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Executive Summary
Apartment properties have long played an important role in the U.S. commercial real estate investment world. Their role 
in commercial real estate investment activity gained importance following the collapse in home prices after the Global 
Financial Crisis, as homeownership rates declined precipitously from record levels. Additionally, recent demographic 
shifts, including the emergence of the Millennial generation into prime renting age, have supported strong growth in 
apartment demand.

Even before recent changes, all types of investor groups have long been attracted to the sector, from small private 
buyers to public REITs and large institutional players, domestic and international.

Particularly for institutional investors, apartment properties have served as a cornerstone of any diversified portfolio 
of commercial real estate assets. In addition to diversification, the apartment sector is compelling for a wide variety 
of reasons, including that apartments have historically provided high and stable cash flow yields compared to other 
commercial real estate sectors.

Now, as the U.S. economic expansion matures, we believe that apartments offer defensive performance characteristics 
should economic growth slow. Those investors who are wary of possible interest rate increases and higher inflation are 
likely to benefit from apartment investments as part of their portfolio, as apartment supply and demand have historically 
adjusted quickly to changing market conditions, and apartment rents have kept pace with inflation.

In this paper, we explore 10 reasons apartment investments remain compelling in today’s market environment.

10 Reasons to Invest in U.S. Apartments

TRESA APARTMENT HOMES
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#1    Demographics Continue to Favor 
Renting

The prime renter age group – 20-34 years old – is still increasing 
in size.

While the “Millennial” group is getting older, the majority of 
Millennials remain likely to rent. Millennials (individuals turning 24-
39 in 2018), especially younger ones, are still in stages of life when 
people traditionally rent, while the significant “Gen Z” generation is 
just entering rental market behind the Millennials.

Homeownership rates remain well below levels witnessed prior 
to the last recession.

Homeownership rates could rise slightly from the current 64% 
due to more Millennials moving into life stages that favor 
homeownership. However, we expect any upward movement to 
remain quite modest. We are unlikely to see a return to the peak 
homeownership level of 69% achieved in 2006 during the credit-
fueled boom that drove homeownership to record levels.

Homeownership rates among 25- to 29-year-olds was 32% in 2017 
and 46% for 30- to 34-year-olds, levels well below the national 
average of 64%.

By its large size, the Baby Boom generation will continue to be 
a significant source of apartment demand.

Due to lifestyle changes and “downsizing,” many older households 
no longer have the need for large space requirements and 
therefore may opt for apartments and other independent living 
rental housing.

RESORT AT UNIVERSITY PARK
APARTMENT HOMES

Source: U.S. Census Bureau, CBRE Research
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The number of young adults living at home has continued to increase.

The increase began to accelerate during the depths of the Great Recession, as scores of new graduates faced weak job 
prospects.

This “boomerang” effect persists to this day. In 2016, the number of 18- to 34-year-olds in the U.S. reached a new 
peak at more than 22.9 million — an increase of over 4.5 million from 10 years ago. As the economy moves toward full 
employment and wages increase, it is anticipated this “pent up demand” could translate into over 3 million to 4 million 
additional renters. This is quite a significant amount of potential demand, especially since new annual apartment supply 
averages close to 325,000 units overall.

#2    There is Significant Pent-Up Demand for Apartments

Younger households are burdened with high levels of student debt.

According to the Federal Reserve Bank of New York, student loan balances held by those aged 30 and younger have 
ballooned by more than one-third over the past 10 years. The ability of these households to service debt and a mortgage 
is limited and serves as a strong constraint on saving for a down payment and homeownership. In addition, student loan 
debt as a percentage of total household debt is approaching 10% – almost double the rate from a decade earlier.

Housing affordability has declined, especially for first-time home buyers.

The National Association of Realtors’ first-time homebuyer affordability index has declined over the past two years, 
despite an increase in qualifying income for first-time home buyers. Incomes have grown alongside mortgage rates and 
prices for entry-level homes, and starter home prices are up 9.7% nationally since 2015.

Renting is more cost effective.

With rising mortgage rates and home prices, the cost calculation for buying versus renting tips increasingly in favor of 
renting.

#3    Barriers to Homeownership are High

Source: Federal Reserve Bank of New York, CBRE Research

Figure 3: Total Student Loan Balance by Age Group
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Many younger adults like the flexibility renting offers for 
geographic mobility and the freedom to change residences when 
new job opportunities or other life changes dictate intracity or 
intercity moves.

Some younger households are choosing to stay in multifamily 
housing as a lifestyle choice — not out of economic necessity 
or because they haven’t reached a stage in life that favors 
homeownership.

Social changes are also having a strong effect on multifamily 
demand: 

• In addition to deferred marriages, the overall number of 
single, never married, and divorced households has steadily 
increased over time. 

• The average age of first marriage in the U.S. has risen to 29.5 
years old for men and 27.4 years old for women, both up two 
years from 10 years ago. 

• For the first time in history, the birth rate for women ages 
30- to 34-years-old was higher than the rate for women ages 
25- to 29-years-old.

These changes translate into more single-person households, 
which tend to have a much lower homeownership rate (currently 
50.9% vs. 64% overall). The number of single, renter households 
has increased by 2.3 million over the past four years, and renters 
now account for almost 27% of all households. (Figure 5)

#4    Lifestyle Changes Support 
Apartment Demand

In recent years, a large share of new apartments have been 
constructed in downtown or central business district (CBD) 
areas of the major “Gateway” markets.

Much of the recent new apartment construction reflected demand 
from young workers who desire prime locations and markets.

However, developers have largely overlooked prime suburban 
areas. As a result, suburban rent and occupancy performance has 
outperformed downtown areas. (Figure 6)

There is limited new development activity targeted toward the 
more moderate income “renters by necessity,” who are a stable 
source of demand and less likely to shift toward homeownership.

#5     Apartment Construction has Been 
Concentrated in Class A “Renter by 
Choice” Product

Source: CBRE Economic Advisors

Figure 5: Single, Renter Households Increasing

Source: Bureau of the Census, CBRE Research
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Apartments have many favorable investment characteristics that 
contribute to outperformance and high cash flow yields over 
the cycle.

Apartments have a short leasing cycle of one year, compared to 
four to seven years for other major property types. Leasing changes 
more rapidly in response to the market cycle and shifts in demand 
and demographic factors. Supply also adjusts more quickly to 
changes in the market cycle, as building development periods are 
shorter, allowing the market to reach equilibrium more quickly in 
response to rising rents and occupancies.

Apartments tend to have lower capital expenditure requirements 
and lack the tenant improvement and leasing commission 
requirements of other property types. Therefore, a higher 
proportion of net operating income is distributable as cash flow. 
(Figure 7) Cash flow yields are generally higher and more stable 
than other property types over the long run. (Figure 8)

Investment liquidity is strong, as more investors see the benefits 
of high-quality investments in apartments. New capital sources, 
including foreign investors, have played an increasingly prominent 
role, while institutional investors have steadily increased their 
allocations toward apartments. On the debt side, the federal 
agencies — Fannie Mae and Freddie Mac — continue to play an 
important role in enhancing liquidity and providing loan price 
competition.

#6   Apartments Have Strong 
Investment Characteristics

5

HARVEST STATION
APARTMENTS

Figure 7: 
Percentage of NOI Distributed as Cash Flow

Source: NCREIF, CBRE Research
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Figure 8: 
Apartment Cash Flow Yields Outpacing All Property

Source: NCREIF, CBRE Research
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The U.S. economy is considered by some analysts to be in a late stage of its economic cycle. The 
Federal Reserve has enacted several short-term interest rate increases over the past year and is 
reducing its holdings of longer-term Treasury and mortgage securities. As a result, monetary policy is 
likely to become less accommodative. With prospects for an upward shift in the yield curve, there are 
implications for economic growth and valuations.

During past recessions, the duration and severity 
of the downturn in apartments was lower than 
other property types, as the sector is less sensitive 
to changes in economic activity. Apartment 
fundamentals also tend to recover faster as the 
economy emerges from recession. Over the most 
recent economic cycle, apartment values declined 
less and recovered more quickly.  
 
According to the Real Capital Analytics’ 
Commercial Property Price Index (CPPI), a widely-
used benchmark of property values, apartment 
values fell 32.2% during the global financial crisis, 
and it took 47 months to recover the loss. Core 
commercial property, on the other hand, fell 36.6% 
and it took 78 months for full recovery. 

#7    Apartments Tend to Outperform in Economic Downturns, 
Providing a Defensive Investment Strategy for Investors

ECCO APARTMENTS

Figure 9: Apartment vs. Core Commercial CPPI

Source: Real Capital Analytics (RCA), 
 NCREIF, CBRE Research
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If interest rates remain low, apartment investors are likely to continue to benefit from low financing costs.

Because of the agencies’ low-cost provision of debt capital, along with lenders’ perceptions of apartment sector’s 
stability, financing rates for apartments have been lower than other commercial property types over time. According to 
Real Capital Analytics, apartments have benefited from financing rates that averaged more than 48 basis points lower 
than commercial property over the last 10 years.

Apartment investors may also benefit from higher interest rates — especially if the increase in rates is due to rising 
inflation — as apartments will serve as an effective inflation hedge.

There are two effects of rising inflation on apartment market performance:

• Property effects – A rise in inflation will lead to higher asset replacement costs. This in turn restricts new supply, 
since higher rents are required to spur additional development. Over the long term, apartment rents have tended to 
outpace overall inflation rates. (Figure 10)

• Financial effects – Higher mortgage rates tend to result in lower housing affordability and more rental demand. While 
household formations tend to fall during recessions and periods of weak economic growth and rising interest rates, 
the effect on apartment demand is offset by lower homeownership rates. 

#8    Apartments are Likely to Perform Well in Either a Stable or Rising 
Interest Rate Environment

THE ENCLAVE AT 1550
APARTMENTS

Figure 10: Rental CPI Growth vs. All CPI Growth

Source: Moody’s Analytics, Bureau of Labor Statistics, 
CBRE Research
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Recent federal tax reform will likely have a positive impact on the 
apartment market.

CBRE-Econometric Advisors recently completed a study that indicates the 
tax benefits of renting vs. buying a home will increase in 29 of the 35 largest 
U.S. markets. Limitations on state and local tax deductions, as well as the loss 
of the mortgage interest deduction on home purchases of $750,000 or more, 
will marginally impact the cost of housing in high-cost markets and have 
negligible impact on population flows.

The new tax plan’s increased standard deduction of $24,000 for a 
married couple provides renters in many more markets with benefits 
previously enjoyed only by homeowners. 

Prior to tax reform, only 15 of the 35 U.S. markets with a population of 2 
million or more had seen a greater benefit from the standard deduction 
than from the specific itemized deductions from homeownership. With the 
new tax law’s increased standard deduction, that total has increased to 29 of 
the 35 largest U.S. markets, including major cities like Miami, Philadelphia, 
Chicago, Denver, Seattle, and Washington D.C.

The overall impact of tax reform on the U.S. economy should be positive, 
but the duration of that impact is uncertain given its late-cycle timing 
and uncertainty about whether corporate tax savings will be sufficiently 
reinvested to support job growth.

#9    Tax Reform Makes Renting More 
 Attractive

OXFORD STATION
APARTMENTS
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There are good reasons to favor apartment investments in select, 
well-located, suburban areas with quality transit, amenities, and 
school systems.

Most recent apartment construction activity has been concentrated 
in core CBDs in the largest markets. While construction has 
increased, it remains much more limited in suburban markets. 
(Figure 11)

As result of this trend, suburban apartment rents have outperformed. 
Part of the shift in rent growth is also due to lower affordability in the 
core CBD markets, which has limited the extent that developers can 
increase rents.

Investors continue to acquire apartments at more favorable initial 
acquisition yields, or cap rates, in the suburbs. According to the 
CBRE Cap Rate Survey, the national average suburban, Class B cap 
rate is 5.41%, while the comparable cap rate for infill locations is 
5.14%. Although spreads between suburban and CBD cap rates 
have compressed in recent years, the suburbs appear to offer 
relative value. This is especially true when viewed against the 
backdrop of a stronger rent growth outlook.

#10    Well-Located Suburbs Offer 
Investment Value

The investment thesis is also strengthened by potential 
demographic shifts that may favor the suburbs. As Millennials age 
and begin to have families, they are likely to place a premium on 
suburban locations with strong schools. This should boost demand 
for apartments in such locations, as homeownership may remain out 
of reach for many of these households.

Recent construction activity has been focused on smaller urban 
units, especially studios and one-bedrooms, to accommodate the 
growth in single-person households and young workers. We would 
expect demand to shift to more larger units as the formation of 
households with young families increases. This would likely provide 
an opportunity for new suburban construction as well as upgrading 
older properties.

THE QUARTERS AT
TOWSON TOWN CENTER

Figure 11: Suburban Properties & Developments 
Offer Better Value

Source: Moody’s Analytics, Bureau of Labor Statistics, 
CBRE Research
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CBRE AMERICAS RESEARCH AND INVESTMENT STRATEGY SERVICES
CBRE offers Investment Strategy Services (ISS) to firms which understand that superior market and investment knowledge translates to 
maximum investment returns. CBRE has been providing these applied research services in a formalized structure to both lenders and 
owners since 1997 as a natural extension to CBRE’s information business. The ISS team consists of two professionals — Mark Gallagher 
and Tim Coy — who have extensive experience in property market research, forecasting, and the pension advisory arena. These 
services are customized to each firm’s needs that range from individual asset research to market targeting and portfolio level support.

The team works closely with CBRE-Econometric Advisors (“CBRE-EA”). The CBRE-EA platform and team of analysts provide a rigorous 
approach to commercial real estate data analysis, modeling, forecasting for five property types across all major US and Canada 
markets. Combined with the transactional knowledge and the local market research expertise of CBRE, the Investment Strategy team 
provides access to an unmatched research platform. The Investment Strategy team leverages its data and this research platform to 
provide directional advice, insightful decision making, and ultimately enhanced investment performance. The core client base for ISS 
includes institutional advisors, plan sponsors, opportunity fund managers, and insurance companies.

CBRE Group, Inc. is the world’s largest commercial real estate services and investment firm, with 2017 revenues of $14.2 billion and 
more than 80,000 employees (excluding affiliate offices). CBRE has been included in the Fortune 500 since 2008, ranking #207 in 
2018. It also has been voted the industry’s top brand by the Lipsey Company for 17 consecutive years, and has been named one of 
Fortune’s “Most Admired Companies” in the real estate sector for six years in a row.  Its shares trade on the New York Stock Exchange 
under the symbol “CBRE.”

CBRE offers a broad range of integrated services including facilities, transaction and project management, property management, 
investment management, appraisal and valuation, property leasing, strategic consulting, property sales, mortgage services, and 
development services. Please visit www.cbre.com for more information.

To learn more about CBRE Research, or to access additional CBRE research reports, please visit the Global Research Gateway at www.
cbre.com/researchgateway. Additional U.S. publications produced by CBRE Research can be found at www.cbre.us/research. 

ABOUT HAMILTON ZANZE
Hamilton Zanze (HZ) is a private, San Francisco-based real estate investment company that owns and operates apartment 
communities. On behalf of more than 1,300 private investors and our institutional partners, HZ buys and operates multifamily 
real estate with the goals of cash flow, appreciation, and preservation of investor principal. Since its founding in 2001, HZ 
has acquired over $3.6 billion in multifamily assets primarily in the Western, Southwestern, and Eastern U.S. The company 
currently owns and operates 81 properties (19,220 units) across 13 states and 22 markets. For additional information, visit www.
hamiltonzanze.com.

Disclaimer: Information contained herein, including projections, has been obtained from sources believed to be reliable. While we 
do not doubt its accuracy, we have not verifed it and make no guarantee, warranty or representation about it. It is your responsibility 
to confirm independently its accuracy and completeness. This information is presented exclusively for use by CBRE clients (including 
Hamilton Zanze and its investors) and professionals and all rights to the material are reserved and cannot be reproduced without prior 
written permission of CBRE.

HZ INVESTOR RELATIONS
415.539.0068
investorrelations@hamiltonzanze.com

DISCLAIMER: The material contained in this paper is confidential and is not to be copied and/or used for any purposes or made available 
to other persons other than the intended recipients without the express written consent of Hamilton Zanze (“HZ”). This white paper was 
prepared by a third party (CBRE) on behalf of HZ and its investors for general informational purposes only and is not intended as legal, tax, 
accounting, or financial advice or recommendation to buy or sell real estate or securities or to engage in any specific transactions. HZ makes 
no warranties or representations as to the accuracy or completeness of the information, assumptions, analyses, or conclusions presented 
in this white paper. Additionally, HZ cannot be held responsible for any errors, misrepresentations, or omissions on the part of CBRE or any 
other third-party sources. Any reliance upon the information contained in this document is solely and exclusively at your own risk. While we 
do not doubt the accuracy of the information contained herein, we have not prepared or verified it and make no guarantee, warranty, or 
representation about it. It is your responsibility to confirm independently its accuracy and completeness. Any views expressed in this white 
paper are subject to change without notice due to market conditions and other variables. In considering any performance data contained 
herein, past or targeted performance is not indicative of future results, and there can be no assurance of future performance.
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