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1. Multifamily Sector Performance 

1.1 Average Annual Returns 

According to a 2017 report by CBRE, multifamily properties generated the highest average annual return of any property 
type over the prior 25-year period (1992-2017)1. In addition to achieving the highest average annual return (9.75%), 
apartments also had the second-lowest standard deviation (7.75%)2, suggesting they are relatively low risk. We 
compared the S&P 500 index over that same period and found that all real estate types outperformed stocks, achieving 
both higher returns and lower volatility3.  

 

 

1.2 NCREIF Market Index Returns 

Recent research published by the National Council of Real Estate Investment Fiduciaries (NCREIF) validates the above 
findings by CBRE. The NCREIF Property Index (NPI) provides a historical measurement of property-level returns for 
institutional real estate since 1977. Returns are measured each quarter by the change in asset value plus the net cash 
flow received and are measured on an unleveraged basis. As seen in the graph below, apartments have outperformed all 
other property types by a wide margin.4  
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2. Attributes of Multifamily That Contribute to Superior Performance 

2.1 Record High Demand and Massive Supply Imbalance 

New household formation plus unprecedented wage growth has triggered increased renter demand and record low 
vacancy rates of 2.3% (Q1 2021).5 According to Realpage, the market set record highs for demand, occupancy, and rent 
growth in Q1 2022. Net demand reached 712,899 units for the trailing 12 months ended Q1 2022 – 8% higher than the 
previous record.6 Meanwhile, construction has failed to keep up amid supply chain and labor challenges. As a result, the 
annual unit demand was more than double the supply delivered during the year ending Q1 2022 (712,899 units 
absorbed vs. only 350,000 units delivered).7  

CBRE estimates the current national shortfall to be 521,000 units based on projected demand, vacancy, and 
employment trends and foresees no near-term end to the multifamily supply-demand imbalance. Total demand is 
estimated to be almost one million units, with only about 400,000 deliveries projected for 2022.8  

 
 

The Seattle MSA/ Puget Sound region had a shortage of over 10,000 units in 2021. 
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2.2 High Liquidity Compared to Other Property Types  

Multifamily investments have a high degree of liquidity (ability to sell or finance an asset) relative to other commercial 
property types. One measure of liquidity in a market is the total investment volume. Research by CBRE shows that 
transaction volume for all U.S. properties has been sharply increasing since 2008, achieving a record volume of over 
$800 billion in 2021.  Of that volume, multifamily had by far the highest market share (43%), followed by industrial 
(21%), and office (18%).10  

 
 

 

2.3 Favorable Mortgage Market  

Loan terms, pricing, and leverage are more favorable for apartments than other property types. In addition to banks, life 
insurance companies, and CMBS lenders, the multifamily sector also benefits from government-sponsored (GSE) lending 
programs, such as Fannie MAE and Freddie Mac, that are unavailable to other property types.  The multifamily sector’s 
strong performance, growing investment volume, and availability of GSE financing have helped it obtain favorable loan 
terms compared to other property types. A 2022 report by Lending Tree showed that apartments received lower rates, 
higher LTV ratios, and longer terms than all other property types.11 
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2.4 Cap Rate & Discount Rate Compression 

Recent reports by the NCREIF and CBRE show cap rates, terminal cap rates, and discount rates for multifamily assets 
have been steadily declining and remain lower than those for other property types.12 Cap rate compression signals 
investor willingness to accept lower yields, presumably due to strong supply-demand fundamentals and a higher 
likelihood of future strong rent growth. NCREIF index investors have increased rent growth assumptions in their 
valuation models during each quarter since Q2 2020.12 
 

 

 

 
 

 
2.5 Multifamily is a Hedge Against Inflation  

The Bureau of Labor Statistics reported that the Consumer Price Index (CPI) reached 8.6% year-over-year growth in May 
2022, the highest level since 1981.13 As a yield-producing asset with limited supply and intrinsic value, commercial real 
estate acts as an effective hedge against inflation. Apartments are the best inflation hedge among real estate because, 
with twelve-month leases distributed throughout the year, operators can continuously adjust rents as leases turnover.  
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3. Multifamily Asset Performance During Recessions 

3.1 Features That Make Apartments Resilient in Recessions  

Research has consistently shown that multifamily is the most resilient of all major property types during recessions.  

Features that make multifamily recession-resistant compared to other real estate asset classes include: 

1) The general population typically cuts spending during a recession, which adversely impacts commercial property 
sectors but benefits multifamily because people still need places to live.  

2) It is more challenging for borrowers to qualify for single-family home mortgages during a recession, given rising 
interest rates and tougher lending criteria, increasing the demand for rental housing. 

3) Short term leases allow owners to react better to market conditions by adjusting rents and capital expenditures 
more frequently. 
 

CBRE’s data tracks cap rates of closed multifamily transactions across time and by region. The average national cap rate 
has decreased by 89 basis points since the start of the pandemic (Q1 2020), including 68 basis points in 2021 alone. 
While cap rates have been falling nationally, the Pacific West had the lowest cap rate of all regions by over 50 basis 
points.14  

 

 

 

3.2 Rents During Past Recessions  

A 2019 report by CBRE found that multifamily properties experienced the lowest level of rent decline and strongest 
recovery in both the 2001 and 2008 recessions.15 Notably, in both cases, the decline was caused by an oversupply of 
housing, in contrast to the current environment, which is characterized by an extreme shortage of multifamily housing. 

Of the major real estate asset classes, multifamily had the shortest period of negative rent growth, the fastest 
recoveries, and the longest post-recession period of rent growth in both the 2001 and 2008 recessions. 
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2001 RECESSION 
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2008 RECESSION 
 

 
 

 
 

 

According to Consumer Price Index data (CPI) published by the U.S. Bureau of Labor Statistics, residential rents had 
generally increased during recessions, apart from the 2008-2009 recession, where they were flat 17 (during a time when 
supply outstripped demand, in contrast to the current environment characterized by a severe supply shortage). Note 
that CPI data measures bi-annual rent changes for a renter-occupied unit sample and as a result, is less volatile than 
private surveys (CBRE), which primarily measure asking rents for vacant units.  
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1992, 2001 & 2008 RECESSIONS 
 

 
 

According to research by Arborcrowd, during the five years following the Great Recession, apartment REITs 
outperformed all other real estate asset classes as well as the S&P 500.16  

 
3.3 Performance vs. Other Assets During Recessions 
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4. Risk Adjusted Returns for Apartments vs. Other Property Types 

4.1 Comparison of Returns by Property Type & City Size 
 
Research by the National Multifamily Housing Council analyzed returns by property type, region, and city tier based on 
metro area employment size and growth (from Tier 1 = large/high growth cities to Tier 4 = small/low growth cities). 
Overall the best returns and risk adjusted returns were in multifamily properties in mid-size cities on the West 
Coast.18 

 
Comparing regions by size/growth, they found that apartments almost always offer the highest returns and risk adjusted 
returns (sharpe ratio) across all Tiers. 
 
Notably, Tier 3 returns were on par with high-growth Tier 1 markets but offered a better risk adjusted return. Tier 3 
markets also outperformed Tier 2 and Tier 4 markets by about 75-90 basis points across property types and holding 
periods.  The Seattle MSA (combined statistical area including Tacoma) is categorized as tier 3 based on this analysis. 
 

Comparison of Holding Period Returns by Property Type and City Tier (1987-2016) 

 
          18. Mark J. Eppli and Charles C. Tu. Explaining the Puzzle of High Apartment Returns.  
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4.2 Comparison of Returns by Property Type & Region 

Among national regions, NMHC found that apartments also offered the highest returns and risk adjusted return.  
Apartments again outperformed all other property types, with apartments in the West outperforming those in other 
regions by 70-130 basis points.19  

 
Comparison of Holding Period Returns by Property Type and Region (1987-2016) 

 
19. Mark J. Eppli and Charles C. Tu. Explaining the Puzzle of High Apartment Returns.  
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4.3 Comparison of Performance by Apartment Class 
 
Within the multifamily asset class, CBRE data shows that Class B assets performed the best during the last recession.20 
(Class A = the top 20% of properties based on rent, Class B = the next 60%, Class C the bottom 20%). Class A assets had 
the deepest revenue fall from prior peak to trough at -13.4%. Class B fell 9.1%, and Class C fell 11.4%. Class B also 
experienced the lowest vacancy rates.  
 

PERFORMANCE BY APARTMENT CLASS – 2008 RECESSION 

 
           20. CBRE. Class B Multifamily Performed Best During Past Downturn. 
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Conclusion 
 

Multifamily investments historically outperform other asset classes.  Research from institutions including NCREIF and 
CBRE shows apartments achieve higher average returns than other real estate asset classes with less volatility and risk. 
During the past three recessions, multifamily has experienced a lower decline in rents, a faster recovery period, and 
greater rent growth in the years that followed.  

The strong performance of multifamily assets over decades can be attributed to solid economic fundamentals and as the 
only significant alternative to single-family housing. As households are formed, people need a place to live. The pressure 
on multifamily housing is further exacerbated during economic downturns as it becomes more difficult to qualify for a 
home mortgage due to rising interest rates and more stringent underwriting guidelines.  Conditions in the current 
market downturn illustrate this perfectly. The massive supply shortage and increasing interest rates are causing record 
rental demand, meanwhile, low unemployment and rising wages are driving large rent increases.  Those factors 
combined suggest apartments will outperform in the current recession. 

Within the multifamily sector, the best performing properties are in smaller but fast-growing cities.  Research from 
NMHC shows that secondary and tertiary markets such as Seattle  have achieved the best returns across both short- and 
long-term holding periods. CBRE research shows that during a recession, Class B properties experienced smaller rent 
decreases and stronger recoveries. The data suggests that garden style, suburban apartments outside rapidly growing 
cities offer the best returns with the lowest risk.   

 

This report was prepared by our internal team at Harbor Custom Development, Inc.  

The information contained herein has been gathered from multiple publicly available sources and is believed to be 
reliable. However, Harbor Custom Development, Inc. has not independently verified the accuracy of the content and does 
not make any representations as to the accuracy or completeness of this information. This information is subject to 
change without notice and Harbor Custom Development, Inc. has no obligation to provide any updates or changes. 
Harbor Custom Development, Inc. shall have no liability to the recipient or any other person resulting from any use of this 
information. Harbor Custom Development, Inc. is providing this message for informational purposes only and is not 
meant to be relied on when making investment decisions.  

Researching and analyzing real estate data and trends allow us to assess our current and future business plans. For 
questions about this report, please contact us at info@harborcustomdev.com.  
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