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INTRODUCTION TO THE MIMIS

In 2019, we studied the income
segments for renter households to
ascertain the demographic driver
for the multifamily industry. Since
then, the country has endured

an unexpected recession caused

by a global pandemic, which has
disrupted the economy but ultimately
reinforced underlying trends.
Despite recent market turbulence,
this update to the original analysis
continues to demonstrate that MiMis,
or millennials and middle income
households, will sustain demand for
U.S. apartments in the coming decade.
We define middle income households

Figure 1: Percent of each age cohort that earn
middle income ($45k — $75k)
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as those earning between 80% and
120% of area median income which
is typically those earning between
$45,000 and $75,000 per annum.
These households comprise between
15% and 25% of each age cohort
(Figure 1). Middle income households
often have to rent out of necessity
which creates consistent demand
for apartments targeting middle
income renters.
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Millennials are the second largest generation
on record (Figure 2) and like the Baby Boomers
before them, they will reshape the economy
and many industries as they heavily consume
goods and services, including housing.
Millennials compose 35% of the workforce

and their contribution to the U.S. economy
continues to grow.

Figure 2: Generations defined
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In this analysis, we define the millennial
generation as those born between 1981 and 1998.
Furthermore, we divide the millennials into
older millennials (OMs) and younger millennials
(YMSs) cohorts.

The OMs are roughly 34 — 40 years old and have
largely married, started families, and the majority
are likely to buy homes within the next few

years. We believe this will create an investment
opportunity in the overbuilt luxury and class

A apartment markets, particularly in large,
expensive major metros across the U.S.

The YMs are roughly 23 — 33 years old and are

in a very different stage of life compared to older
millennials in their 30s. In the coming decade,
the younger millennials could reshape apartment
markets in cities such as Charleston and Orlando
if, as we anticipate, these cities experience an
influx of millennials looking for high quality jobs
and a lower cost of living.

OLDER MILLENNIALS (OMS)

We believe the eight central cities shown in figure
3 are at greatest risk of losing higher income OM
renters to suburban homeownership. As the OMs
start to marry and have families, it will create the
need for more space in the form of a single-family
home. As the OMs in these eight cities move

to the suburbs, demand for class A and luxury
apartments should wane and prices for these
types of apartments are likely to fall, creating

an investment opportunity. During 2020, this
trend unexpectedly accelerated as a result of the
pandemic and sudden shift to remote work. This
freed many OMs who may have waited another
couple of years before moving to the suburbs to
take the plunge much sooner.

In order to evaluate the effect OMs will have on
commercial real estate in these ‘flight to suburb’
metros, our analysis of mobility data from the
Census Bureau indicates most adults that move
remain in the same metropolitan area as opposed
to relocating to a new metropolitan area. As

a result, we assume 70%, or 2.1 million of the
three million OMs in these eight cities will stay
in their current metro area as they marry and
have children.

Our analysis shows these eight cities experienced
a large influx of millennials in the last decade
due to their strong post-recessionary job

growth. Most of the OMs in these eight cities

are currently renters given the relative lack of
home affordability in these areas. However,
homeownership rates among 35 — 39 year olds
currently stands at 58.9% versus 49.3% for 30-
34 year olds.? Based on this, we have assumed a
60% homeownership rate among the OMs, which
corresponds to roughly 1.3 million at risk to flee
to suburban locations and purchase a single-
family home. The other 40% of OMs (close to one
million) are likely to seek out more affordable
locations in the U.S. given the expensive housing
in places like San Francisco, New York City, San
Jose, and Los Angeles.
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Figure 3: ‘Flight to suburb’ metros
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Nuveen Real Estate’s megatrend filtering
approach?

Characteristics

Hard factors (i.e. scale, productivity, etc.)

Job growth (2015 - 2020) -0.5%

Soft factors (i.e. connectivity, livability, etc.)

Population growth (ages 25 — 29: 2015 - 2020) 4.4%

Growth factors 2020 Homeownership rate 64.9%
Sustainability factors 2020 Renter affordability rate 16.6%
% of Millennials 13.9%

Source: StratoDem June 2021

2 Nuveen Real Estate has created a proprietary filtering approach to identify cities across the world that are best positioned for outperformance in tomorrow’s world. The
filtering approach includes hard factors such as the size of a city, soft factors such as how internationally connected a city is as well as growth and sustainability factors.

INVESTMENT OPPORTUNITY:
LUXURY DISLOCATION

The potential dislocation in the luxury and class
A apartment market in the eight cities shown

in figure 4, represents a cyclical opportunity for
investors. In our view, these central cities remain
attractive locations for multi-family investment
due to their high cost of living and strong, well-
diversified job markets. During this economic
cycle, many of these typically supply-constrained
metros experienced unprecedented levels of new
supply, much of which was concentrated in the
urban core and much of which was luxury and
class A stock.

As aresult, luxury and class A apartment rents
have begun to soften. Despite falling rental
rates, many of the class A and luxury apartments
in these eight metros will remain out of reach
for the large number of younger millennials
(YMs) following behind the OMs. Class A and
luxury apartment buying opportunities could

arise as pricing becomes dislocated due to

more pessimistic rental growth expectations,
concerns about over-supply, and/ or flight to
value in secondary and tertiary markets. As
shown in figure 4, apartment prices in New
York, San Francisco, and San Jose are showing
signs of softness driven by the recent pandemic-
induced recession.

Figure 4: Multi-family property pricing
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Boston Still growing A
Denver Still growing A
Los Angeles Prices falling v
New York Prices falling v
San Diego Still growing A
San Francisco Prices falling v
San Jose Prices falling v
Seattle Still growing A
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Figure 5: Next millennial magnets
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3 Nuveen Real Estate has created a proprietary filtering approach to identify cities across the world that are best positioned

High tech job growth (F) > 1.3%
Recent high tech job growth (2012 — 2017) > 2.5%

High tech share of employment (2022F) = 4%-5%

for outperformance in tomorrow's world. The filtering approach includes hard factors such as the size of a city, soft factors

such as how internationally connected a city is as well as growth and sustainability factors.

THE YOUNGER MILLENNIALS AND
THE NEXT MILLENNIAL MAGNETS

The YMs are largely in their 20s and are just
beginning to exert their influence. YMs have more
recently attended college and are looking for their
first job, or are upgrading to a second job. In the
earlier stages of their careers, they are likely to

be attracted to areas with strong job prospects,
particularly in tech. With only 15% of first time
home buyers under the age of 30, we assume YMs
will generate demand for rented apartments for at
least another seven to ten years.

We have identified a group of established, but
affordable tech hubs (Figure 5). In these hubs,
tech jobs represent a sizeable component of the
local economies (7.2% on average) and forward
looking prospects are favorable. In the emerging
wild card cities, the share of tech employment

is marginally below the national average of

4.9%, but growth in tech has been strong and is
expected to continue at a well-above average pace
going forward.

Higher education and health care often have
strong ties to the tech sector, which is particularly
evident in places like Raleigh and Austin. While
Charleston is known as ‘Silicon Harbor’, the city’s
health care sector is projected to be the top source
of near-term job gains.

Source: Bureau of Economic Analysis
All data on this page derived from Moody’s Analytics

Charlotte’s competitive advantage in the banking
industry is creating growth opportunities for
financial technology. Disney is the largest
employer in Orlando, and consistently ranks as

a top ten desirable employer among millennials.
Corporate headquarters drive growth in locales
such as Austin and Atlanta. Austin is home to
Whole Foods; Minneapolis to Target; and Atlanta
to Coca-Cola, UPS, Delta and Home Depot.
While these identified tech hubs have attractive
growth prospects, one must consider the various
industries beyond tech that are driving each
millennial magnet’s growth story.

MILLENNIALS ARE THE
‘RENTERSHIP GENERATION’

Millennials tend to earn the U.S. median
household income or less, making them 23 — 40
rentership generation (Figure 6). As shown in
figure 1, relative to other age cohorts, a higher
percentage of those aged 25 to 34 earn between
$45,000 and $75,000 annually which should
drive demand for apartments.

While 40% of millennials earn college degrees,
many are early in their careers or are employed
in fields with more modest salaries. Korn Ferry
analyzed salaries of 310,000 entry-level positions
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from nearly 1,000 organizations across the U.S.

Based on the analysis, 2018 U.S. college graduates

made on average $50,390 per annum. While
tech employment will continue to be a major
demand driver, the majority of recent college
graduates earned traditional bachelor’s degrees.
The National Center for Education Statistics
report the following top earned college degrees
for 2016 graduates:

1. Business (19%, 364K degrees)
2. Health professions and related programs
(11%, 216K degrees)

@

Psychology (6%, 118K degrees)

5. Biological and biomedical sciences
(6%, 110K degrees)

6. Engineering (5%, 97.9K degrees)

+

Social sciences and history (9%, 167K degrees)

Figure 6: Median household income by
age cohort
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Aside from earning middle income salaries,
several key factors contribute to millennials’
propensity to rent such as declining home
affordability, record student loan debt burdens,
stricter lending requirements, and delayed
decisions to marry and start families. According
to the National Association of Realtors, U.S.
homes have become increasingly unaffordable
with home prices exceeding 2006-peak levels.
This pricing pressure has been compounded
by the spike in home prices in early 2021 from
a shortage of inventory amid rising demand.
As a result, many middle income millennials,
even those who move to the suburbs, will not
be able to afford a home, generating demand
for apartments.

Figure 7: Share of millennials living with

parent(s) in 2019 by metro
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Additionally, Zillow reports that 21.9% of
millennials are living at home with their
parent(s), up nine percentage points since 2005
(Figure 7). During the pandemic there was an

uptick in millennials moving back home, however

this was only the most recent rise in a larger
on-going trend. In cities such as Austin and
Raleigh, a smaller share of millennials is living
with their parent(s) which should translate into
higher rentership rates in these metros. Nuveen
Real Estate’s identified ‘flight to suburb’ markets
like New York and Los Angeles have a fairly large

percentage living with their parent(s) which could

contribute to the luxury and class A apartment
pricing dislocation.

INVESTMENT OPPORTUNITY:
FOLLOWING THE MIDDLE
INCOME RENTER

Middle income households represent a stable
and sustainable long-term source of demand
for apartments. Middle and lower income
households tend to rent out of necessity, rather
by choice. Rentership rates rise significantly in

more expensive metro areas like New York or San

Francisco, but the middle income groups rent at
rates outpacing the national average in many of
the more affordable metro areas like Dallas and
Atlanta (Figure 8).
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Figure 8: Rentership rates by metro area
(income: $45k — $75k)
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Median household incomes vary by metro area,
which impacts the amount of rent the median
earning household is able to afford at a maximum
of 30% of their income level. In some markets,
target apartment communities will likely be
concentrated among the class B segment.
However, class A rents in many metro areas
(exceptions include the eight ‘flight to suburb’
metros where class A rents are not affordable)
are within the affordable range for the median-
earning household and represent a broader
investment universe.

The majority of Millennials will likely be

more cost-conscious, at least initially, and

will avoid the more recently built higher end
rental units, creating increased demand for
value-oriented class A and well-located class B
apartment communities. We believe exciting
and emerging/redeveloping neighborhoods in
some of these metros could prove particularly
attractive to younger millennials for the next ten
years and beyond.

Affordability is a key differentiator among the
markets we have identified. The apartment
markets in each of these metros will undoubtedly
benefit from the growth in tech and influx of
YMs. Many of the ‘next millennial magnets’ are
less urban in nature, and multi-family demand
will likely be concentrated in attractive, highly-
amenitized suburban locations.

APARTMENTS TARGETING MIDDLE
AMERICA HAVE PERFORMED WELL

Our analysis shows that older and more seasoned
properties have consistently outperformed the
NCREIF apartment index as a whole during this
expansion (Figure 9). Specifically, apartment
properties in the 20+ year age cohort have been
the top performing age cohort since 2014.

Effective rent growth for class B apartments has
largely outpaced that seen in class A apartments
since 2013, when supply first began to accelerate
(Figure 10). New supply has generally been
concentrated in the class A segment of the
apartment market, which caused rent growth

to slow in 2016 and persisted for several years
including during the COVID pandemic. This
trend has created opportunity for class B assets
in recent years.

Figure 9: Annualized apartment total returns by
property age
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Figure 10: Effective rent growth: Class A vs
Class B
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CONCLUSION

In our view, targeting MiMis, or millennials and middle income households, will provide
investors with significant favorable investment opportunities in tomorrow’s world. Middle
income households represent a stable and sustainable long-term source of demand for
apartments as they tend to rent out of necessity and not necessarily by choice.

At the same time, the millennial generation has exerted considerable influence on commercial
real estate in recent years and will continue to do so in tomorrow’s world. It is important to
remember that the generation spans nearly twenty years, but distinctions should be made
between the younger and older segments of the cohort. The older millennial cohort are now
reaching, or have reached, the age at which most are facing typical ‘grown up’ life decisions while
the younger millennials, on the other hand, have arrived and will drive demand for housing in
potentially different ways that bears watching.

For more information, please visit nuveen.com.

Endnotes

This material is provided for informational or educational purposes only and does not constitute a solicitation in any jurisdiction. Moreover, it neither
constitutes an offer to enter into an investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter
into an investment agreement.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things,
projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. Moreover, certain historical performance information
of other investment vehicles or composite accounts managed by Nuveen has been included in this material and such performance information is presented
by way of example only. No representation is made that the performance presented will be achieved by any Nuveen funds, or that every assumption made
in achieving, calculating or presenting either the forward-looking information or the historical performance information herein has been considered or stated
in preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment
returns that are presented herein by way of example.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell
any securities or to adopt any investment strategy. The information and opinions contained in this material are derived from proprietary and non-proprietary
sources deemed by Nuveen to be reliable, and not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts
made will come to pass. Company name is only for explanatory purposes and does not constitute as investment advice and is subject to change. Any
investments named within this material may not necessarily be held in any funds/accounts managed by Nuveen. Reliance upon information in this material
is at the sole discretion of the reader. They do not necessarily reflect the views of any company in the Nuveen Group or any part thereof and no assurances
are made as to their accuracy.

Past performance is not a guide to future performance. Investment involves risk, including loss of principal. The value of investments and the income from
them can fall as well as rise and is not guaranteed. Changes in the rates of exchange between currencies may cause the value of investments to fluctuate.

nuveen

REAL ESTATE

30474

GRE-1707750CR-E0721P



