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U.S. multifamily investment opportunity
post-COVID

U.S. multifamily has been among the most highly
sought-after sectors by institutional real estate inves-
tors over the past several years, in large part due to its
high historic risk-adjusted total returns, necessity-based
nature, strong demographic tailwinds, and attractive
financing opportunities. It has become an integral part of
commercial real estate (CRE) investment portfolios with
a portfolio weighting of 29.2 percent in the open-end
diversified core equity index (ODCE).

After a brief downturn during the COVID-19 recession in
2020, multifamily fundamentals have fully rebounded and
remain very healthy. Overall, U.S. multifamily rents are at
all-time highs, and most markets report a near historically
low vacancy rate under 5.0 percent. Going forward, Clar-
ion Partners is optimistic about the outlook for U.S. multi-
family in 2023 and beyond due to five main factors:

1. Robust ongoing job growth sustaining housing
demand. U.S. employment is now well-above pre-
COVID levels, and forecasts indicate there will be 2.5
million new jobs created from 2023 to 2025.

2. Strong wage growth. Recent U.S. wage growth has
accelerated above the long-term average, adjust-
ing along with broader inflationary pressures. With
low unemployment and high job availability, incomes
have risen, resulting in a stronger renter financial pro-
file overall.

3. U.S. for-sale housing affordability at an all-time
low supports rental housing. The median U.S. home
price recently reached a record level. Even as resi-

dential mortgage rates remain near the highest point
since 2002, home prices are still around all-time highs
across many U.S. markets and financing costs to pur-
chase have more than doubled in the last year.?

. High construction & replacement costs. Over recent

years, there was an unprecedented surge in U.S. con-
struction and replacement costs. In addition, the cost
of construction financing remains high, making new
projects more expensive. Although we expect ongo-
ing improvement, overall project costs are likely to
remain elevated and lead to a moderation in the sup-

ply pipeline.

. National housing shortage. Following a decade

of underbuilding, there continues to be a national
housing shortage. Institutional-quality multifamily is
in short supply across a wide range of U.S. metros.
At the same time, the for-sale housing inventory has
remained near a two-decade low nationwide.
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In recent years, demand for all forms of housing has
remained steady. All major markets reported positive rent
growth in 2022, and, U.S. annual rent growth reached
6.7 percent in Q4 2022, following four straight quarters
of double-digit increases.® The future outlook for rent
growth is positive, however, rent control may be a con-
cern in a few states.

With the increase in the costs of for-sale housing and
financing, housing affordability is likely to remain a signif-
icant headwind for the 154 million Millennials and mem-
bers of Gen Z to enter the single-family purchase market.
The pent-up demand from millions of young adults either
living at home or starting new households will support all
types of rental product, including multifamily apartments.
We expect this to be a key driver of rental demand in the
years ahead.

Clarion Partners expects trends that accelerated during the
pandemic to endure in the coming years. Sun Belt states,
low-cost metros, most tech hubs, suburban submarkets
and garden-style formats outperformed. Work-from-home
(WFH) is likely to continue to influence net migration pat-
terns, which may benefit some metros more than others.
At the same time, coastal central business districts (CBDs)
have largely recovered, and most young professionals have
returned to the office. Nevertheless, we expect faster popu-
lation and job growth in low-tax and business-friendly states
in the South and West regions in the United States.

Looking ahead, we believe that with the ongoing U.S.
housing shortage and obsolescence of existing stock,
multifamily build-to-core investments are likely to offer
attractive returns, especially in more high-growth areas.
We are cautiously optimistic about the long-term outlook
for CRE income and appreciation even though a moder-
ate CRE correction is now underway. As the CRE market
adjusts to higher interest rates, the multifamily lending
environment has remained highly competitive, and Gov-
ernment Sponsored Enterprise (GSE) financing terms
remain favorable.

Last but not least, multifamily has historically tended to
have superior investment performance after recessions
because landlords can adjust rent more quickly than in
other sectors. Therefore, multifamily investments can
potentially serve as a hedge against rising inflation, a
desirable characteristic in today’s reflationary environ-
ment. Of course, whether or not multifamily is an effec-
tive inflation hedge, risks remain when investing in real
estate. In the years ahead, we believe that the outlook
for U.S. economic growth is positive, and multifamily fun-
damentals are likely to remain stable.

'Moody’s Analytics. February 2023. 2 Ibid.
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Clarion Partners has been a leading U.S. real estate investment manager
for more than 40 years. Headquartered in New York City, the firm has
offices in major markets throughout the United States and Europe. With
$82.4 billion in total assets under management as of Dec. 31, 2022,
Clarion Partners offers a broad range of both debt and equity real estate
strategies across the risk/return spectrum to its more than 500 domestic
and international institutional investors.

This article presents the authors’ opinions reflecting market conditions. It has been prepared
for informational and educational purposes only and should not be considered as investment

advice or as a recommendation of any particular security, strategy or investment product. This is
not an offer to sell, or a solicitation of offers to buy, securities.
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