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Cap Rates Reach New
Lows as Build-to-Rent
Construction Accelerates

Key Findings
- Cap rates dipped to 5.3% in fourth-quarter 2021 — a new all-time low

- Vacant-to-occupied (V20) annual rent growth remains robust, hitting 13.5%
through October

- Occupancy rates edge down to 94.8% in the third quarter, just 50 bps off their

generational high
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State of the Market

The single-family rental sector (SFR)
enjoyed its best year on record in 2021,

as demographic and pandemic-related
forces combined with growing investment
enthusiasm.

The sector’s decade-long trend of
institutionalization has accelerated over
the past year. According to Finsight, SFR
CMBS issuance reached a record $16.6 billion
in 2021— nearly doubling 2020's total of
$8.9 billion.

Despite the recent impressive growth, the
sector looks ready to continue growing
rapidly. According to a recent survey of

3,300 renters by RentCafe, nearly 4-out-5
respondents would consider moving into

an SFR community. Further, current housing
market conditions will likely mean that the
transition into ownership will be increasingly

complex over the medium term. Home
prices have already surged to new peaks,
and 30-year fixed mortgage rates have
started to rise, reaching their highest levels
since before the pandemic as of January
2022. According to the National Association
of Home Builders, the share of prospective
home buyers looking to buy a home in
the next 12-months has dropped for two
consecutive quarters through the end of
2021.

On balance, the demand for single-family
housing in the U.S. has only increased
throughout the pandemic while access to
ownership has not. Single-family rentals have
helped to fill the gap, providing accessible
housing options in suburban neighborhoods
with family-centric amenities. Nationally, the
SFR sector remains in growth mode with
many supportive tailwinds.
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https://www.rentcafe.com/blog/rental-market/market-snapshots/built-to-rent-single-family-homes-double-in-2022/
https://fred.stlouisfed.org/series/MORTGAGE30US
https://eyeonhousing.org/2022/01/homeownership-postponed/
https://eyeonhousing.org/2022/01/homeownership-postponed/
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Performance Metrics

e o ° CHART 1
Orlglnatlons Investment Single Family Originations by Purpose

. . Measured as a % Share of Original Loan Balance
According to a Chandan Economics Through Q3 2021
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activity accounted for 71.0% of

tracked originations. Through the

third quarter of 2021, the refinancing share was even higher, reaching up to 76.7%— its
highest percentage on record (Chart 1). As recently as 2018, originations for acquisitions
still accounted for most lending activity. However, with borrowing rates falling to new
all-time lows in recent years and through the pandemic, investors have seized the
opportunity to lock in lower financing rates. Notably, rate-and-term refinancings have
accounted for 54.6% of all originations and a weighty 71.2% of refinancings in 2021, a sign
that investors are locking into low interest rates ahead of the Federal Reserve's anticipated
monetary tightening.
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https://capitalmarkets.fanniemae.com/tools-applications/data-dynamics
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220126a.htm

Occupancy

As measured by the U.S. Census
Bureau, occupancy rates across all
SFRs averaged 94.8% in the fourth
quarter of 2021, dipping by 20 basis
points (bps) from the third quarter
(Chart 2). The fourth-quarter reading
brings the SFR occupancy rate 50 bps
off their generational highs, though
it still indicates that the sector is
operating at or near full potential
occupancy.

Rent Growth

Annualized rent growth on vacant-to-
occupied (V20) SFR properties remains
robust, though it has started to slow'.
According to DBRS Morningstar, V20
annual rent growth reached an all-

time high of 17.1% in July 2021 before
retreating in August and September
(Chart 3). Through October 2021, the last
month of available data, V2O annual rent
growth sits at 13.5%— 359 bps off the July
peak but still 670 bps higher than any
pre-pandemic reading. The 2021 surge in
V20 rents coincides with a historic rise
in home property values. According to
the S&P/Case-Shiller Home U.S. National
Home Price Index, annual home price
appreciation reached a high watermark
of 19.0% in August.

For lease renewals, annual rent growth hit
a record high in September 2021, reaching
up to 7.2%. Through October, the latest
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CHART 2
SFR Occupancy Rates
Through Q4 2021

Source: U.S. Census Bureau
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CHART 3
SFR Rent Growth

Year-Over-Year % Change in Average Rents,
Renewals vs. Vacant - to Occupied

Through July 2021
Source: DBRS Morningstar
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month of available data, average rents in
lease renewals are up by 6.9% from a year
earlier. Between 2015 and the onset of

the pandemic in 2020, SFR renewal rent
growth consistently ranged between 3.3%
and 5.0%. Since February 2021, SFR renewal
rent growth has topped the 5.0% mark in
nine consecutive months of observations.

Unsurprisingly, the Sun Belt has maintained
its SFR rent growth dominance over the
past year at the metro level. According to
Corelogic’s Single-Family Rent Index (SFRI),
annual rent growth across the top 20 U.S.
metros through November was highest in

"Vacant-to-Occupied (V20) units are single-family properties that were previously vacant and were recently leased by a new renter
household. These units tend to adjust more quickly to seasonal and economic factors as they are not contractually tied to a base year

rent and are free to adjust to prevailing market rents.
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https://www.census.gov/housing/hvs/data/histtabs.html
https://www.census.gov/housing/hvs/data/histtabs.html
https://fred.stlouisfed.org/series/CSUSHPISA
https://fred.stlouisfed.org/series/CSUSHPISA
https://www.corelogic.com/intelligence/single-family-rent-growth-approaches-double-digits/

Miami, Phoenix, and Las Vegas, climbing
by 33%, 19%, and 17%, respectively.
According to a recent report by Redfin,
the trio of Miami, Phoenix, and Las
Vegas account for the three U.S.
metros with the highest net inflows

of new residents.

Cap Rates

Property-level yields for SFR assets
continued to compress in the fourth
quarter of 2021, reflecting that growing
investor demand continues to outpace
the delivery of new SFR supply. Through
the fourth quarter of 2021, SFR cap
rates averaged 5.3%, down 21 bps from
the previous quarter and down 50 bps
from the same time last year (Chart 4)=
The fourth-quarter reading marks

the lowest observed cap rates since
Chandan Economics began tracking
the sector in 2011. Moreover, SFR cap
rates have fallen for four consecutive
quarters after marginal increases in 2020.

The yield spread between SFR cap rates
and the 10-year Treasury estimates the
SFR risk premium. This spread narrowed
as Treasurys rose and SFR yields fell in the
fourth quarter. In total, the risk premium
sank 42 bps from the previous quarter to
land at 3.7%— the lowest level since early
2019. Moreover, the risk premium is down
by a weighty 117 bps from one year ago.
The cap rate spread between SFR assets
and multifamily properties ticked up by

3 bps in the fourth quarter of 2021, settling
at 48 bps. In the prior quarter, the cap rate
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CHART 4
SFR Cap Rates
Through Q4 2021

Source: Chandan Economics
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CHART 5

SFR Return Premium

SFR Cap Rate Spread Between Multifamily Cap Rates &
10-Year Treasury

Through Q4 2021

Source: Chandan Economics; U.S. Board of Governors
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spread hit an all-time low of 45 bps. The
marginal increase in the latest data comes
as cap rates for multifamily properties

fell more significantly than the decline
measured for SFR assets to close the year.
Measured from one year earlier, the cap
rate spread between the two asset types
is down by 33 bps. Over the past decade,
SFR/multifamily cap rate spreads have
narrowed from a high of 496 bps in 2012
to the current sub-50 bps levels observed
today. In addition to capital inflows, tech
adoption, namely smart home technologies
and property management software,
have allowed the sector to achieve critical
operating efficiencies, reducing risk.

2 Unless otherwise noted, the Chandan Economics data covering single-family rental cap rates, loan-to-value ratios, and debt yields are
based on model estimates and a sample pool of loans. Data are meant to represent conditions at the point of origination.

Single-Family Rental Investment Trends Report: Q4 2021

WLk


https://www.redfin.com/news/Q4-2021-housing-migration-trends/
https://www.forbes.com/sites/forbesbizcouncil/2021/10/08/how-sfr-investors-can-use-technology-to-optimize-operations/?sh=1ba08ac100d0
https://www.forbes.com/sites/forbesbizcouncil/2021/10/08/how-sfr-investors-can-use-technology-to-optimize-operations/?sh=1ba08ac100d0

Pricing CHART 6
Single-Family Housing Unit Valuations: Investor &

According to a Chandan Economics Owner-Occupied
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property last year has averaged CHART 7 _
$367.250 compared to $407,387 e e e e
for owner-occupied units (Chart 6). . Through Q3 I\i)::)handan S

30% -
Several likely factors contribute to this 555
valuation gap, one being that many 20% |
investors are targeting value-add 15% -
assets rather than paying top dollar for 10% -
value that already exists. Additionally, 2]
investor-owned SFR properties have " o00 oms oo 20e 2ol ools a2
vacancy, turnover, and management-
related expenses that owner-occupied capital entered the SFR space, discounted
units do not have to account for, investment units became harder to find
contributing to lower values for the rental and competition for inventory ramped up.
units. Nevertheless, the gap has narrowed The valuation gap fell to an all-time low of
dramatically over the past decade. 5.4% in 2017 before moderating in the years

since. Through the third quarter of 2021, the

Between 2004 and 2011, the valuation average valuation gap this year has sat at
gap sat in a consistent range of 27.2% to 9.9%— a marginal 18 bps increase from the
32.5% (Chart 7). As more investors and 2020 average.

Single-Family Rental Investment Trends Report: Q4 2021 W.W



Credit Trends

Loan-to-value ratios (LTVs), a measure
of credit risk on SFR mortgages, ended
the year by edging down for the
second consecutive quarter, shaving
off 17 bps to land at 65.5% (Chart 8).
After sinking by 328 bps between the
second and fourth quarters of 2020,
LTVs quickly recovered back to pre-
pandemic levels by mid-2021. Despite
recent marginal declines, SFR LTVs
remain higher than they were at the
onset of the pandemic. The return and
stabilization of LTVs to pre-COVID-19
levels are a welcome signal that
credit risk appetites have recovered
and remain aligned with the sector’s
favorable outlook.

Debt yields, another key measure

of credit risk, fell by 37 bps between
the third and fourth quarters of 2021,
settling at 8.4%— the lowest rate on

75%

70% -

65% -

60%

55% -

50%

45% -

40%

14% -

12% -

10% -

8%

6% -

4% -

CHART 8
SFR LTV Ratios
Through Q4 2021

Source: Chandan Economics
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CHART 9
SFR Debt Yields
Through Q4 2021

Source: Chandan Economics
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record (Chart 9). The drop in debt yields translates to SFR investors securing more debt
capital for every dollar of property-level net operating income (NOI). Through the fourth
quarter of 2021, SFR debt increased to $11.89 for every dollar of NOI, a $0.50 increase from
the prior quarter and a $2.13 increase from this time last year.
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Supply & Demand Conditions

H H CHART 10
Residential Default Rates Default Rate on Real Estate Loans Secured by-1 to
: : L 4-Family Residential Properti
During the 2008 housing crisis, investors Throirg':,'gs 2?,‘;‘: ROEAIEHRPSITes
with available financing took advantage 109 | SOUCSFDIC
of the market dislocation, acquiring 8%
large portfolios of single-family assets 6%

at steep discounts. According to the
Federal Deposit Insurance Corporation
(FDIC), mortgage default rates peaked

at 8.1% in 2012, leading to an abundance O%2000 2003 2006 2009 2012 2015 2018 2021
of distressed sales and the beginning
of the SFR sector as we know it today

(Chart 10).
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triggered recession is a feature of housing
market demand. Unlike during the Great
Recession, homeowners who found
themselves unable to meet their monthly
mortgage payments had the option to
sell their assets at favorable valuations.
Moreover, federally directed forbearance
also limited the scope of housing market
distress, giving homeowners flexibility
during the worst of the pandemic’s

When the pandemic reached the US. in
2020, there was concern that there might
be a wave of household defaults and a
housing crisis on the horizon. However,
those fears never materialized. Residential
default rates never rose above 2.5% during
the pandemic and have now fallen for
three consecutive quarters, settling at 2.1% economic pain.
through the third quarter of 2021. The lack

of default activity during the pandemic
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https://www.fdic.gov/analysis/quarterly-banking-profile/

Build-to-Rent

Purpose-built SFR properties, known
as build-to-rent (BTR) communities,
continue to become a defining feature
of the SFR sector, especially within the
institutional slice of the market.

Based on an analysis of Census Bureau
data, between 1975 and the start of the
prior recession in 2007, BTRs accounted
for a little less than 2.0% of all single-
family construction starts (Chart 11).

In 2013, BTR's percentage share of
construction starts reached an all-time
high of 5.8%, and through the third
quarter of 2021, the share remained
elevated at 4.1%. BTR construction starts
totaled 47,000 units through the year
ending in third-quarter 2021, a 17.5%
growth rate from a year earlier and

a new all-time high— a significant
growth rate, but one that appears

to be understated.

CHART 11

SFR Housing Starts

Measured on a Rolling 12- Month Basis,
Total Measured in Thousands

Through Q3 2021

Source: Chandan Economics' Analysis of U.S. Census Bureau Data
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CHART 12
Estimated Single - Family Rental Construction Starts
Measured in Thousands of Units,

Note: 2021 Data are Rolling 4 - Quarters Through Q3 2021
Source: U.S. Census Bureau, American Community Survey, Chandan Economics
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The reason why the initial BTR estimate may be understated is that the single-family
construction starts data do not include units that are started and sold to SFR operators

(build-for-rent or BFR). In a recent Arbor-Chandan analysis, Chandan Economics estimates

that the total number of SFR construction starts over the past year may be as high as
86,000 through third-quarter 2021 (Chart 12).
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https://www.census.gov/construction/nrc/index.html
https://arbor.com/blog/a-new-estimate-for-single-family-rental-construction/?utm_source=2021_q4_pdf&utm_medium=web&utm_campaign=chandan_sfr_quarterly_report&UTMsource=2021_q4_pdf&utm_term=NA&utm_content=2021_q4&rdnaLabel=chandan_sfr_quarterly_report

Tracking Demand

Utilizing Google Trends, the popularity

of the search term “homes for rent” is
leveraged as a proxy for hotspots of SFR
demand. Macon, GA, was the most popular
area where the term was searched during
the fourth quarter of 2021, dethroning
Columbus, GA, which had seen the highest
search frequency in the previous period
(Table ).

The Sun Belt continues to be the U.S.
epicenter for SFR demand. All of the top 10
markets searched for in the fourth quarter
of 2021 are in the Sun Belt. Moreover, all ten
are in the Census Bureau’s South region,
which saw its resident population grow

by 0.65% in 2021— 60 bps better than the
Western Census region, which was the only
other area of the country to see population
growth last year. Among the reasons why
the Sun Belt continues to attract new
residents and SFR demand, affordability,
lower taxes, and warmer weather all top
the list.
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TABLE 1:

Popularity of Search Term “Homes for Rent”
Rank by Metropolitan Area

Measured Over Q3 2021

Source: Google Trends

Rank Metro Area

1 Macon, GA
Dothan, AL
Savannah, GA
Columbia, SC
Wilmington, NC
Biloxi-Gulfport, MS
Memphis, TN

Tallahassee, FL
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Florence-Myrtle Beach, SC
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Greenville-New Bern-Washington, NC



https://fred.stlouisfed.org/series/CSOUPOP#0
https://www.realtor.com/news/trends/rental-prices-heat-up-in-the-sun-belt-spiking-across-the-nation/

N

lij

Outlook

The SFR sector remains firmly in its
honeymoon as a newly minted
institutional asset class. Even as
investment activity has surged, distress
remains limited, indicating that growing
enthusiasm has not led to widespread
undue risk-taking. After the levels of rent
growth measured in 2021, some declining
pricing momentum should be expected,
and evidence suggests that a reversion
to more “normal” levels of robust rent
growth is already underway. All told, the
SFR sector continues to be an attractive
option for both lifestyle renters as well as
forming families that lack the means to

transition into affordable homeownership.
SFR has emerged as a vital option in the
U.S. housing stock, and with the cost of
homeownership set to rise, demand for
single-family rental inventory is poised to
grow in the years ahead. &\

arbor.com/sfr 855.962.3944

Ul ARBOR



http://arbor.com/sfr?utm_source=2021_q4_pdf&utm_medium=web&utm_campaign=chandan_sfr_quarterly_report&UTMsource=2021_q4_pdf&utm_term=NA&utm_content=2021_q4&rdnaLabel=chandan_sfr_quarterly_report
https://www.trepp.com/hubfs/Trepp%20Single-Family%20Rental%20Report%20November%202021.pdf
https://www.trepp.com/hubfs/Trepp%20Single-Family%20Rental%20Report%20November%202021.pdf
https://www.rentcafe.com/blog/rental-market/market-snapshots/millennial-lifestyle-renting/
tel:18559623944
tel:855-962-3944
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Disclaimer

All content is provided herein “as is” and neither Arbor Realty Trust, Inc. or Chandan Economics, LLC

(“the Companies”) nor their affiliated or related entities, nor any person involved in the creation, production
and distribution of the content make any warranties, express or implied. The Companies do not make any
representations regarding the reliability, usefulness, completeness, accuracy, currency nor represent that use
of any information provided herein would not infringe on other third party rights. The Companies shall not be
liable for any direct, indirect or consequential damages to the reader or a third party arising from the use of
the information contained herein.



