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Investors in US commercial property 
have been solidly rewarded for 
understanding the apartment sector 
and its subtype nuances. For the year 
ending September 30, 2021, apartments 
were the second strongest performing 
sector with total return of 13.4%. 
This performance handily beat the 
all-property total return of just over 
12%. Within the apartment sector, 
garden apartment properties posted an 
impressive total return just over 21% 
(Exhibit 1). This performance rewarded 
investors for focusing their capital away 
from architecturally striking high-rises 
(defined as four stories or taller) and 
toward more conventional garden 
apartments (defined as three stories or 
less on “sizeable” landscaped lots).1

The impressive performance of garden 
apartments is not surprising given 
an intense backdrop comprised of a 
pervasive national housing affordability 
burden and barriers to homeownership. 
However, it bears noting that superior 
investment returns for garden 
apartments versus both high-rise and 
low-rise properties (defined as three 
stories or less, typically in one structure) 
has prevailed for the last twenty years. 
Moreover, as shown in Exhibit 2, as 

of September 30, 2021, the 20-year 
average of garden apartment total 
returns bested the performance of the 
total of all properties as well as that of 
the office and retail sectors separately. 
Only the industrial sector produced a 
better 20-year average total return 
performance.

Exhibit 1: NCREIF-NPI total return 
(year ending September 30, 2021)

Source: National Council of Real Estate Investment 
Fiduciaries. As of September 30, 2021.

Exhibit 2: NCREIF-NPI total return 
(20-year average)

Source: National Council of Real Estate Investment 
Fiduciaries. As of September 30, 2021.

Property portfolio managers are 
doubtlessly well-aware of the superior 
performance of garden apartments 
versus both high-rise and low-rise 
apartment sub-types. Yet, in the NCREIF 
National Property Index (NCREI-NPI) 
portfolio their holdings tilt toward high-
rise properties which totaled $124 billion 
and 1,064 properties as of September 
30, 2021, versus $61.5 billion and 
726 properties in the garden sub-type 
(Exhibit 3). The tilt is surprising not only 
because of the historical difference in 
total return performance but also due 
to the historical difference in cap rates: 
The 20-year average cap rate for garden 
apartment properties in the NCREIF-
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The garden apartment subtype of the US apartment sector is producing very encouraging total returns for property 
investors, beating all sector returns except industrial. The outperformance of garden apartments has prevailed not only for 
the quarter ending September 30, 2021, but over the twenty-year average as well.1 

Affordability limitations and constraints on homeownership contribute to the strength of garden apartment investments 
by locking in demand by necessity. Such properties are concentrated in the medium-quality range and offer lower rents 
compared with high-rise apartments.

Institutional investors have historically focused more of their apartment holdings on high-rise properties where new 
construction is more plentiful.

In 2021, institutional investors appeared to be noticing the attractiveness of garden apartment properties as shown in a 
near-doubling of net acquisitions versus the ten-year average as of September 30, 2021. Joint ventures comprised more 
than a third of this activity.2

In light of the generally older vintage of garden apartment stock, more investment opportunity is available especially for 
value-add investments that will prolong the useful life of these properties.
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NPI is 5.5% versus 4.9% for low-rise 
properties and 4.7% for high-rise.1

Exhibit 3: Property composition of 
NCREIF-NPI (in $ billion as of September 
30, 2021)

Source: National Council of Real Estate Investment 
Fiduciaries. As of September 30, 2021.

Attraction of high-rise properties 
dimming

High-rise apartments overtook 
garden apartments as a percent of 
the NPI portfolio in 2012 after a 
prolonged period of slow convergence 
(Exhibit 4). The pace of high-rise 
allocation accelerated after 2000 
and corresponded to an accelerating 
pace of high-rise construction that 
plateaued in 2018 (Exhibit 5).3 In that 
year, more than 60% of apartments 
under construction were in buildings of 
at least 50 units.4 The surge in high-rise 
construction responded to renewed 
interest in cities especially as millennials 
(born between 1981 and 1996) matured. 
Investors recognized their preference 
and were attracted to high-rises partly 
because they make maximum use of 
expensive land to create the highest 
quality apartments at the highest rents 
that locations can bear. High-rises also 
offer deal sizes that are relatively large. 
High-rises in the NPI average $116.5 
million versus $84.8 million for garden 
apartment properties.1 The lag in high-
rise investment performance reflects too 
much of a good thing when developers 
overshoot market demand that has 
perhaps been influenced by maturing 
millennials looking for more spacious 
garden apartments in the suburbs.  

Exhibit 4: NCREIF-NPI apartments 
holdings as % of total 

Source: National Council of Real Estate Investment 
Fiduciaries. As of September 30, 2021.

Exhibit 5: Multifamily high-rise (over 4 
stories) completions (%) 

Source: US Census Bureau. Survey on Construction. As of 
June 1, 2021.

Garden apartments are less subject to 
demand-supply imbalances because 
they are less dense with generally lower 
rents and thereby less attractive for 
developers. As shown in Exhibit 6, 72% 
of garden apartments have rents of 
$2,000/month or less versus only 30% 
of denser apartment properties. The 
lower rent profile of garden apartments 
is crucial in light of affordability 
constraints. Solid demand and relatively 
inelastic supply have helped total return 
on garden apartments to beat high-rises 
every year since 2013 (Exhibit 7). 

Exhibit 6: More garden apartments 
available at affordable rents

Source: CoStar Realty Information Inc. As of September 
30, 2021.

Exhibit 7: Total return high-rise vs. 
garden apartments (year-over-year)

Source: National Council of Real Estate Investment 
Fiduciaries. As of September 30, 2021.

The affordability issue is well-illustrated 
in metrics showing that roughly 25% of 
renter households were severely cost-
burdened in 2018 paying 50% or more 
of household income for housing while 
another 23% of renter households were 
moderately cost-burdened paying 30%-
to-50%. Middle-income households in 
the $45,000-7,4999 income cohort 
were not spared with 27% reported as 
cost burdened.4 

Overall rental housing affordability 
is not likely to improve in the years 
ahead. On the demand side, student 
debt will continue to weigh on younger 
renter households without enough 
income growth to materially ease the 
burden. J.P. Morgan reports that 40% of 
millennials have student debt and that 
it consumes 40% of their income on 
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average.5 Moreover, single-family home 
prices and mortgage down-payment 
requirements put homeownership out 
of reach; a recent survey of millennials 
finds that only 15% have set aside 
$10,000 or more for a home purchase 
down-payment.6 On the supply side, 
as long as land prices remain high, 
apartment developers will continue to 
have incentive to build high-rises. These 
conditions will likely continue to promote 
attractive investment prospects for 
the more affordable garden apartment 
segment of the rental universe. 

Sizing the investment opportunity 

Costar data show a total of almost 
94,000 garden apartment properties 
scattered across the US.7 The bulk of 
these properties were built between 
1960 and 1999 as shown in Exhibit 8. 
Few of these properties were renovated 
during the last ten years suggesting 
that most need attention if not 
extensive renewal (Exhibit 9). The capital 
expenditure needs of these properties 
provide investors with an opportunity for 
making careful value-add improvements 
that can produce higher rents and longer 
useful life. As long as rents remain 
affordable versus alternatives, investors 
can garner incremental return. 

Exhibit 8: Garden apartment properties 
by age

Source: CoStar Realty Information Inc. As of December 
16, 2021.

Exhibit 9: Garden apartment properties 
renovated in the past 10 years

Source: CoStar Realty Information Inc. As of September 
30, 2021.

Despite this opportunity, Costar data 
shows that ownership of garden 
apartment properties is concentrated 
among developer-owners holding 44% 
and individuals holding 20% (Exhibit 
10). Properties owned by developers 
are largely medium- to lower-quality; 
only 17% of their 41,000 properties 
are in the highest quality category. For 
individual owners, almost 100% of 
holdings are in medium to lower quality 
categories. Investment managers and 
equity funds hold only 6% of garden 
apartment properties.7 

Exhibit 10: Ownership of garden 
apartments

Source: CoStar Realty Information Inc. As of December 
17, 2021.

Exhibit 11: Institutional investor net 
acquisitions of garden apartment 
properties

Source: Real Capital Analytics. As of December 31, 
2021.

In recent months, institutional investors 
seem to be paying more attention to 
the attractiveness of garden apartment 
properties; their 2021 net acquisitions 
were 71 percent over the average of the 
prior nine years (Exhibit 11). Moreover, 
more than a fourth of those acquisitions 
were joint ventures typically involving 
developer-owners. Such ventures 
might be undertaking value-add capital 
expenditures or perhaps they simply 
reflect an appetite for experienced 
property management.

Summary

Institutional investors may be recognizing 
the attractiveness of garden apartment 
investments in light of their recent 
strong investment performance, depth 
of stock and value-add opportunities. 
Ongoing pervasive affordability limits 
and homeownership constraints support 
demand for garden apartment rentals 
while supply remains constrained by 
developers’ preferences for high-rises.
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This material is provided by Aegon Asset Management (Aegon 
AM) as general information and is intended exclusively for 
institutional and wholesale investors, as well as professional 
clients (as defined by local laws and regulation) and other 
Aegon AM stakeholders. 

This document is for informational purposes only in connection 
with the marketing and advertising of products and services, 
and is not investment research, advice or a recommendation. 
It shall not constitute an offer to sell or the solicitation to 
buy any investment nor shall any offer of products or services 
be made to any person in any jurisdiction where unlawful or 
unauthorized. Any opinions, estimates, or forecasts expressed 
are the current views of the author(s) at the time of publication 
and are subject to change without notice. The research taken 
into account in this document may or may not have been used 
for or be consistent with all Aegon AM investment strategies. 
References to securities, asset classes and financial markets 
are included for illustrative purposes only and should not be 
relied upon to assist or inform the making of any investment 
decisions. It has not been prepared in accordance with any 
legal requirements designed to promote the independence of 
investment research, and may have been acted upon by Aegon 
AM and Aegon AM staff for their own purposes. 

The information contained in this material does not take 
into account any investor's investment objectives, particular 
needs, or financial situation. It should not be considered a 
comprehensive statement on any matter and should not 
be relied upon as such. Nothing in this material constitutes 
investment, legal, accounting or tax advice, or a representation 
that any investment or strategy is suitable or appropriate to any 
particular investor. Reliance upon information in this material is 
at the sole discretion of the recipient. Investors should consult 
their investment professional prior to making an investment 
decision. Aegon AM is under no obligation, expressed or 
implied, to update the information contained herein. Neither 
Aegon AM nor any of its affiliated entities are undertaking to 
provide impartial investment advice or give advice in a fiduciary 
capacity for purposes of any applicable US federal or state law 
or regulation. By receiving this communication, you agree with 
the intended purpose described above. 

Past performance is not a guide to future performance. All 
investments contain risk and may lose value. This document 
contains "forward-looking statements" which are based on 
Aegon AM's beliefs, as well as on a number of assumptions 
concerning future events, based on information currently 
available. These statements involve certain risks, uncertainties 
and assumptions which are difficult to predict. Consequently, 
such statements cannot be guarantees of future performance, 
and actual outcomes and returns may differ materially from 
statements set forth herein.  

The following Aegon affiliates are collectively referred to 
herein as Aegon Asset Management: Aegon USA Investment 
Management, LLC (Aegon AM US), Aegon USA Realty Advisors, 
LLC (Aegon RA), Aegon Asset Management UK plc (Aegon AM 
UK), and Aegon Investment Management B.V. (Aegon AM NL). 
Each of these Aegon Asset Management entities is a wholly 
owned subsidiary of Aegon N.V. In addition, the following 
wholly or partially owned affiliates may also conduct certain 
business activities under the Aegon Asset Management brand: 
Aegon Asset Management (Asia) Limited (Aegon AM Asia). 

Aegon AM UK is authorised and regulated by the Financial 
Conduct Authority (FRN: 144267) and is additionally a 
registered investment adviser with the United States (US) 
Securities and Exchange Commission (SEC). Aegon AM 
US and Aegon RA are both US SEC registered investment 
advisers. Aegon AM US is also registered as a Commodity 
Trading Advisor (CTA) with the Commodity Figures Trading 
Commission (CFTC) and is a member of the National Futures 
Association (NFA). Aegon AM NL is registered with the 
Netherlands Authority for the Financial Markets as a licensed 
fund management company and on the basis of its fund 
management license is also authorized to provide individual 
portfolio management and advisory services in certain 
jurisdictions. Aegon AM NL has also entered into a participating 
affiliate arrangement with Aegon AM US. Aegon AM Asia is 
regulated by the Securities and Futures Commission of Hong 
Kong (CE No. AVR688) to carry out regulated activities in 
Dealing in Securities (Type 1) and Advising on Securities (Type 
4); in China,  Aegon Private Fund Management (Shanghai) Co., 
Ltd  is regulated by the China Securities Regulatory Commission 
(CSRC) and the Asset Management Association of China 
(AMAC) for Qualified Investors only; In Taiwan Neither Aegon 
Asset Management nor any of its affiliates are registered and 
may not sell, issue, or offer any products or services while in 
Taiwan. Marketing is intended to Professional Investors only 
has not been reviewed or endorsed by any regulatory authority 
in Taiwan; In Korea, Aegon USA Investment Management 
(AUIM) is registered as a CB-DIM and delegates Aegon Asset 
Management (Asia) Ltd to provide marketing and client services 
in Korea. Intended for Qualified Professional Investors only and 
contents have not been reviewed or endorsed by any regulatory 
authority in Korea; In Japan, neither Aegon Asset Management 
nor any of its affiliates carry on investment business. Intended 
for accredited, expert or institutional investors only and 
contents have not been reviewed by the Financial Services 
Agency of Japan.. 
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