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*All information contained herein is from sources deemed reliable but is not guaranteed by Grubb & Ellis/ASU & Associates or its agents.

After five solid years of rising sale rates, 
Bakersfield’s 2006 multifamily market began 
a soft landing as total sales number reached 
$159 million, a 27% decrease from 2005’s 
total of $202 million. This marked the first 
sales decline since 2000 and the lowest sales 
volume since 2003.

Two factors bolstered the slowdown of sales: 
stock market gains became an alluring 
choice to potential investors while media 
alarmism over the real estate industry gave 
investors pause when considering whether to 
invest. This was enough to slow the market 
which in turn caused listing inventories to rise 
while sales dropped. Investors dependent on 
a boom market quickly withdrew.

Total units sold dropped 39.2% from 2005 
with only 1,630 units sold in 2006 making it 
the lowest total units sold since 1997.  

Local GRM (Gross Rent Multiplier) values 
ranged from a low 7.24 to a high 28.47. 
The average GRM rose for the ninth straight 
year reaching 15.09 by year’s end, up from 
2005’s GRM of 14.74. Fourplex sales greatly 
impacted GRM numbers as they made up 
76.6% of the total sales. 

Despite the market slowdown, the aver-
age price-per-unit rose in 2006. The aver-
age fourplex price-per-unit increased from 
$112,486/unit to $136,480/unit. For 
buildings five units and above, the average 
price-per-unit increased slightly from 2005’s 
$77,342/unit to $82,240/unit.

Capitalization (CAP) rates are expected to 
rise in 2007, evidenced by recent market 
trends. In 2005, most deals were underwrit-
ten at a 5.65% to 5.95% CAP rate. In 2006, 
CAP rates used to evaluate deals were ad-
justed upward reaching 6% to 6.25%. If an 
investor had access to the true CAP Rates of 
every property sold within the five units and 
above category, the average CAP rate would 
probably be 6.15%. The exception to this as-
sumption is the eight sales that made up the 
large building market. In general, CAP rates 
ranged from a low of 5.21 to a high of 7.66 
with an average rate of 6.0.

As the market changed in 2006 so did buyer 
expectations. The optimism buyers displayed 
toward appreciation in the early 2000s has 
been replaced by a desire for actual cash 
flow. Buyers sought out quality properties. 
Submarkets with newer units experienced 
greater sales than locations with older units. 
This flight to quality was illustrated in the 
fourplex market. Fourplex sales in the aging 
east Bakersfield submarket represented a 
fraction of the total sales volume where sales 
of newer fourplexes in the Northwest and 
North submarkets were robust.

Last year an influx of condo converters 
entered the Bakersfield market. Any potential 
for condominiums were dashed as the single-
family residential market slowed in Bakers-
field and throughout the nation. Four of the 
eight larger buildings acquired in 2006 had 
plans for conversion. To date, only two have 
taken steps to complete the conversion.
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Rents – Occupancy - Vacancy
Though not as prosperous as 2005, rental rates 
steadily grew between 2% to 5% throughout 
2006 depending upon the location and condi-
tion of the property.

According to Kern Appraisal’s Bakersfield Apart-
ment Market Survey, the Spring Quarter vacancy 
rate was 2.8% while the Fall Quarter rate rose to 
a five year high of 6%. New multifamily inventory 
and an oversupply of single-family homes used 
as rentals contributed to the increase in vacancy. 
As a result, property owners used rental conces-
sions such as gifts or free rent to attract renters.

Financing
Lenders were impacted by the Federal Reserve’s 
decision to raise interest rates six times in the first 
half of 2006. Rates held steady at 5.25% at the 

year’s closing. This, coupled with a lack of sales, 
contributed to a downturn in lending business. 

Foreclosures
The amount of multifamily properties under 
Notice of Default rose dramatically in the last 
half of 2006. Since April, 45 multifamily proper-
ties in Kern County were placed into foreclosure. 
Though only a handful made it to Trustee Sale, 
the market took notice. This marked the first year 
since 2000 that Real Estate Owned (REO) buyers 
became active in the market.

New Construction
New construction was brisk in 2006, especially 
in the fourplex market. Both individual fourplexes 
and large fourplex communities in the north and 
far south submarkets accounted for much of the 
new construction. Overall, approximately 500 
units were started or completed during the year 
with more units planned for 2007. 
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Southwest Bakersfield

This submarket 

experienced a 50% 

drop in the amount 

of units sold. Despite 

this, the GRM and av-

erage price-per-unit 

increased in all three 

size categories.

Northwest Bakersfield
This was one of the few 
markets to experience a 
decline in average GRM 
with the year-end GRM 
coming to 15.48. Market 
activity was limited in 2006 
with few properties chang-
ing ownership. Prices for 
two bedroom properties 
softened while prices for 
three bedroom properties 
increased by $25,000 per 
unit.

Northeast Bakersfield
Sales in this submarket 
plunged in 2006 due to buyer 
interest in quality proper-
ties. Overall sales volume 
decreased by 200 units. If 
not for one large sale in the 
upper-Northeast, the vol-
ume would have been down 
by another 100 units. The 
average price for both one 
bedroom and three bedroom 
properties decreased in 2006 
while the price for two bed-
rooms increased.

Bakersfield
Multifamily
Forecast
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2006
Sales Highlights

Highest Sales Price
$9,100,000 | 5100 Ming Ave

Five Units & Above 
Highest Sales Price-Per-Unit
$118,000/unit  | 1001 McDonald Way

Whether the real estate market 

rebounds in 2007 is dependent on 

whether the Federal Reserve Board 

decides to lower or raise interest 

rates. If the Fed lowers rates as ru-

mored, then the sale of multifamily 

properties should rebound. Should 

interest rates remain the same or 

increase, the current market cycle 

is expected to last another 18 

months. 

A rate increase could push many 

owners struggling to meet their 

mortgage obligations into foreclo-

sure where these properties will be 

sold at a discounted price.

Despite interest rate worries, 

recent market indicators reveal a 

bullish market for long-term invest-

ments within Central California. 

This is due to the influx of people 
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Southeast Bakersfield

This submarket re-

ceived a needed boost 

thanks to the construc-

tion and sale of a new 

fourplex community. 

Prices for two bedroom 

and three bedroom 

properties improved 

significantly.

Central Bakersfield
Total number of sales 

in the central sub-
market rebounded in 

2006 due to two large 
sales in the Q Street 
neighborhood. The 

average price-per-unit 
for one bedroom and 

two bedroom units 
declined. The overall 

GRM in the submarket 
increased to 15.05.

North Bakersfield
The number of units sold 
in this submarket during 
2006 was nearly identi-

cal to 2005’s volume. 
Driven by the sale of the 
newly built North Mead-

ows fourplexes, the 
average GRM increased 

to 15.32 while the 
average three bedroom 
price-per-unit jumped to 
$175,000 in 2006 from 

$98,000 in 2005.

[ ]Three Bedroom
Pr ice -Per-Unit

Two Bedroom
Price -Per-Unit

One Bedroom
Price -Per-Unit

Average
Price-Per-Unit Key

Highest GRM 
28.47 GRM | 1515 Terrace Way

Fourplex
Highest Price

$755,000 | 2315 Cullen Ct
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and businesses from primary mar-

kets such as San Francisco and 

Los Angeles. Since these markets 

can no longer accommodate 

population growth, many residents 

will be forced to relocate to Cen-

tral California due to its available 

land and cheaper cost of living.

Rental rates are expected to 

remain stagnant through the 

first quarter as occupancy rates 

increase from their seasonal low 

points. Rent growth is expected in 

the 2% to 4% range in the second 

and third quarter.

New condo conversions should 

be minimal with an expected drop 

in the building of new multifamily 

properties as most available sites 

are either under construction or 

have already been built.
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E X C E L L E N C E

KNOWLEDGE

DETERMINATION

PERSEVERANCE

S U C C E S S

The ThursTon GrOUP

The ThursTon GrOUP

SUCCESS

The journey Of life is frAUGhT wiTh OBsTAcles.  
Yet for those with the 
mind for success, these 
p i t f a l l s 
are mere
challenges designed to 
bolster one’s personal 

knowledge. In the 
multifamily market, it is 
vision and perseverance
that enables The 
ThursTon GrOUP to make 
their client’s success the 
top priority. If you want 
a group of multifamily 
experts that will make 
your success their 
priority, look no further than 
The ThursTon GrOUP. 
661.862.5454 ext 213 
Se Habla Espanol
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