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Executive Summary
Scan the skyline of nearly any major city, and
you’re likely to see cranes hard at work pulling
up the steel bones of a new apartment building.
Supply has been on the rise, and some have
speculated that this increase in volume points to
a bubble in the multifamily sector. However, we
believe the supply we are observing represents a
rational response to a fundamental demographic
shift in where people want to live. Led primarily
by the Millennial generation and downsizing Baby
Boomers, demand for higher-end apartments in
metropolitan locations has been robust across
all markets. Demand for rentals should continue
to soak up new inventory as young professionals
strike out on their own and more seniors retire
to an urban lifestyle. On the supply side, though
apartment construction has risen, it is still only
average as a percent of existing inventory, and
overall housing construction is actually still
below average historical measures. What is new,
is that the mix of single-family and multifamily
housing has skewed in favor of apartments,
causing cranes to be seen in city centers while
suburban land lots remain grassy. While new
supply should bring a healthy moderation to rent
growth, we believe multifamily has the potential
to post attractive returns even as increased
supply comes online in 2017 and beyond.
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An urbanization trend has taken root in major metropolitan areas
across the United States, one that we believe will allow multifamily
assets to continue experiencing solid fundamentals at least through
2016 and probably beyond. Household formation has remained healthy,
spiking at the end of 2014 and continuing at a strong pace throughout
2015. Additionally, since the depth of the real estate-led financial
crisis, multifamily homes have garnered a larger percentage of total
U.S. households in comparison to single-family, whose starts have
remained subdued.
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Figure 1 - Housing Snapshots
HOUSEHOLD FORMATION IS HEALTHY
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Source: U.S. Census Bureau, as of November 2015.

This shift is due in large part to the Millennial generation 77 million 18-to-36 year olds representing 24% of the U.S.
population1 - who have shunned suburbs for city centers, creating
strong multifamily demand in most urban cores throughout the
U.S. This is true for nearly all major cities, though coastal markets
such as San Francisco, Los Angeles, and New York City have seen
particularly noticeable benefits. Millennials are choosing to rent
and rent longer in urban centers out of both necessity - graduates
with record high student debt levels have trouble saving up for
down payments - and choice, as Millennials delay standard life
transitions such as marriage, having kids and home buying. This
extension of life before marriage and children allows for a more
transitory lifestyle, one that apartment landlords are all too happy
to help provide.

households hit nearly 15% in 2014, an almost 5% increase since
2002 and nearly 3% above the historical average.4 As households
unbundle, it is likely a large percentage of these Millennials will
choose to rent rather than purchase (either by necessity or desire),
and will act as a continued source of new renters for multifamily
landlords. This should offset any potential detriment from
increased home buying.
The transitory, low-maintenance, high energy lifestyle of urban
living hasn’t appealed only to the young. Empty nesters are
choosing in record numbers to take care of less and do more, and
in so doing they are selling single-family homes in the suburbs
to move into the city, reducing square footage, domestic upkeep,
and commuting time, and increasing proximity to urban offerings

Figure 2 - Homeownership Rate

In 1970, the estimated median age
for a first marriage for men was 23,
and for women, 21. In 2015, that median
age rose to 29 and 27, respectively.2
The plunging home ownership rate has been an easy source of
new renters for apartment owners, as approximately 9.1 million
households have become renters since 2004.3 The big question
is how long that trend will continue. After 2 years of unabated
declines in the homeownership rate, 3Q15 saw a small uptick, led
by Millennials. However, one data point does not a pattern make;
it is notable that this is only the first upward trajectory and that
even if the trend continues, the extensive Millennial generation
still provides a deep renter pool for the coming years.
In fact, the percentage of young adults between the ages of 2634 still living with their parents has dramatically increased over
the past decade, as the percent of these types of unbundled

Source: Goldman Sachs Global Investment Research, as of November 2015.
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Figure 3 - Young Adults Living With Parents
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Source: BEA, BLS, Census, and Green Street Advisors, as of November 2015.

For the first time since the 1920s,
growth in U.S. cities is rising faster
than growth outside the city center.1

Renters by Choice
Desire alone is not enough to fuel this
shift and affordability is at the core of
many multifamily sector bear arguments.
Burdened with rising rent and dropping
real household incomes, the bottom three
quintiles of the population—renters by
necessity—are strapped and typically
occupy aging, existing multifamily
structures. However, the upper two
quintiles of income earners have seen a
rise in median real income, and it is these

Note that supply, as always, has to be put in the
context of demand. Beyond any demographic shifts,
much of what drives apartment demand is the job
market. Nationally, the average ratio of jobs to new
supply (a proxy for the level of potential demand
relative to availability) historically is 6.7x. Currently,
the market stands at 10x. To hit the historical 6.7x
mark, monthly jobs would need to drop to about
180,000 a month through the summer of 2016, a
decline we do not anticipate. With jobs at the recent
run rate of 250,000 a month and given the current
supply outlook, the ratio would still stay high at
8.7x through the summer of 2016.6 This expected
job growth, with the addition of aforementioned

Figure 4 - Multifamily Supply as a % of Existing Stock

Million Square Feet

such as restaurants and entertainment.
Typically able to afford higher quality,
higher rent units, this older generation
added nearly 100,000 renters to the
multifamily market per year from 2010
to 20135, a trajectory that we believe will
continue over the coming decades, further
amplifying the urbanization trend.

8%

top earners—renters by choice—that have been
targeted by the vast majority of urban apartment
developers. Wage growth and a lifestyle with fewer
financial obligations (i.e., young professionals with
no children or seniors with adult children) have
continued to feed demand for newly built Class A
units. This allows developers to charge top rent,
which helps underwrite expensive land, labor, and
construction costs. Although high in absolute terms,
the supply of multifamily homes is fairly average
as a percent of stock, and we would reiterate that
supply is further offset by a lack of single-family
home construction competing as a destination for
new household formations.

Source: Citigroup Global Markets, as of November 2015.
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outside of major cities to stand vacant for
years, inducing banks with a strong desire
to lend money to projects in locations that
will (at least in theory) always have demand.
Investing in urban cores feels safe, and it
has been one of the main reasons much
of the new development has occurred
there. The tandem pull precipitating urban
development is construction costs: they
have risen so far beyond inflation over the
last few years that often only Class A assets
with high rents can pay back the cost of
development.

Figure 5 - Supply in Context
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In California, the supply versus demand
imbalance in housing is particularly acute.
This is due to both the high demand
stemming from a multi-year wave of tech
related jobs, and the extreme restrictions
and unpopularity of adding any new
supply – nobody currently living in Santa
Monica wants a new high rise denting their
uninterrupted skyline. Simple economics
dictate that to successfully change the
demand/supply imbalance in these areas,
accompanying revisions to constraints on
new construction must be enacted. Given
that we don’t believe politicians or existing
residents will rationalize this anytime soon,
it portends California will continue to be one
of the nation’s strongest rental markets.

Source: Evercore ISI Real Estate Research, BLS, Census, as of November 2015.

Figure 6 -Net Demand as % of Stock (Next 12 months)
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However, select geographic markets are
not fairing as well, due largely to regionallyspecific issues. For example, weakness
in energy-driven Houston stems from the
Average
plummeting price of oil and subsequent
Source: Evercore ISI Real Estate Research, Moody's, MPF Research, Costar, as of November 2015.
oversupply in the multifamily sector. Some
markets without natural land constraints
demographic trends and the expansive pool of potential renters, are seeing cracks as well. Charlotte and Austin, despite being strong
leads us to believe demand for higher quality apartments will economic markets, have managed to build past their blistering
continue to absorb new supply.
near-term demand. The Seattle market is a bit tenuous, as it is
reaching parity and may be at risk for overbuilding, dependent on
Coastal Craze
predicted versus actual local job growth (mainly from Amazon) in
Regionally, coastal metropolitan areas have exhibited the the short- and medium-term.
healthiest urbanization story, and this robust demand has led to
Outlook
construction in these markets. The common justification of both
lenders and equity investors of new development is that urban We believe 2016 will see apartment fundamentals moderate
cores will likely see the greatest population and job growth in the slightly from the strong pace set in 2015 and continue to normalize
coming years and decades, coupled with constrained supply due towards a long-term average in 2017 and beyond. However, it is
to unavailable developable land. This is especially important after our belief that - absent a recession - fundamentals of multifamily
the Great Recession caused thousands of newly built homes far values assets will not “correct”, as new supply coming online in
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Current trends are nearly replicating
the activity of the 10-year multifamily
bull market of the 1990s.
most metropolitan markets has been justified by strong demand.
Some areas, such as Texas and Charlotte, may see marginal

downward trajectories due to regional imbalances, but we believe
that the vast majority of metropolitan centers will provide strong
fundamentals in the near and medium term. Steady job growth,
an absence of overall new home supply in most markets, and the
living preferences of a milestone delayed Millennial generation
and downsizing Baby Boomers should all contribute to a solid
fundamental picture for multifamily in 2016 and beyond.

1

"Millennials Prefer Cities to Suburbs, Subways to Driveways," nielson.com, March 4, 2014.

2

U.S. Bureau of the Census, March 2015.

3

U.S. Bureau of the Census, Raymond James Research, January 8, 2016.

4

BEA, BLS, Census and Green Street Advisors, November 13, 2015.

5

"Empty Nesters Flock to Apartment Living", multifamilyexecutive.com, November 19, 2014; Axiometrics, Inc.

6

Evercore ISI Real Estate Research, BLS, Census, November 12, 2015.

Disclosures
BNY Mellon Investment Management is an investment management
organization, encompassing BNY Mellon’s affiliated investment management
firms, wealth management organization and global distribution companies.
BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation
and may also be used as a generic term to reference the Corporation as a
whole or its various subsidiaries generally.
This information is not investment advice, though may be deemed a financial
promotion in non-U.S. jurisdictions. Accordingly, where used or distributed in
any non-U.S. jurisdiction, the information provided is for Professional Clients
only. This information is not for onward distribution to, or to be relied upon by
Retail Clients.
For marketing purposes only. Any statements and opinions expressed
are as at the date of publication, are subject to change as economic and
market conditions dictate, and do not necessarily represent the views
of BNY Mellon or any of its affiliates. The information has been provided
as a general market commentary only and does not constitute legal, tax,
accounting, other professional counsel or investment advice, is not predictive
of future performance, and should not be construed as an offer to sell or a
solicitation to buy any security or make an offer where otherwise unlawful. The
information has been provided without taking into account the investment
objective, financial situation or needs of any particular person. BNY Mellon
and its affiliates are not responsible for any subsequent investment advice
given based on the information supplied. This is not investment research or
a research recommendation for regulatory purposes as it does not constitute
substantive research or analysis. To the extent that these materials contain
statements about future performance, such statements are forward looking
and are subject to a number of risks and uncertainties. Information and
opinions presented have been obtained or derived from sources which BNY
Mellon believed to be reliable, but BNY Mellon makes no representation to its
accuracy and completeness. BNY Mellon accepts no liability for loss arising
from use of this material. If nothing is indicated to the contrary, all figures are
unaudited.
Any indication of past performance is not a guide to future performance. The
value of investments can fall as well as rise, so investors may get back less
than originally invested.
Not for distribution to, or use by, any person or entity in any jurisdiction or
country in which such distribution or use would be contrary to local law or

regulation. This information may not be distributed or used for the purpose of
offers or solicitations in any jurisdiction or in any circumstances in which such
offers or solicitations are unlawful or not authorized, or where there would
be, by virtue of such distribution, new or additional registration requirements.
Persons into whose possession this information comes are required to inform
themselves about and to observe any restrictions that apply to the distribution
of this information in their jurisdiction. The investment products and services
mentioned here are not insured by the FDIC (or any other state or federal
agency), are not deposits of or guaranteed by any bank, and may lose value.
This information should not be published in hard copy, electronic form, via
the web or in any other medium accessible to the public, unless authorized
by BNY Mellon Investment Management.
This information is approved for Global distribution and is issued in the
following jurisdictions by the named local entities or divisions: Europe,
Middle East, Africa and Latin America (excl. Switzerland, Brazil, Dubai):
BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, 160
Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580.
Authorized and regulated by the Financial Conduct Authority. •Switzerland:
Issued by BNY Mellon Investments Switzerland GmbH, Talacker 29, CH8001 Zürich, Switzerland. Authorized and regulated by the FINMA. •Dubai,
United Arab Emirates: Dubai branch of The Bank of New York Mellon, which
is regulated by the Dubai Financial Services Authority. This material is
intended for Professional Clients only and no other person should act upon it.
•Singapore: BNY Mellon Investment Management Singapore Pte. Limited Co.
Reg. 201230427E. Regulated by the Monetary Authority of Singapore. •Hong
Kong: BNY Mellon Investment Management Hong Kong Limited . Regulated
by the Hong Kong Securities and Futures Commission. •Japan: BNY Mellon
Asset Management Japan Limited. BNY Mellon Asset Management Japan
Limited is a Financial Instruments Business Operator with license no 406
(Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member
of the Investment Trusts Association, Japan and Japan Securities Investment
Advisers Association. •Australia: BNY Mellon Investment Management
Australia Ltd (ABN 56 102 482 815, AFS License No. 227865). Authorized and
regulated by the Australian Securities & Investments Commission. •United
States: BNY Mellon Investment Management. •Canada: Securities are offered
through BNY Mellon Asset Management Canada Ltd., registered as a Portfolio
Manager and Exempt Market Dealer in all provinces and territories of Canada,
and as an Investment Fund Manager and Commodity Trading Manager in
Ontario. •Brazil: this document is issued by ARX Investimentos Ltda., Av.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees. For use with Financial
Professionals and Institutional Investors only. Not for use with the general public. Please refer to footnotes and disclosures at the end of this document.

5

CenterSquare
Whitepaper First Quarter 2016

Disclosure Statements Continued
Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430041. Authorized and regulated by the Brazilian Securities and Exchange
Commission (CVM). The issuing entities above are BNY Mellon entities
ultimately owned by The Bank of New York Mellon Corporation.
BNY Mellon Investment Management EMEA Limited (“BNYMIM EMEA”)
is the distributor of the capabilities of its investment managers in Europe,
Middle East, Africa and Latin America. Investment managers are appointed
by BNYMIM EMEA or affiliated fund operating companies to undertake
portfolio management services in respect of the products and services
provided by BNYMIM EMEA or the fund operating companies. These
products and services are governed by bilateral contracts entered into
by BNYMIM EMEA and its clients or by the Prospectus and associated
documents related to the funds.
BNY Mellon Cash Investment Strategies is a division of The Dreyfus Corporation.
• Investment advisory services in North America are provided through
four different SEC-registered investment advisers using the brand Insight

Investment: Cutwater Asset Management Corp, Cutwater Investor Services
Corp, Pareto New York LLC and Pareto Investment Management Limited. The
Insight Investment Group includes Insight Investment Management (Global)
Limited, Pareto Investment Management Limited, Insight Investment Funds
Management Limited, Cutwater Asset Management Corp and Cutwater
Investor Services Corp. • BNY Mellon owns 90% of The Boston Company Asset
Management, LLC and the remainder is owned by employees of the firm. • The
Newton Group (“Newton”) is comprised of the following affiliated companies:
Newton Investment Management Limited, Newton Capital Management
Limited (NCM Ltd), Newton Capital Management LLC (NCM LLC), NCM LLC
personnel are supervised persons of NCM Ltd and NCM LLC does not provide
investment advice, all of which is conducted by NCM Ltd. Only NCM LLC
and NCM Ltd offer services in the U.S. • BNY Mellon owns a 20% interest in
Siguler Guff & Company, LP and certain related entities (including Siguler
Guff Advisers LLC). • This information does not constitute an offer to sell, or
a solicitation of an offer to purchase, any of the firms’ services or funds to any
U.S. investor, or where otherwise unlawful.

Author
Alexander J. Snyder, CFA Senior Analyst
Mr. Snyder is a Senior Analyst for CenterSquare Investment Management’s real estate securities group. Mr. Snyder joined the firm in 2015
and supports the portfolio management team, conducting full investment analyses and valuations for the securities within his U.S. REIT
coverage universe. Mr. Snyder was also a member of CenterSquare’s real estate securities investment team earlier in his career, holding
positions as Analyst and Senior Analyst from 2008 to 2011. Prior to joining CenterSquare in 2015, Mr. Snyder was an Associate with Morgan
Properties in Philadelphia, specializing in acquisitions, asset management and financing. Prior to that role, Mr. Snyder was a Real Estate
Finance Consultant for Caras Real Estate & Old Sawmill District in Missoula, MT, and an Acquisitions & Asset Management Associate at
Rubenstein Partners in Philadelphia. Mr. Snyder holds a B.A. in Economics from the University of Pennsylvania with a Minor in Mathematics.

Firm
Founded in 1987, CenterSquare Investment Management is a real asset manager focused on listed and private equity real estate and listed infrastructure
investments, accessed via U.S.-only and global strategies. CenterSquare is the real asset investment subsidiary of BNY Mellon. As an investor and manager,
our success is firmly rooted in aligning our firm’s interests with those of our clients, partners and employees, as well as our commitment to alpha-generating
research.
CenterSquare Investment Management is headquartered in suburban Philadelphia, with a regional office in Los Angeles and a local presence in London and
Singapore*. CenterSquare is proud to manage investments on behalf of some of the world's leading institutional and private investors.
*CenterSquare is represented in London and Singapore by BNY Mellon Investment Management EMEA Limited and BNY Mellon Investment Management Singapore Pte. Limited,
respectively.

FOR MORE INFORMATION, PLEASE CONTACT:
Scott Maguire, CFA, CAIA
Managing Director, Global Head
of Client Service & Marketing
630 West Germantown Pike
Suite 300
Plymouth Meeting, PA 19462
(610) 818-4612
SMaguire@centersquare.com

www.centersquare.com
6

