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With favorable demand
driven by demographics
and social trends that

are likely to continue for
years, the institutional
single-family rental market
is poised to become a
growing commercial real
estate niche.

Strong demand has created robust fundamental performance
and opportunities for growth.

The institutional SFR market does face challenges, including
garnering (unwarranted) blame for the rising cost of housing
and the waning of scattered-site acquisitions over the last two
years after rising interest rates pushed up the cost of capital.
Yet the segment was given a shot in the arm from the pandemic,
which increased demand for single-family homes and suburban
housing, while growth is driven by construction of build-to-
rent (BTR) communities.

LARGEST AND MOST DIVERSE REAL ESTATE SECTOR
IN THE WORLD

The SFR market is not new, as there are nearly twenty million
single-family homes operating as rentals in the US. The vast
majority of SFRs are owned by small operators, primarily “mom
and pop” operators that own fewer than ten units. Institutions
with a hundred or more units own roughly 800,000 units, or
less than 5% of SFRs and less than 1% of all single-family
homes in the US.

Demand for SFRs has soared in recent years, for a myriad of
reasons. But it all boils down to the fact that there is a large
cohort of households that want the amenities of a single-family
home but either cannot afford to buy or do not want to own a
home. These drivers include:

¢ Work from home. Hybrid work is becoming the norm
in many office-using industries. Homes have extra space
compared to apartments and are more conducive to work
with less noise.

¢ Growing families that were in apartments but want more
space for children and/or pets.

¢ Renters that want the flexibility to move for job opportunities.

e Downsizing empty-nesters who want single-family home
amenities but don’t want the burdens of maintenance.

¢ Households that would like to own but cannot afford to buy.
With interest rates at the levels they are in the second quarter
of 2024, the cost of owning a median-priced home with a
thirty--year mortgage is about 40% more expensive than the
average US rent—the biggest gap between the two in recent
decades. That keeps many first-time homebuyers in rentals.
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STRONG FUNDAMENTAL PERFORMANCE

Strong demand for SFRs is producing healthy fundamentals,
according to Yardi Matrix data on more than 163,000 units
in communities with fifty or more units. Directionally, SFR
has acted much like multifamily in recent years, with demand
and rents surging post-pandemic due to a wave of household
formation, then moderating through the course of 2023.
However, SFR rent growth and occupancy rates have been
slightly better than multifamily.

As of March 2024, occupancy in SFR communities nationally
was 95.4% nationally—about a full percentage point ahead
of multifamily rates. The occupancy rate for SFR renter-by-
necessity (RBN) units, which encompasses less expensive
properties, was even higher at 96.6%, demonstrating strong
demand for more affordable units. The national occupancy rate
for higher-end Lifestyle SFR properties at the end of Q1 2024
was also strong at 95.0%.

The average national SFR rent was an all-time high of $2,154 as
of April 2024, compared to $1,725 for multifamily, according
to Matrix. SFR rents have grown 30% between the start of the
pandemic lockdowns in April 2020. Year-over-year SFR rent
growth as of April 2024 was 1.3% nationally; 70 basis points
higher than 0.6% multifamily growth, per Matrix. SFR rents
were led by RBN properties, which recorded 3.9% growth,
while Lifestyle rents were up 0.4%.

EXHIBIT 1: RENTING HAS BECOME A BETTER DEAL
COMPARED TO THE COST OF OWNING

RENT

$1,741

Source: Yardi

SFR rent growth and
occupancy rates have been
slightly better than multifamily.

EXHIBIT 2: RENTING IS CHEAPER THAN PURCHASING
A HOME BY THOUSANDS OF DOLLARS IN NEARLY
HALF OF MATRIX TOP METROS

MORTGAGE

MARKET PAYMENTS RENT DIFFERENCE
SAN FRANCISCO $7,618 $2,775 $4,843
SAN DIEGO $6,074 $2,726 $3,348
SEATTLE $5,182 $2,184 $2,998
LOS ANGELES $5,579 $2,601 $2,978
DENVER $4,264 $1,940 $2,325
PORTLAND $3,764 $1,732 $2,033
BOSTON $4,530 $2,769 $1,761
WASHINGTON DC $3,865 $2,137 $1,728
N. NEW JERSEY $4,140 $2,475 $1,665
MIAMI $3,977 $2,437 $1,540
LAS VEGAS $2,961 $1,474 $1,487
AUSTIN $3,144 $1,717 $1,427
RALEIGH $3,001 $1,612 $1,390
PHOENIX $3,002 $1,652 $1,350
CHARLOTTE $2,565 $1,614 $950
NASHVILLE $2,589 $1,657 $932
ORLANDO $2,732 $1,834 $898
TWIN CITIES $2,407 $1,518 $888
DALLAS $2,434 $1,565 $868
BALTIMORE $2,512 $1,699 $813
HOUSTON $2,169 $1,371 $798
KANSAS CITY $2,063 $1,277 $785
COLUMBUS $2,027 $1,298 $728
TAMPA $2,537 $1,847 $690
ATLANTA $2,380 $1,693 $688
INDIANAPOLIS $1,849 $1,288 $561
PHILADELPHIA $2,252 $1,747 $504
CHICAGO $2,292 $1,891 $402
DETROIT $1,583 $1,263 $320

Source: Yardi
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Acquisitions of SFR communities
dropped to $1.4 billion in 2023 and is
at $400 million through April 2024.

ACQUISITIONS SUBSIDE, BTR GROWING

Low interest rates were conducive to acquisitions for institutional
SFRs, which expanded their portfolios rapidly in 2021 and 2022
through both scattered-site and portfolio acquisitions. Matrix
recorded a record $2.8 billion of transactions of communities
with fifty or more units in 2021 and another $2.7 billion in 2022.

However, the rise in mortgage rates throughout 2022 made
purchasing homes less profitable. SFR acquisitions were curtailed
due to pricing uncertainty and the lack of overall inventories of
for-sale homes. Acquisitions of SFR communities dropped to $1.4
billion in 2023 and is at $400 million through April 2024, per
Matrix. Scattered site acquisitions have fallen to less than 2% of
total institutional home purchases, according to John Burns Real
Estate Consulting.

Consequently, institutional SFR growth is increasingly coming
through the development of new communities. A record high
64,000 BTR units were under construction as of April 2024,
according to Matrix. We forecast 32,350 deliveries in 2024, also a
record, topping the previous peak 29,100 units delivered in 2023.

EXHIBIT 3: OVER THREE-FOURTHS OF MATRIX TOP 30 MARKETS ARE
POSTING HIGHER OCCUPANCIES IN SFR BTR THAN THE OVERALL MULTIFAMILY

ASSET CLASS

MULTIFAMILY ALL ASSET CLASSES

Source: Yardi

While those numbers are insignificant compared to the more than
500,000 multifamily deliveries forecast by Matrix to be delivered
this year, bear in mind that build-to-rent as a market strategy is
barely a decade old. It was not until 2016 that more than 5,000
units BTR came online in a single year.

Unless or until interest rate conditions change dramatically,
institutional SFR growth will increasingly come from BTR rather
than scattered-site acquisitions. Not just because of financial
conditions, either. SFR operators are realizing the value in
being able to control the quality of construction while property
management and on-site maintenance are more efficient when
units are adjacent.
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EXHIBIT 4: TWO BEDROOM UNITS NO LONGER MAKE UP THE MAJORITY OF SFR
BTR COMPLETIONS AND UNITS WITH 3+ BEDROOMS HAVE BECOME AS EQUALLY

POPULAR IN RECENT YEARS
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Source: Yardi

As BTR grows, developers are able to construct communities with
amenities that attract tenants, including community facilities
such as pools, clubhouses, trails, attached garages, and on-site
maintenance. Other amenities that are highly desired include
better parking, storage, and yards, even if small. Young singles
and couples prefer pet-friendly units, while families prefer large
common areas. Developers also can design units to include smart
home technology such as EV charging in garages and resilient
design to accommodate frequent moving.

MEETING CHALLENGES

Institutional SFR growth does not lack challenges. Legislators
on the federal and state level have introduced laws to limit
institutions from buying single-family homes. While none of
these laws have yet passed, the industry must fight the policy
backlash. The key to improving housing affordability is through
matching demand with enough supply, not limiting ownership.

Institutions also are contending with ways to increase
efficiency in property management and maintenance, the
rising levels of fraud, finding suitable land to build on and
entitlement process resistance in municipalities that prefer for-
sale homes. The upshot, though, is that with demand for SFR
product remaining durable and institutional capital available,
the segment is on target to become a growing niche sector in
commercial real estate.
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With demand for SFR product
remaining durable and institutional
capital available, the segment is on
target to become a growing niche sector
in commercial real estate.
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Demand for SFR product
remaining durable and
institutional capital
available, the segment

is on target to become a
growing niche sector in
commercial real estate.




