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A Big Boom in Affluent, Older Renters-by-Choice in the U.S.?

June 9, 2016 | By Charlie Hewlett, Managing Director, and Erin Talkington, Vice President

The number of Americans age 50 and over is projected to increase rapidly over the next 10 years, growing from
just under 80 million in 2016 to over 120 million in 2026, a nearly 50% increase.

Historical and Projected Empty Nest Renters (2015-2059)
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According to RCLCO'’s recent consumer research with affluent Boomers in this age range, an increasing number
are likely to choose to rent versus own a home on their next move, which could provide a big boost to the renter-
by-choice market segment in the US.

RCLCO surveyed a random sample of over 1,000 households with head of householder in the 50 to 70 age range,
with incomes of $50,000 or greater, and who indicated that they were likely to move in the next five years. Nearly
all of those who responded to the survey are current home owners.

Among these affluent Boomer owner households a relatively small percentage (1%) indicated that they would
“definitely” rent their next home. Another 5% of respondents indicated that they would “most likely” rent, and a
fairly sizeable 35% indicated that they would most likely own, but would consider renting.
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"What Are Your Housing Plans Over the Next Five Years?"
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While the percentages may seem small, only a small increase in renter propensity among affluent empty-nester
households translates into a significant increase in the demand for rentals. For example, if only the 6% who
indicated that they would definitely or most likely rent did so, this would translate into demand for nearly 100,000
net new rental units annually in the U.S. If only one-half of this demand chose professionally managed multifamily
rental communities (many of these households rent townhome and single-family homes), this would translate into
demand for an additional 200 net new rental communities per year with an average of 250 units each.

So what would motivate Boomers to rent versus own? Gaining a low-maintenance lifestyle, reducing housing
costs and using home equity for other expenditures, and downsizing to a smaller home are the top three reasons.
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Why Rent Rather Than Own?
(Rated Individually 1-5, 5 = "A Significant Concern for Me")

Low maintenance — my home will be taken care of for me

Economics — By renting, | could reduce my housing
costs or use my home equity for something else

Downsizing — | want to live in a smaller space
Amenities — | would like to have better access to
things like a pool, fitness center, or concierge services

Social — | think | would meet and engage more often with people like
me

Neighborhood preference — | would rather live in a more
urban setting where | can walk to restaurants and shops

Change in lifestyle — | may spend more time someplace else
in the future, but still want a home near my current location

Nicer — | want a newer home/apartment

Safer — | think | would be safer living in an apartment
Transit proximity — | want to be within a half-mile walk of a Metro
station

Transition solution — | need to sell my home and need
an interim place to live before | buy my next home

Life change — | am recently divorced, separated, or widowed
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What would it take to convince a larger share of Boomers to give up ownership and join the renter-by-choice
segment of the market? The rental apartment industry would have to convince Boomers that historical increases
in home values are a thing of the past, or at least not something they can bank on. Building equity is the most
common response given as to why to own over renting.

Why Own Rather than Rent?
(Rated Individually 1-5, 5 = "A Significant Concern for Me")

Renting does not build or allow
me to reinvest home equity
Renting means my housing costs
might increase over time

Renting wastes money

| want to make changes to my

home to fit my preferences
| want a newer home with up
to date features and finishes

Renting means living in a

larger building with less privacy

Renting would be more expensive than
owning to have the type of home | prefer

Renting doesn't fit my lifestyle
Renting means living in a smaller space
| want a yard

Renting means living in a less desirable neighborhood

Renting means living in a location where it is
harder to drive places and paying for parking

Renting lacks prestige
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Most Likely Own, But Would Consider Renting
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Apartment owners and operators will also have to overcome Boomers’ fear that rental increases could end up
costing them more in the long run if they choose to rent instead of owning, and that it is okay to pay someone
else’s mortgage over time. And owners may have to be more accommodating to members of the “me” generation,
and figure out a way to allow Boomers to customize their rental homes to fit their need for personal expression.

Boomer renter-by-choice prospects, who have been out of the rental apartment market for a while, may be in
for some sticker shock. Affluent Boomers who are open to renting want relatively large two-bedroom and three-
bedroom units in the 800 to 2,000 square foot range. However, they generally want to pay less than $2,000 per
month for the privilege.

Renter Preference: Number of Bedrooms, Size, and Monthly Rent for Next Home
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Home
40.0% 45.0% 60.0%
35.0% 40.0%
50.0%
30.0% 35.0%
. 0
30.0% 40.0%
25.0%
25.0%
20.0% 30.0%
20.0%
15.0%
15.0% 20.0%
10.0% 10.0%
10.0%
5.0% 5.0% . .
0.0% . 0.0% . . 0.0% _—
Likely/Definitely Rent Likely/Definitely Rent Likely/Definitely Rent
m 1 bedroom m Less than 800 sf =800 sf - 1,200 sf = Under $1,500 #$1,500 - $2,000
= 1 bedroom + den/office ®1,200sf-1,500sf 1,500 sf - 2,000 sf
u2 bedrooms =$2,000 - $2,500 =$2,500 - $3,000
® 2,000 sf - 2,500 sf Over 2,500 sf
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So even if they are willing to pay the top end of this range for the average 1,400 square foot unit in their preference
range, this translates into a value ratio of less than $1.50 per square foot per month, which is far below the market
for most Class A, and even many Class B, apartments in many of the most desirable markets in the country.

The RCLCO consumer research findings are consistent with a trend that has been emerging over the past few
years: an increasing percentage of affluent Boomers have been choosing to rent. According to the American
Community Survey (ACS), renter propensity among households headed by those in the 50 to 70 age range with
incomes of $50,000 or more have increased 250 basis points over the past several years, from a rate of 11.4% in
2010 to 13.9% in 2015.
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Renter Propensity Among Target Market
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The potential demand for 100,000 net new rental units each year discussed above would be a continuation of
this trend, and boost renter propensity among these affluent Boomers to 15.6% in 2020. That’s a huge potential
market, and would represent a big boost to apartment community developers across the country.
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Article and research prepared by Charlie Hewlett, Managing Director, and Erin Talkington, Vice President.

RCLCO provides real estate economics and market analysis, strategic planning, management consulting, litigation support, fiscal and
economic impact analysis, investment analysis, portfolio structuring, and monitoring services to real estate investors, developers,
home builders, financial institutions, and public agencies. Our real estate consultants help clients make the best decisions about real
estate investment, repositioning, planning, and development.

RCLCO'’s advisory groups provide market-driven, analytically based, and financially sound solutions. Interested in learning more
about RCLCO’s services? Please visit us at www.rclco.com/expertise.

Disclaimer: Reasonable efforts have been made to ensure that the data contained in this Advisory
reflect accurate and timely information, and the data is believed to be reliable and comprehensive. The
Advisory is based on estimates, assumptions, and other information developed by RCLCO from its
independent research effort and general knowledge of the industry. This Advisory contains opinions that The Advisory
represent our view of reasonable expectations at this particular time, but our opinions are not offered as
predictions or assurances that particular events will occur. rclco.com/the-advisory



