Allionz Real Estate

Research

November 2021

U.S. multi-family in the
iInvestor spotlight



ALLIANZ REAL ESTATE: U.S. MULTI-FAMILY SPOTLIGHT

U.S. multi-family: increasing appetite for investment

The U.S. residential rental sector will attract increasing
international capital buying into trends accelerated by
the pandemic. These include U.S. domestic migration to
the Sun Belt and suburbanization within cities. The sector
has also retained its inherent strengths: markets are large
and liquid, and residential improves institutional portfo-
lios’ resilience to volatility and risk-adjusted returns. The
latest development in the market is the inclusion of single-
family rental portfolios. Residential still requires expertise
to navigate; the collapse of Zillow’s home buying division
shows algorithmic approaches are not yet viable.!

We expect foreign investment to grow, given the strong
trends supporting the sector and the weight of capital
looking to enter real estate. Investment in the U.S. multi-
family sector in the first half of 2021 was up 64% from the
same time last year. Historically, foreign investment into
the sector makes up about 10% of total volumes, having
grown from USD 866 million in 2009 to USD 12.6 billion
in the last 12 months. By comparison, historic foreign
investment into the U.S. office sector has been around
20%. Currently, foreign investment into institutional resi-
dential has fallen to about 5% this year due to Covid-19.2

Rising interest rates are not yet a concern for residential
markets. The Federal Reserve has announced recently
that it will start tapering its USD 120 billion asset purchase
program. The Fed has not yet announced benchmark in-
terest rate rises; however, the central banks of Australia
and Canada have. The Bank of England has signaled it
will raise interest rates in the “coming months” in res-
ponse to high inflation but has not yet committed to an
increase. These announcements are significant, but they
have been well-signaled, and so markets have reacted
calmly. Residential markets remain relatively attractive
due to a substantial yield spread over real government
bonds. This spread is sufficiently wide to absorb increases
in real bond yields triggered by the Fed’s tapering. Multi-
family rental investments may benefit if mortgage rates
rise and buying a home becomes less affordable. Annual
rent resets in the U.S. multi-family sector help to protect
against an inflationary environment, which usually repre-
sents the background for interest rate hikes.

1 https://www.ft.com/content/c4338149-59b3-4adb-ae19-f9e45ff1la3d2

2 Allinformation on transaction volumes and foreign investment share is
based on RCA data
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Demand in U.S. Sun Belt and tech cities

U.S. internal migration into the Sun Belt has been
a trend since 2015, but this has been accelerated
by the pandemic (figure 1). Most companies relied
upon extensive home working and are now com-
mitting to hybrid working models for the future.
Consequently, workers have been able to prioritize
the better weather, lower living costs and greater
space available in the Sun Belt. Firms are incen-
tivized to follow this talent and the favorable tax
environment in these locations. This trend is re-
flected in investment: Dallas, Atlanta, Phoenix and
Austin are amongst the most active markets due to
burgeoning multi-family sectors.

All these trends are particularly strong in the tech
sector, which remains a key driver of future growth.
As a result, new tech hubs such as Austin have ex-
ploded in popularity. These cities are now drawing
in many young and talented workers (figure 2).

Figure 1. Net migration (thousands)
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Source: Oxford Economics, Allianz Real Estate Research (September 2021)

Figure 2. Millennial population change in large tech talent markets?
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Source: Allianz Real Estate Research based on CBRE: Scoring Tech Talent (2021)

! Net migration on the chart in thousands. Percentage values next to grey
markers refer to 2015-2019 average migration as a share of metro population.
2 Large tech talent market per CBRE definition refers to markets with >50k tech
labour pool. Millennials aged 23-38. Metro names and values for millennial
population growth of more than 10%
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The cities with the highest tech sector employment con-
centration (figure 3) are San Jose (27.6%), Seattle (25.1%)

Figure 3. Office employment growth (2022-2031)
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Figure 4. Oxford Economics City Strength Index
Rank City City Strength Economics Human Capital Quality of Life
(out of 30 major metros) Rank (out of 382 metros)
1 San Jose 1 1 1 79
2 San Francisco 2 3 2 3
3 Seattle 3 4 5 41
4 Los Angeles 4 19 21 1
5 New York [¢) 12 11 4
6 Austin 7 6 4 159
7 Boston 8 17 8 13
8 Washington 10 15 3 111
9 San Diego 11 20 16 i3
10 Raleigh 14 8 9 198
11 Denver 15 14 14 61
12 Houston 18 16 7 182
13 Orlando 19 51 30 7
14 Dallas 21 13 12 207
15 Phoenix 22 26 37 32
16 Portland 23 25 28 50
17 Charlotte 38 30 22 146
18 Miami 39 71 20 66
19 Atlanta 43 28 18 23
20 Baltimore 53 45 43 124
21 Philadelphia 61 63 71 76
22 Tampa 66 66 84 69
23 Minneapolis 68 59 25 L 224
24 Chicago 71 98 67 90
25 Columbus 86 86 39 253
26 Cincinnati 111 132 115 110
27 Pittsburgh 113 147 . 213 28
28 Kansas City 142 100 93 - 318
29 Detroit . 189 188 123 276
30 St. Louis 13 12 176 221

Source: Oxford Economics (September 2021)
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Suburbanization

Within cities, workers moving out to the suburbs is ano- Figure 5. New York metro population by age cohorts
ther trend that has accelerated during the pandemic. This (thousands)

shares many of the drivers behind Sun Belt migration.
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tive than ever. The other major driver is demographics: the
pandemic came just as the bulk of the affluent millennial
cohort has reached prime family formation age.! These
new families need more space that may only be available AGE
further out in cities (figure 5). 240

These factors are generating increased demand for

single-family rental houses, which are mostly found in 220 ‘
suburban locations. Recent deals within the single-family S
rental space include Blackstone’s acquisition of Home 200 \
Partners of America for USD 6 billion. Home Partners owns \
over 17,000 houses that it rents out to tenants who are gi-
ven an option to buy them eventually. Goldman Sachs has 180
also invested GBP 200 million into buying new market rent
homes from Urban & Civic, a U.K. developer. This follows New York and other
a similar GBP 150 million acquisition earlier this year of 160 major metros have
918 units from Gatehouse Bank traditionelly attracted

. more households in

140 their 20s and 30s

Allianz Real Estate has expanded its presence in the sector
with a USD 300 million investment into one of the world’s 2 6 10 14 18 22 26 30 34 38 42 46 50 54
largest private single-family rental vehicles, the Upward
America Venture. Alongside several large institutional
co-investors, this venture is positioned to acquire more
than USD 4 billion of new single-family homes in strategic
locations across the U.S.

Source: CBRE: Covid-19 Impact on Resident Migration Patterns (2021)

1 CBRE: Covid-19 Impact on Resident Migration Patterns (2021)
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Diversification and risk-adjusted returns

The U.S. multi-family market makes up 73.3% of the global Figure 6. Transaction volumes H1 2021
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Source: Real Capital Analytics (Q2 2021)
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Alongside diversification benefits, residential investments
enhance overall portfolio risk-adjusted returns by re-
ducing the volatility of income streams to the portfolio.!
Although residential total returns can be volatile as capi-
tal values change, income streams nearly always remain
stable (figures 7 and 8). Throughout the pandemic, rent
collections held at or just below historic norms (U.S. ~93%
in Dec ‘20, German/U.K. PRS =95% as per Oct ‘20), despite
growing unemployment levels.?

For further exposition on the returns offered by U.S.
multi-family compared to other U.S. asset classes,
please see our PIMCO colleagues’ paper: Commercial
Real Estate Fundamentals After the COVID-19 Outbreak:
Surprisingly Attractive.

Figure 7. MSCI total returns residential 2010-2019 (%, pa)

Figure 8. MSCl income returns residential 2010-2019 (%,pa)

@ Finland ® us.

@ Germany @ France
® UK. Sweden
@ Austria Japan

Netherlands

N

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: MSCI (direct property indices, February 2021)

Figure 9. US market rent growth by sector (%,pa)
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1 Risk-adjusted returns are defined as total annual returns divided by
volatility of total returns. Figure 8 is based on MSClI direct property index
total returns for 2011-2019 for all markets except Singapore (based on
JLL prime total returns) and U.S. (Costar all-star definition).

2 JLL Global Real Estate Perspective (February 2021 p36), GreenStreet
(October 2020), Inrev (June 2021).

Source: Green Street (February 2021)
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Conclusion

The demand outlook for the residential sector remains
strong; high investor appetites reflect healthy funda-
mentals. The U.S. residential market should be attractive
to international investors due to the current regulatory
environment and high transparency. Pent-up demand
and the millennial family boom give the market solid foun-

dations. Within the U.S., Sun Belt metros and suburban
locations are benefitting fromwidespread remote working.
A supply-demand mismatch further bolsters the positi-
ve outlook for single-family rental markets, and urban
coastal markets and tech cities will continue to generate
growth and higher paying jobs.
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Disclaimer

In this brochure Allianz Real Estate GmbH and Allianz Real Estate of Ame-
rica, their subsidiaries and affiliates are jointly referred to as “Allianz Real
Estate”.

The sole purpose of this brochure is to provide information on a non-re-
liance basis. It discusses broad market, industry or sector trends, or other
general economic, market or political conditions. This brochure contains
statements of opinion and belief. Any views expressed herein are those
of Allianz Real Estate as of the date indicated, are based on information
available to Allianz Real Estate as of such date, and are subject to change,
without notice, based on market and other conditions. No representation
is made or assurance given that such views are correct. Allianz Real Estate
has no duty or obligation to update the information contained herein. This
brochure should not be construed as research, investment advice, or any
investment recommendation. It does not constitute an offer to sell any se-
curities or the solicitation of an offer to purchase any securities.

Certain information contained herein concerning economic trends and/
or data is based on or derived from information provided by independent
third-party sources. Allianz Real Estate believes that the sources from
which such information has been obtained are reliable; however, it cannot
guarantee the accuracy of such information and has not independently
verified the accuracy or completeness of such information or the assump-
tions on which such information is based.

Any views expressed were held at the time of preparation and are subject
to change without notice. Any forecast, projection or target where provi-
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ded is indicative only and not guaranteed in any way. Allianz Real Estate
accepts no liability for any failure to meet such forecast, projection or tar-
get. Past performance is not necessarily indicative of future performance.

Allianz Real Estate may have issued, and may in the future issue, other
communications that are inconsistent with, and reach different conclusions
from, the information presented herein. Those communications reflect the
assumptions, views, and analytical methods of the persons that prepared
them.

No representation, warranty or undertaking is given by Allianz Real Estate
or any other person in respect of the fairness, adequacy, accuracy or com-
pleteness of statements, information or opinions expressed in the brochure
and neither Allianz Real Estate nor any other person takes responsibility
for the consequences of reliance upon any such statement, information or
opinion in, or any omissions from, the brochure.

The information contained herein is proprietary and confidential and may
not be copied, used for an improper purpose, reproduced, republished, or
posted in whole or in part, in any form, without the prior written consent of
Allianz Real Estate.

Allianz Real Estate is a PIMCO company. PIMCO is a trademark of Allianz
Asset Management of America L.P. in the United States and throughout the
world. ©2021, PIMCO.



