down capture rate method 
would not be representative. Instead, 
we studied the Green Lake/Wallingford 
submarket conditions, which we believe 
more effectively represent the Stone Way 
Micro-Market. More than that, we visited 
and studied all of the institutional grade 
apartments and upcoming apartment 
projects in subject micro market to improve 
the accuracy of our recommendations.   

Recommendations: 
Stone Way Micro-Market is attractive for 
multi-family investment. However, because 
of the risk of hyper-supply in this market, 
we recommend that our client purchase 
obsolete property now for short-term retail 
leasing, and wait to observe how supply is 
absorbed by new demand. We believe the 
market will be ripe for new completions in 
2019-2020.

Executive Summary
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Our team has been hired to study an 
apartment market segment in Seattle, 
WA, which, for the purposes of this 
analysis, we have named the “Stone Way 
Micro-Market”. We have completed a 
comprehensive market analysis for this area, 
and in our report we highlight opportunities 
for acquisition or development of modern, 
institutional-grade apartment properties 
in the neighborhood. Our analysis looks at 
current market conditions and forecasts 
effective rents and occupancy rates for the 
next ten years (2015-2025).

Our data resources for this study included: 

• Dupre & Scott Apartment Advisors: 
High quality historical data for rent and 
vacancy by submarkets in the Seattle 
MSA. Dupre & Scott surveys up to 70 
percent of local properties to obtain 
a strong estimate of actual rent and 
vacancy values. The group differentiates 
these estimates based upon the age of 
the property and the style of the unit. 
Additionally, Dupre & Scott compiles a 
development pipeline of properties that 
are planned, under construction, and 
have been completed, allowing for better 
forecasting of short-term supply changes. 

• US Census Bureau & Center for 
Economic Studies: Demographic and 
socioeconomic data for both residents 
and workers within census block of the 
Seattle MSA as deduced from Census 
and American Community Survey data. 

• ESRI Business Analyst Online (BAO): 
Housing, income, and tapestry data 
for residents of census blocks within the 
Seattle MSA, as well as initial forecasts for 
future population, household formation, 
and housing unit growth.

• Independent market survey: Conducted 
phone survey of institutional grade 
properties along Stone Way to obtain 
current data on rents and vacancies. 

• Property Tours: Physical inspection of 
properties to understand the quality, 
finishes, condition, and context of the 
peer group. Tours also included informal 
interviews with property managers and 
leasing agents to obtain perception of 
market conditions.

Project Definition
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Seattle Metropolitan Economy
With a population of 3.67 million in 2014, 
Seattle-Tacoma-Bellevue, WA Metropolitan 
Statistical Area is the nation’s 15th largest 
metro area. It includes the counties of King, 
Snohomish, and Pierce. The economy of the 
Seattle metro area is a mix of old industrial 
manufacturing, new internet technology 
companies, and retail business. Before 
moving its headquarters to Chicago in 
2001, Boeing was the biggest employer and 
economic driver in the Seattle metro area. 
Now, the metro area’s biggest economic 
driver is internet technology companies. 
Amazon.com, which is headquartered in 
Seattle’s South Lake Union neighborhood, 
is expanding rapidly and additions to 
the downtown campus are expected 
to accommodate 71,500 employees by 
2019. Other big tech employers in the area 
include Microsoft, T-Mobile, and Expedia. 
Another important economic segment in 
Seattle metro area is retail business. The 
coffee chain Starbucks, department store 
Nordstrom, and warehouse club chain 
Costco are all key employers.

The current economic conditions are strong, 
and the job market is growing in the Seattle 
metro area. From 2010 to 2015, the number 
of jobs grew from 1.70 million to 1.88 million, 
and the unemployment rate decreased 
from 10% to 4.6%, which is 0.9% lower than 
the national average. In addition, the 
Seattle metro area has the 14th highest 
median income of all the MSAs in the United 
States with $50,733. Big employers offering 
high-paying jobs attract people from all 
over the country to live and work in the 
Seattle region. Over the past 12 months, 
over 110,000 people turned in out of state 
licenses. According to EconomicForecaster.
com, the metro area can expect to add 
51,000 new jobs in 2015. In 2014, the number 

of new jobs added was 56,000, which signals 
a slow-down in job growth and indicates 
that the business cycle is near or just past 
the peak right now. 

Since the housing bubble burst in 2008-
2009, the stock market has been performing 
well and growing until now. When the 
tech bubble burst in 2000, the stock price 
was 146% of fairly valued price. When the 
housing bubble burst, the stock price was 
108%. However, now it is valued as 128%. At 
the same time, while average bull market 
circle is 5.5 years, we have in this good 
market for 7 years. (Source: http://www.
forbes.com/sites/mikepatton/2015/05/22/
are-we-close-to-the-next-stock-market-
correction/) Moreover, currently interest rate 
is around 3-4% which is very low compared 
to historical rates, and it is increasing. Uwe 
Parpart, MD & Head of Research at Reorient 
Financial Markets, says the possibility of the 
Fed raising rates too early, along with the 
collapse in oil markets, are key risks for the 
US economy. While compared to the rest of 
the country Seattle’s economy is performing 
exceptionally well, one important risk to 
bear in mind for the Seattle metro area is 
the financial health of its biggest employers, 
namely Boeing, Amazon.com, and 
Microsoft.

General Property Market Trends
In Seattle, renter-occupied housing units 
make up 51.9% of the city’s total occupied 
units. While Seattle is known for the unique 
character of its single-family neighborhoods, 
new development of multi-family projects 
now far exceeds single family home 
development. From 2010 to 2014, the 
number of single family housing permits 
issued each year grew from 250 to 679. By 
contrast, the number of multi-family housing 
permits grew steadily from 435 in 2010 to 667 

Market & Submarket Context
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in 2013, and then quickly shot up to 1,811 in 
2014, as the multi-family real estate market 
heated up.

New multi-family apartments are catering 
to the influx of young professional renters 
to the region, many of whom are single or 
couples without children. As a result, units 
are becoming smaller, with more studio, 
one-bedroom, and “urban one-bedroom” 
options, as opposed to family-sized two- 
to four bedroom options. The “urban” or 
“open” one bedroom unit is very popular 
in newer buildings, and provides a smaller 
unit type while giving the sense of a full one-
bedroom. Micro units are popular for student 
housing, and they also offer alternative 
housing options for people who are willing 
to compromise space in order to live more 
affordably in neighborhoods where rents 
tend to be high (e.g. Capitol Hill).

Seattle Land Constraints
Due to the Seattle area’s unique physical 
landscape, which is hemmed in--and 
sometimes bisected by--a number of water 
bodies, the land supply is significantly 
constrained (See Figure 1). In addition, 
much of the Seattle region is already “built-
out”, meaning the majority of new building 
projects take the form of redevelopment 
of less productive uses, rather than new 
greenfield development. These constraints, 
paired with a booming economy, result in 
relatively high construction and land costs.

Seattle Planning Context
While a great deal of new development 
has occurred in the city and region over 
the past five years, it is worth noting that 
the Seattle area’s planning processes 
and zoning structure are somewhat more 
complex than in other markets around the 
country. Proposed projects are required to 

undergo a Design Review process before 
they are approved for a building permit. 
This process is open to the public and can 
take months, or in extreme cases, even 
years, to complete. The city is also currently 
considering changes to its affordable 
housing incentive zoning program, which 
may result in stricter affordable housing 
regulations or increased development fees 
placed on new projects in coming years.

While many Seattle residents drive and 
own cars, the “2014 Modesplit Survey” by 
Commute Seattle found that just 31% of 
commuters who work in Downtown Seattle 
drive to work. 45% use public transit, 7% walk, 
and 3% bike to get to work. In addition to 
the region-serving bus and light rail systems, 
Seattle has an expanding streetcar network 
through South Lake Union, Capitol Hill, First 
Hill, and the International District, and new 
light rail stations opening up in Capitol Hill 
and the University District which will open in 
the next two years. This diverse public transit 
system is likely to appeal to young renters, 
who are choosing less and less to drive and 
own their own cars. In addition, numerous 
rideshare and bikeshare opportunities in the 
city make it even easier for residents to go 
car-less.

Green Lake/Wallingford Planning Context
The Green Lake/Wallingford Submarket, as 
delineated by Dupre & Scott (See Figure 
2), encompasses roughly 5 square miles 
and a population of 65,202 people, or 
31,356 households. The majority of the land 
in this submarket is zoned for single-family 
residential, with mixed-use, commercial, and 
higher-density multi-family development 
along major corridors, such as Stone Way, 
Aurora Avenue, and 45th Streets. These 
major corridors all run through the Stone 
Way Micro-Market, which will be discussed 

Market & Submarket Context
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Figure 2: Green Lake/Wallingford Submarket Context Map



Market & Submarket Context

in detail later in this report.

Figure 3 comes from the City of Seattle’s 
Comprehensive Plan (Seattle 2035). This 
graphic indicates employment centers, 
as well as growth centers that the City has 
targeted for concentrated housing and job 
growth over the next 20 years. Zooming into  
the Green Lake/Wallingford Submarket, 
we see that it intersects with an Urban 
Center, a Hub Urban Village, and a  few 

Residential Urban Villages (Figure 4). These 
three designations indicate varying housing 
and employment concentrations, with 
Urban Centers being the most dense, and 
Residential Urban Villages being the least 
dense.

While the employment centers that 
fall within the Green Lake/Wallingford 
Submarket are relatively small compared 
to other parts of the City, it is clear that this 
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submarket has convenient access to both 
the Central Business District and University 
District--Seattle’s two largest Urban Centers. 
As the City keeps growing, we anticipate 
this submarket will continue to absorb a fair 
amount of population and job growth.

Demographics
In line with Seattle’s relatively high median 
household income compared to the rest 
of the country, the Green Lake/Wallingford 
Submarket has a median household income 
of $74,320, which is over $20,000 higher than 
the national average. This high income 
is reflected in two of the ESRI Tapestry 
Segments prevalent in this submarket--
Laptops & Lattes and Urban chic. Figure  5 
provides a breakdown of the submarket’s 
Tapestry Segmentation, with a few key 
demographic traits of each Segment. 

Of particular relevance to this market 
study of new institutional-grade apartment 

buildings are the Metro Renters and Laptops 
& Lattes segments, which together make up 
about 62% of the Green Lake/Wallingford 
Submarket. These two segments tend to 
be smaller, primarily renter, households 
that seek housing near transit, restaurants, 
coffee shops, and other retail opportunities. 
Laptops & Lattes, with their higher disposible 
incomes, are willing to pay more for locations 
with these nearby amenities.

Market & Submarket Context
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Figure 5: Top ESRI Tapestry Segments in Green Lake/Wallingford
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Market & Submarket Context

Submarket Analysis

The ability to command high rents and low 
vacancy rates is a critical component of a 
project’s success and the returns that will 
be earned from an investment in residential 
real estate. We have thoroughly analyzed 
the submarket around Stone Way to better 
equip you with more accurate numbers for 
the rent growth and vacancy rate lines on 
your pro forma analysis of potential deals in 
the area.

Historical Trends
To start our analysis, we looked at the 
historical performance (Figure 6) of the 
Green Lake/ Wallingford submarket for 
apartments located in buildings of twenty 
units or more. This is the classification set 
by our primary data source, Dupre & Scott 
Apartment Advisors. Data are available for 

the submarket going back to 1990. What we 
find is that the submarket in this category has 
performed very well for apartment owners. 
Vacancy rates have remained below -- 
with few exceptions -- 5 percent, with a 
steady climb in rents. Average vacancy has 
been 2.83%, with a median of 2.50%. Annual 
growth in rent has been 4.39% on average, 
with a median of 4.65%.

Incentives or concessions are deals offered 
by property managers to stimulate demand, 
either for a new property, or in a poor 
market with declining rents, high vacancy 
rates, or oversupply. Effectively, concessions 
lower the effective rents paid by tenants 
without adjusting down the official market 
rate that is published and/or used for pro 
forma projections. On average, 17.21% 
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Submarket Analysis

of units since 1990 in the submarket have 
been in buildings offering concessions. The 
median has been 12.00%. The wide spread 
between median and mean is due to a few 
large spikes in the proportion of property 
managers resorting to concessions to lure in 
customers. These large concessions offered 
seem to correspond in timing roughly with 
new units coming onto the market and/or 
periods of relatively high vacancy rates for 
the submarket. This will be important later 
in our analysis because a similar situation is 
brewing for the next 5 years.

We examined these market relationships 
using statistical analysis (see Figures 7 and 
8) for the period 1996 to 2015 using data 
from Dupre & Scott. We found that in the 
Green Lake / Wallingford submarket, the 
above graphical relationship between 
vacancy rates and the percentage of 
buildings offering concessions is confirmed 
to be a strong statistical relationship: there is 
a correlation of 0.919 between concession 

and vacancy rates. This suggests that 
as vacancy rates go up, so too do the 
proportion of buildings offering concessions 
to stimulate demand for the vacant units. 
We also found a strong negative correlation 
between concessions and rent growth, with 
a value of -0.597 between them. This suggests 
that as concessions (and vacancy rates) 
rise, rent growth slows or rents actually fall. 
In a nutshell, this means that during a poor 
market for landlords, both their vacancy 
rates and rents they can command for 
occupied units are harmed simultaneously 
as they offer higher incentives to tenants. 
This means that net operating incomes is 
dramatically harmed in three ways from 
the revenue side in a market downturn. 
Again, this is important when calculating 
pro forma values for potential investments 
or developments.

Current Market Status
Dupre & Scott provides excellent sample 
data of rents and vacancy statistics by 

Figure 6: Historical Market Conditions
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property age, unit type, and submarket.

Among newer buildings constructed since 
2010, the sample data suggests that the 
highest rent per square foot ($2.85) is obtained 
from 2 bedroom, 1 bathroom configurations, 
with studios obtaining the next highest rent 
of $2.83 per net rentable square foot. Market 
vacancy rates are lowest for 1 bedroom 

(3.7%) and 2 bedroom, 2 bathroom (4.5%) 
units, while studios (8.1% and two bedroom, 
one bathroom (11.8%) units have higher 
vacancy rates. This highlights the recent -- 
and continuing -- arrival of new supply onto 
the market and the inability of population 
and household growth to absorb this new 
capacity. The balance here however is that 
some buildings might be sacrificing higher 

Submarket Analysis
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occupancy in order to lock in higher rents: 
the unit configurations with the highest rents 
per square foot are also the set-ups with 
the higher vacancy rates. Among newer 
buildings, the average unit rent is $1,802 per 
month.

The age of the building is correlated with 
much lower vacancy rates across all 
configuration styles, but also lower rent 
rates for tenants. For rent rates, this is both 
expressed in lower absolute unit average 
rent as well as per square foot rent. There 
is a great disparity in per square foot rent 
because newer buildings are made up of 
units that are smaller in size for the same 
configuration, but with generally higher unit 
rents. In one case, for 1 bedroom units, units 
built between 2000 and 2009 command 
higher average rents for the units ($1,709 
per month) than newer stock built between 
2010 and present ($1,684 per month), 
but because of larger units in the older 
buildings, the newer buildings have a higher 
net rent per square foot ($2.69 vs $2.53). This 
trend continues back to units built between 
1985 and 1989, at which point older units 
represent a smaller part of the apartment 
market.

The current state of the market suggests 
that residential investors are following one 
of two strategies with new development: 
betting on high occupancy rates (e.g. 1 
bedrooms, 2 bed / 2 bathroom units) or high 
rent rates (e.g. studios, 2 bed / 1 bathroom 
units). The trend is towards smaller units, 
resulting in higher net rent per square foot. 
Current vacancy rates for buildings built 
more than 5 years ago are very low, while 
still commanding decent rent. This suggests 
that the submarket is an excellent long-term 
investment with no significant deterioration 
to performance as properties age up to 30 

years.

Modeling Methodology
Having looked at historical and current trends 
in the submarket, we then proceed to look 
at the fundamentals of the submarket and 
the ability of properties -- both existing and 
planned -- to command high occupancy 
and rent rates in the future.

We decided upon a fundamentals analysis 
rather than a ratio method for forecasting 
these values because we feel that the 
Green Lake & Wallingford submarket 
is experiencing a unique shift among 
neighborhoods of Seattle. Whereas Capitol 
Hill, Eastlake, South Lake Union, and Belltown 
have undergone significant gentrification 
and densification since 2001, Green Lake 
& Wallingford, due to the submarket’s 
further distance from the downtown 
core, has escaped rapid transition from a 
neighborhood of single family homes to 
modern, multi-family apartment buildings. 
What makes this neighborhood’s transition 
unique is also that it is growing high income 
jobs within itself in the vicinity of Fremont 
at the same time that high income jobs 
proliferate in neighborhoods to the south 
with which it enjoys convenient linkages.

Our second rationale for conducting a 
fundamental analysis of the submarket’s 
variables for the purposes of forecasting 
future market conditions is that such 
a methodology permits more careful 
adjustment based upon our detailed 
knowledge of Green Lake & Wallingford. We 
strongly believe that population, household, 
renter rates, and apartment renter rates are 
more straight-forward levers to adjust than 
simply relying upon forecasts for the entire 
Seattle MSA and one adjustment to the 
capture rate of the submarket, as is done 

Submarket Analysis
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Submarket Analysis

with the ratio method.

Our methodology works from the bottom-up. 
We start with the most basic demographics 
fundamentals of population growth and 
change in household size. To begin, we 
use ESRI’s demographic forecasts for the 
census blocks contained within the Green 
Lake & Wallingford submarket polygon. This 
forecast projects a 1.39% annual growth 
rate in population and a very slight annual 
decline in the household size. To compute 
the renter rate -- defined as the proportion 
of the households who rent instead of 
buying their housing unit -- we divide the 
current number of households by the 
estimated number of renter households to 
obtain a current value of households 55.5% 
renting. ESRI projects out its forecast for 
2020 of renter households, and from this, we 
obtain an annual increase in the renter rate 
of 0.29%.

Finally, since we are specifically analyzing 
the performance of institutional-quality, 
market-rate apartment buildings, we desire 
to understand how many renters are renting 
apartments in buildings with 20 or more 
units. To obtain this value, we divide the 
current number of occupied apartments by 
the number of renter households to obtain 
a value of 17.6% of rental households are 
renting this style of rental unit, as opposed to 
a single family home, duplex, or apartment 
in a building with fewer than 20 units. We 
then assume an annual increase of 0.50% 
for the renter growth rate for this particular 
type of rental housing unit.

This methodology results in a forecast 68 
to 74 housing unit net absorption per year 
between 2016 and 2020.

Our next step is looking at the supply side 

of the equation. From Dupre & Scott, we 
obtained a list of large apartment buildings 
planned or under construction for the next 
5 years. If we put all of the listed projects 
into our model as new supply as scheduled 
by Dupre & Scott, we obtain vacancy rates 
in excess of 40%. Stepping back, we noted 
experience we have had in other Seattle 
submarkets that are forecast to have 
significant new supply coming online in the 
next 5 years. Experts have suggested that 
population growth is stronger in some areas, 
and less in others. Young professionals are 
returning to neighborhoods closer to the 
urban core fueled by a desire for walkability 
and social amenities.

We believe that Green Lake & Wallingford 
is a strong candidate for absorbing more of 
Seattle’s population and household growth 
than other traditional single-family home 
neighborhoods because of its existing 
zoning for denser development, locational 
attributes close to job creation, and organic 
high income job creation in the Fremont 
neighborhood. It is a natural neighborhood 
for UW graduates to choose after graduation 
if they are working north of downtown. And 
the Fremont neighborhood is a walkable 
community that young professionals value, 
as suggested by the tapestry segmentation 
discussed earlier in this report.

Given that 40% vacancy rates are unlikely 
to occur in Seattle if average predictions 
for the city’s growth in jobs, wages, and 
population become reality, we set out to 
improve our baseline forecast both from the 
supply and demand sides of the equation. 
First, we adjusted the supply numbers to 
scale back development as a developer 
might do, seeing these high vacancy rates 
and fearing financial losses. 
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We assume that the planning and 
construction cycle for a residential building 
of this type is about 2 years, and as such, 
understand that projects may have very 
little planning or construction footprint if 
they are expected to be completed in 
2018 and beyond. We visited each of the 
sites on the Dupre & Scott list to ascertain 
whether construction had begun, planning 
permits had been posted, or the project 
had not yet physically touched the site. If 
the project had started construction, then 
we included it in the new supply for the 
year Dupre & Scott expects completion. 
If it had not begun, then we postponed 
completion. We left 2019 and 2020 blank, 
to be filled in based upon what our new 
demand forecast suggests vacancy rates 
will be in 2018, believing this would be a 
signal picked up by developers and used in 
commencing new projects.

Returning to the demand fundamentals, 
we first wanted to tell the story of more 
young professionals moving into the 
submarket, attracted by jobs. This will lead to 
population growth in the submarket, fueled 
by emigration from other neighborhoods, 
cities, and countries. Young professionals 
are more likely to remain unmarried for 
longer than their older contemporaries. 
Wealthier young professionals are more 
likely to live alone. As such, we believe 
the household size will decrease in the 
submarket. With rising home prices and the 
tendency of young professionals preferring 
mobile lifestyles, we believe the renter rate 
will increase dramatically in the submarket. 
And further still, we believe that the spatial 
layout of the submarket will prefer these 
young professionals to choose housing 
units further south, closer to the Fremont 
epicenter. These units skew more towards 
large apartment buildings than single 

family homes and duplexes. Therefore, we 
believe the proportion of the submarket’s 
households living in 20-plus unit apartment 
buildings will rise dramatically.

Having crafted this story from our 
understanding of the dynamics already 
occurring in the submarket, we then sought 
to set the story to a timeline. We understand 
that Google, Tableau Software, and Deloitte 
are small employers that are accelerating 
rapidly right now, but that they will ultimately 
be constrained by office space availability 
and their own market competitive forces. 
We also understand that Expedia will be 
moving into the Interbay neighborhood 
south of the submarket, moving 3,000 jobs 
from Bellevue. We assume that many of 
these employees will seek to reduce their 
commute times and relocate closer to their 
jobs.

Given this qualitative timeline of events, we 
adjusted the levers of the fundamentals 
(Figure 9) for our decisions. We believe 
that the influx of young professionals will 
be strongest in 2017 and 2018. We believe 
that the household size will decrease slightly 
between 2016 and 2017, balanced by a 
move of Expedia employee and contractor 
families to the area, but that household size 
decline will accelerate in 2018-2020. With 
these same dynamics, we believe that the 
renter rate will grow quickly 2016-2018 and 
then gradually slow 2019-2020 as it reached 
62.0%. We believe the greatest conversion 
will be in the growth of apartment renters. 
High home values will lead to owners taking 
single family homes off the rental market 
and putting them up for sale (helping to 
keep the renter rate lower than expected, 
especially in 2017). Additionally, construction 
projects completing in 2016-2018 will create 
new rental opportunities, increasing the 

Submarket Analysis
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proportion of rental stock that is apartments 
rather than single-family homes.

Forecasts
The combination of supply and demand 
leads us to our forecasts (Figures 10 and 
11). Our iterative model leads us to forecast 
slacking vacancy rates especially in 2016-
2017 with slow rent growth. As our earlier 

historical analysis suggests, the influx of a 
large amount of supply in 2016-2018 will 
likely lead to high vacancy rates and a large 
proportion of properties (especially new) 
offering incentives to stimulate demand 
and raise property occupancy rates. We 
expect average unit rents to reach nearly 
$2,000 by 2020 in the submarket among 
new properties.

Submarket Analysis
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Stone Way Micro-Market Analysis

Neighborhood Context
The Stone Way Micro-Market is sandwiched 
between the edges of the Fremont and 
Wallingford neighborhoods of Seattle. The 
commute to downtown Seattle is about 
15 minutes by car, 20 minutes by bus, and 
26 minutes by bicycle. The general grid 
pattern of streets lends easy car access to 
Aurora Ave North, the primary north-south 
connection between this neighborhood 
and the Seattle CBD. Bus service to and from 
this area is fairly frequent, receiving a Transit 
Score of 58, and the neighborhood itself is 
rated “Very Walkable” with a Walk score 
of 82. Nearby parks include Wallingford 
Playfield, BF Day Playfield, and AB Ernst Park. 
(See Figure 12)

Major employers in the area include Tableau, 
Google, Deloitte, and related professional 

services. In addition, because the downtown 
Seattle CBD is easily accessible via car, bus, 
or bike, many renters with jobs downtown 
choose to live in this neighborhood.

There is an abundance of neighborhood 
businesses catering to residents — including 
restaurants, coffee shops, grocery stores, 
and other retail opportunities — in the 
Fremont retail core, located within walking 
distance just on the other side of Aurora 
Ave, around N 34th, 35th, and 36th Streets.   
The Wallingford retail core is also adjacent 
to the Stone Way Micro-Market boundaries, 
running east along N 45th St. While both of 
these neighboring nodes provide a variety 
of retail opportunities, the Stone Way Micro-
Market itself has a relatively limited retail 
core.
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Stone Way Micro-Market Analysis

Micro-Market Delineation
Supply Disaggregation
The Stone Way Micro-Market is a pocket of 
development whose closest competition 
includes the surrounding neighborhoods 
of Fremont, Green Lake, and Wallingford. 
The identity of Stone Way is similar to, but 
differs slightly from these more established 
neighborhoods. There are a few key 
distinctions that differentiate Stone Way 
from these other neighborhoods: First, 
Aurora Ave. is a heavy arterial that physically 
separates Stone Way from the true heart of 
the Fremont neighborhood. Second, Green 
Lake has a much higher percentage of single 
family homes and a lower percentage of 
renter households. And third, the multifamily 
stock in the Wallingford neighborhood is 
much older, lower quality, and of smaller 
scale than the Stone Way product. Due to 
these differences, the Stone Way Micro-
Market deserves individual attention as a 
submarket for potential investment analysis.
 
Demand Segmentation
According to leasing specialists along Stone 
Way, typical tenants are young (under 35) 
and single. One bedroom apartments are 
the most requested unit type. There are very 
few 1 beds available so many prospects are 
willing to settle for a new unit type called 
an open one bed or urban 1 bed. This unit 
type is similar to a studio but with a distinct 
bedroom alcove that may be closed off 
with slider glass doors. Tenants are relatively 
well paid ($60,000-$90,000) and are recent 
transplants to Seattle. Many of them are 
moving to Seattle to work at companies like 
Amazon, Google, Tableau, and Deloitte, all 
of which are conveniently at the base of 
Stone Way. The area is emerging as a hub 
for the specialty industry of visualization and 
analytics of marketing data.

Tenants are attracted to areas like 
Fremont because of the walkable urban 
environment. Competing submarkets like 
Belltown and South Lake Union are similar, 
but they feel more institutional and lack 
the funky, independent vibe of Fremont. 
Ballard has a similar character, but it cannot 
compete in terms of accessibility (See Figure 
13). Stone Way is close enough to Fremont 
that it attracts tenants that are interested in 
that same funky neighborhood feel, but it is 
worth noting that Stone Way developments 
appear to be a little more conventional 
and a little less walkable. It is most likely 
that tenants choosing Stone Way are doing 
so because they are priced out of central 
Fremont or the Fremont supply is insufficient 
for current demand levels.

Stone Way Conditions
Another reason that Stone Way may be 2nd 
choice for tenants is that, unlike competing 
submarkets, the retail core of Stone Way 
is still underdeveloped. This is observable 
along the corridor as many of the buildings 
are old, unattractive industrial uses.

As a result, the desirability of Stone Way from 
an amenity/walkability perspective is slightly 
lower than the surrounding neighborhoods. 
On the bright side, these eyesore sites provide 
ample redevelopment opportunity and 
allow the Stone Way Micro-Market room to 
grow. As can be seen below, the walkability 
and ambiance is steadily improving as more 
mixed-use developments are adding to the 
presence of street level retail.

While Stone Way may be less desirable than 
Fremont, it is currently outperforming the 
entire Green Lake / Wallingford submarket. 
The market vacancy rate for new properties 
(2010 and newer) along Stone Way is 
currently 2.9%, compared to 5.1% for the 
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Figure 12: Stone Way Micro-Market Context Map
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Figure 13: Micro-Market Delineation

greater submarket. Average gross rents for 
Stone Way are representative of the greater 
submarket, $1803 and $1802 respectively. 
On a price per square foot basis, Stone 
Way is outperforming the submarket by 
$0.12 psf. This suggests that units along the 
Stone Way corridor are smaller than others 
in the submarket. Leasing traffic volume 
and velocity is high right now. The 12 month 
absorption for Stone Way is 185 units, all 
of which have been 2010 or newer units. 
Market participants are optimistic about the 
Stone Way forecast and, based on current 
traffic, they expect more growth. 

The amount of supply in the development 
pipeline could prove too much, but 
market participants remain optimistic. This 

is representative of the impression of the 
greater Seattle market as well. All these 
trends further reinforce the idea that Stone 
Way is positioned well in its submarket. The 
largest demand risk comes from the fact 
that many tenants are employed by only 
a few firms, exposing Stone Way to the 
possibility of problems at Amazon, Google, 
or Tableau. Realistically, this is an unlikely 
scenario since those companies appear 
to be performing well in a growing industry. 
Supply side risk is much likelier, considering 
the packed development pipeline along 
Stone Way and the Green Lake/Wallingford 
submarket.

The 2010 and newer buildings are mid-
rise, mixed-use retail/residential. Typical 

Stone Way Micro-Market Analysis
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amenity spaces include: fitness studio, free 
wifi, rooftop deck, and bike storage. Usage 
suggests that wifi, rooftop deck, and bike 
storage are must haves for any property 
to be competitive in the future. Gyms are 
important, but many tenants prefer a 
larger gym available in the neighborhood. 
The majority of the unit types are studios 
and 1 beds, with 1 beds having the lowest 
vacancy. High end interior finishes include 

laminate hardwood floors, stainless steel 
appliances, quartz counters, washer/
dryer. LEED certification is an impressive 
feature, but it does not weigh heavily when 
prospects are making decisions.

See Figure 19 in the Appendices for a 
detailed Peer Group Survey of properties in 
the Stone Way Micro-Market.

Stone Way Micro-Market Analysis

Figure 14: Outdated office building at 42nd 
St and Stone Way

Figure 15: Underdeveloped retail site at 40th 
St and Stone Way

Figure 16: Recent mixed-use development on 40th St and 
Stone Way
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The Green Lake/Wallingford Submarket 
institutional-grade residential properties 
are primarily located in the Stone Way 
Micro-Market. The fundamentals of this 
neighborhood have been particularly strong 
historically, with older units commanding 
high occupancy rates and rents. The influx 
of new jobs and young professionals desiring 
a walkable lifestyle will fuel demand for 
new housing units, particularly modern 
apartments.

While the fundamentals are strong for long-
term growth and financial success with 
investments in this submarket and micro-
market, we recommend waiting to observe 
how well the surge of new supply coming 
online in 2016-2018 is absorbed by new 
demand. We forecast that vacancy rates 
will peak at 13.3% in 2016, and then fall until 
reaching 3.5% in 2020. Rents will rise by a low 
1.0-3.0% per year, and be accompanied by 
a strong percentage of buildings (especially 
new) requiring incentives and concessions 
to build occupancy rates. As we have seen 
in the past, property managers have been 
able to either command high rents but lack 
occupancy, or enjoy higher occupancy but 
lower rents. We believe this differentiation in 
strategy will continue among new apartment 
buildings through 2019.

We strongly recommend preparing for 
investment in the Stone Way Micro-Market, 
but holding off completion of any new 
structure, or acquisition of an existing 
building, until 2019-2020. We have settled on 
recommending two alternative options for 
entering this micro-market:

Option 1 involves purchasing existing buildings, 
or one of the crop of under construction 
properties. Given the understanding among 
developers that there is an expected over-
supply of the market, we believe you will be 
able to obtain a long-term NPV-positive deal 

by purchasing with a higher cap rate now. 
The risk is that there is strong likelihood that 
occupancy will be slow to come by, and 
require significant concessions to attract 
tenants. Rents will be stagnant, but building 
expenses will remain high since buildings in 
this area cannot risk alienating internet-savvy, 
networked, and vocal young professionals. 
The benefit is the better purchasing deal, and 
the long term strong demand growth with 
favorable tenant socioeconomics. This must 
be viewed as a long-term play with limited 
cash flows 2016-2020, and a challenging 
situation for debt service. A majority equity 
deal might be required.

Option 2 entails purchasing several adjacent 
dilapidated buildings along Stone Way in the 
confines of the micro-market, and making 
small improvements to them to attract 
retail with strong local foot-traffic, such as 
restaurants, coffee shops, health clubs, 
and grocery stores. As residential demand 
grows and the population increases, your 
investment will both provide nice returns from 
retail rent, but also contribute to creating 
a walkable feel to your section of the 
micro-market while you observe how well 
newly completed residential buildings are 
absorbing new demand. If demand is strong, 
then we recommend slowly demolishing 
and converting the properties in a phased-
fashion to large apartment buildings, with 
ground floor retail space for your existing and 
established retail tenants.

The Stone Way Micro-Market and Green 
Lake/Wallingford Submarket represent key 
areas for growth in the Seattle MSA. To invest 
in these areas prudently in the years to come 
is to infuse your portfolio with the strong 
economic drive of the Puget Sound Region. 
We look forward to working with you in the 
months ahead to more closely evaluate 
specific properties for your future investment.

Recommendations
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Appendices
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Figure 17: Market Comparison Table

Figure 18: Demand, Supply, and Equilibrium Forecast
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