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U.S. Multifamily Outlook:
U.S. apartment demand for the first 
half of 2019 outpaced supply resulting 
in increased occupancy rates and rent 
growth.  As of the end of the second 
quarter, the U.S. occupancy rate for 
apartments is 96.08%, which is the 
highest occupancy recorded since 
2001.13

In the apartment industry, household 
formation is typically a key indicator for 
housing demand. As more households 
are formed – more housing is required. 
A healthy economy, strong job market, 
low unemployment rate, and an 
accommodative Federal Reserve all 
contribute to household formation. As 
of the end of June 2019, the economy 
has matched the longest previous 
economic expansion and shows 
limited signs of slowing down. 

Current risk factors for continued 
economic expansion include the 
impact of the international trade wars 
and slowing global economic growth. 
At this time, it’s unclear how much the 
US economy will be impacted by the 
tariffs and the overall slowing of 
non-US economies.   In the US, the 
Tax Cuts and Job Act of 2018 
increased the after-tax earnings for 
both business and consumers, 
stimulating both consumer spending 
and business investment. Businesses 
have invested heavily in labor, adding 
on average of 187,000 jobs per month, 
over the last 12 months. This has 
resulted in an unemployment rate of 
3.7% - a near historic low.14  Figure 1 
shows annual household formations 
along with historic average annual 
household formations, and the growth 
of total number of households in the 
United States. The data indicates 
steady growth in total households as 
well as household growth throughout 
this cycle, which has led to the 
increasing demand for housing. 
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Demand:                                                      
Housing demand can be met through single-family 
homes or by apartments. Since 2012, single-family 
home values have been steadily on the rise. The last 
decade has been characterized by strong buyer 
demand, relatively low interest rates and limited new 
supply. The S&P/Case-Shiller U.S. Home Price Index 
(Figure 2) estimates that a typical home price has 
increased by 55.1% since 2012 Q1, meaning that a 
$200,000 house in 2012 costs an estimated $310,200 
today (end 2019Q2).  The large increase in housing 
values have made the prospect of purchasing a home 
more financially burdensome, especially for first-time 
home buyers. The Millennial generation is a major 
contributing factor to household formation and housing 
demand. Millennials are entering their prime spending 
years (ages 35 to 64)3, and are the largest generation in 
history with a population of 83.1 million.4  Millennials 
represent one quarter of the nation’s population.

According to Apartment List, 89.4% of the Millennial 
generation aspire to purchase a home someday which 
will continue to increase housing demand. In this cycle 
strong housing demand combined with the relatively 
low mortgage rates, and below historic construction 
levels have eroded the affordability of single-family 
homes. 72% of Millennial renters who plan to purchase 
a home cite affordability as a reason that they are 
delaying homeownership, 62% have a lack of down 
payment savings, and 48% have zero down payment 
savings. In fact, only 11% say they have saved $10,000 
or more. Apartment List estimates that two-thirds of 
millennial renters will require at least two decades to 
save enough for a 20% down payment on a median-
priced condo in their market and only 11% will be able 
to amass a 20% down payment within the next five 
years.5 Other factors Millennials site for not buying 
homes include difficulty qualifying for a mortgage, 
convenience, mobility, and lifestyle preference.6

3Bureau of Labor Statistics
4U.S. Census Bureau
5https://www.apartmentlist.com/rentonomics/2018-millennial-homeownership-report-american-dream-delayed/
6https://www.cnbc.com/2019/03/26/the-american-dream-still-exists-millennials-just-cant-afford-it.html

Figure 2 shows that rent has also increased through 
this cycle; however, at a slower rate than home   
prices. Average Rent in the same period              
(2012Q1 – 2019Q2) have increase by 37.7%, from 

$1011 to $1392. It is important to note that increas-
ing rents make it more challenging for millennials to 
save money for a down payment for a home.
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Supply:                                                          
Despite increasing levels of multifamily construction, 
total housing completions (single-family and multifamily 
construction) have been depressed since the Great 
Recession, mid to late 2000. 

Through the first 19 years of this century, there has 
been an estimated shortage of 3.1 million housing 
completions, when compared to the historic annual 
average completions of 1.4 million housing units   
(Figure 3).  

Multifamily construction is currently above historic 
levels, with approximately 670,000 units under 
construction.7 Due to the current level of total housing 
unit construction (caused by the below historic levels of 
single-family construction),8 the increased volume in 
multifamily construction is expected to be manageable. 
In the short-term, certain markets may experience 
modest increases in vacancy due to the elevated levels 
of supply. 

Approximately 57% of units under construction, as of 
the end of 2019 Q2, are focused in the top 20 markets.9 
However, the construction is focused in the Class A 
apartment sector due to increased material, land, labor, 
and regulatory costs. This has caused developers to 
focus multifamily construction on “high-end” 
apartments (see Figure 4). According to CoStar, 83.5% 
of multifamily units under construction at the end of 
2019 Q2 are classified as Class A.
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11 Costar – State of the US Apartment Market Update Q2 2019
12 Bureau of Labor Statistics
13 RealPage (AxioMetrics)                                                                  
14 U.S Census Bureau

As Figure 4 shows, deliveries this cycle have been 
focused in Class A apartments. This has caused Class 
A rent growth and overall occupancy to trail workforce 
housing (Class B & C apartments), shown in Figure 5 
and Figure 6. With over 80% of currently under 
construction units Class A apartments,10 this trend is 
expected to continue, especially as some older 
apartment inventory is demolished for new 
development.

Outlook: 
As we move into the second half 2019, the multifamily 
market is expected to remain healthy as demand 
continues to outpace supply. In fact, in the second 
quarter of 2019, more than 100,000 units were 
absorbed, which outpaced the 78,000 new units that 
delivered.11 The strength of the underlying economy 
including a tight labor market, increasing wages, and 
unemployment rates near a 53-year low should 
continue to create more household formations.12  
Limited single-family supply is expected to further 
increase home prices making home ownership 
unattainable for many buyers, which bodes well for the 
apartment market creating more renters by necessity, 
not choice. With more than 359,000 units expected to 
be completed in 2020,13  monitoring the absorption of 
the additional supply and how it will affect occupancy 
and rent growth will be important but due to the overall 
housing shortages, this is a short-term concern. The 
cumulative shortage of 3.1 million units combined with 
flattening residential permitting and constructions 
starts, moving into and beyond 2020, should extend 
the health of the apartment market.14  As new supply 
continues to be absorbed the apartment market is 
expected to stayed balanced and will remain a favored 
asset class for commercial real estate investmenting. 

Figure 4 

 
Figure 4. 8 Out of 10 New Apartment Buildings Were High-End in 2017, Trend Continues in 2019. From Percentage of properties with high-end 
apartments by year built, by Nadia Balinat, 2018. Retrieved from https://www.rentcafe.com/blog/apartmentliving/luxury-apartments/8-out-of-
10-new-apartment-buildings-were-high-end-in-2017-trend-carries-on-into-2018/ 
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17Joint Center for Housing Studies of Harvard University – The State of the Nation’s Housing - 2019
18Joint Center for Housing Studies of Harvard University – The State of the Nation’s Housing - 2019

Figure 7 

 

Figure 7. The State Of The Nation’s Housing 2019, by Joint Center for Housing Studies of Harvard University, 2019. Retrieved from 
https://www.jchs.harvard.edu/sites/default/files/Harvard_JCHS_State_of_the_Nations_Housing_2019.pdf 

The supply of workforce rental housing has fallen 
sharply and has not kept pace with demand. Since 2011, 
the number of units renting for less than $800 a month 
have decreased steadily with a total net decline of 4 
million units, a 17% decrease. In 2016-2017 alone, the 

stock of units renting for less than $800 a month fell by 1 
million. Just over three-quarters of all 383 metros with 
populations of at least 50,000 people lost nearly 20% of 
their low-cost units on average between 2011-2017.18

Why Invest in Workforce Housing?
Workforce housing is generally defined as that in which 
families earning 60% to 100% of the area median 
income live.15 The attractiveness of investment in 
workforce housing is centered around three key 
considerations: the rent affordability in the US, the 
supply vs. demand equation, and historical returns.
 

In recent years, housing affordability has become a 
national topic as both home values and rents have 
continued to increase, causing housing cost burdens 
(paying more than 30% of income to housing) to rise 
nationally.16  From 2011-2017, cost-burden rates climbed 
4.6% among households earning $30,000-$44,999 and 
2.9% among those earning $45,000-$74,999. As a 
result, cost-burdened renters now outnumber cost-
burdened homeowners by more than 3.0 million. If the 
current housing supply shortage persists, housing 
prices and rents will continue to grow, further straining 
housing affordability and limiting the housing options for 
millions of Americans.17
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Figure 8

Figure 8. The State Of The Nation’s Housing 2019, by 
Joint Center for Housing Studies of Harvard University, 
2019.19 Retrieved from https://www.jchs.harvard.edu/
sites/default/files/Harvard_JCHS_State_of_the_
Nations_Housing_2019.pdf

New construction has not made up for the decline in 
workforce housing supply. According to the Survey of 
Market Absorption, only 9% of apartments in 
unsubsidized multifamily buildings completed in Q1 of 
2018 had asking rents below $1,050 a month, and only 
4% had rents below $850. The National Multifamily 
Housing Council also notes that new construction has 
not served the middle of the market, as the share of 
workforce housing targeting median-income renters 
dropped below 3% annually. Over 87% of new deliveries 
have been Luxury/Class A construction which has 
shifted the overall distribution of rents upward.19 The vast 
majority of apartments built in the current cycle have 
been geared toward the top of the market due to rising 
construction costs, labor shortages, and high land 
costs. However, 80% of renter households earn less 
than $75,000 a year and 62% of renter households 
earn less than $50,000 a year.20 These renters are often 
“renters by necessity” rather than “renters by choice”.

Class B investment performance has been strong in 
recent years, with workforce housing providing strong 
above-average rent growth. Figure 10 below presents 
the annual rent growth by apartment class since 2005. 
On average, Class B apartments have experienced 
3.24% annual rent growth.

The Class B multifamily sector has outperformed Class 
A assets in terms of occupancy. The difference in 
occupancy rates between the Class A and Class B 
assets was pushing near 3% by the end of 2018.21 The 
combination of high rent spread between Class A and 
Class B, high occupancy, and strong rent growth 
performance give Class B multifamily a favorable 
outlook for investment.

 

 

19Joint Center for Housing Studies of Harvard University – The State of the Nation’s Housing - 2019 
20Costar – State of the US Multifamily 2018 Q2
21Bridge Investment Group – Q2 2019 Real Estate Outlook

Figure 9 

 

Figure 9. State of the US Multifamily, Costar, Q2 2018.  
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Figure 11 

 

Figure 10.Q2 2019 Real Estate Outlook, by Bridge Investment Group, by Jack Robison, PhD.  

Class B, garden-style, multifamily properties have been 
strong performing assets in recent years, outperforming 
the other multifamily product types by over 200 basis 
point of total return. Furthermore, over the last 20 years 

garden-style properties have provided the lowest 
volatility amongst the competing multifamily property 
types which is indicated by the standard deviation.22

Figure 12 

 

Figure 12. The Case For Workfoce Housing, by CBRE, November 2018.  
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