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Aging well
Senior housing investments were a standout performer during the 

Great Recession, though the sector is not without its risks

by Beth Burnham Mace

“Grow old along with me! The best is yet to be.”
— Robert Browning (1812–1889)

Senior housing investors have enjoyed a good 
run of solid investment returns for the past 10 
years. Those who invested a decade ago have 

also witnessed the gradual maturation of a property 
sector that traditionally has not been on the menu 
of conventional or alternative investment options. 
Today, senior housing increasingly is being chosen 
as an investment option because it provides con-
sistently high income returns, relatively steady and 
less volatile rent growth, and an inroad into a sector 
whose demand drivers are compelling, intuitive and 
understandable.

Moreover, there are many operators and inves-
tors who now have experience in the senior hous-
ing sector and have a handbook of lessons learned. 
While the sector has many of the same risks of 
other property investments, many of these are better 
understood today and the sector is poised to indeed 
age well, albeit with some arthritic pains along the 

way. Here are some of the reasons investors are 
increasingly favoring the sector today, as well as the 
risks inherent in this asset type.

Command performance
Interest in senior housing is strong. In the first 
quarter of 2014, transaction volume totaled $13.4 
billion on a four-quarter moving average, the 
second-highest first-quarter annualized volume 
on record, according to Real Capital Analyt-
ics and the National Investment Center for the 
Seniors Housing & Care Industries. Neverthe-
less, that volume fell below the pace in 2011, 
when transaction volume ballooned to $27 bil-
lion because of a surge in REIT acquisitions.

Among the reasons investors are choosing 
senior housing as an investment option is the sec-
tor’s increased transparency, which has improved 
significantly in the past 10 years. Investors can 
now more easily compare the sector’s opportuni-
ties and risks with other commercial real estate sec-
tors (office, retail, industrial, hotel and multifamily). 
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Supply and demand market fundamentals can be 
assessed through the NIC MAP Data & Analysis Ser-
vice, property-level investment returns can be com-
pared through NCREIF, and transaction pricing and 
trades can be followed through RCA and NIC MAP. 

In fact, Institutional Real Estate, Inc.’s 2014 Insti-
tutional Real Estate Trends: 18th Annual Investor 
Survey has shown senior housing to be among the 
more attractive commercial real estate investments.

Senior housing’s favorable return and portfolio 
diversification attributes are attractive to investors. 
While the data is quantifiable for only a limited num-
ber of institutional-quality properties, NCREIF has 
been collecting income and appreciation returns for 
senior housing since 2004 from its tax-exempt plan 
sponsors. The data show that senior housing returns 
have been quite strong. In fact, returns for fourth 
quarter 2013 were 240 basis points higher than for 
the broad NPI property index. On a one-year basis, 
the margin was a larger 450 basis points, while out-
performance for a longer timeframe is even more 
compelling, with a nearly 600 basis point gap. This 
equated to a 10-year total return for senior housing 
of 14.59 percent versus the NPI of 8.64 percent. 

The strong performance stems from outper-
formance for both appreciation and income. Since 
its inception in 2003, the NCREIF index of income 
return has outperformed the NPI by 137 basis points, 
while the appreciation return for senior housing has 
outperformed by 425 basis points.

Why senior housing has outperformed
The strong return performance of senior hous-
ing may relate to the characteristics of its market 
fundamentals. For the past 10 years, rent growth 
has been consistently positive. This includes the 
period surrounding the years of the Great Reces-
sion, when rents fell in each of the other property 
types by as much as 20 percent or more in some 
instances. In the first quarter of 2014, same-store 
rent growth for senior housing properties grew 

by 1.7 percent from year-earlier levels, up slightly 
from 1.6 percent in the fourth quarter, but down 
from year-earlier growth of 2.3 percent.

In addition, the recovery-to-date from the reces-
sion in terms of occupancy rates has been best for 
residential rental properties. This includes both the 
apartment and the assisted-living property sectors, 
both of which have current vacancy rates rela-
tively close to their all-time lows. For assisted living, 
vacancy rates stood at 10.9 percent in first quarter 
2014, which places it 140 basis points above the all-
time low achieved in mid-2006. 

The recovery in assisted living may relate to 
its need-based characteristics. When the neces-
sity arises, it is difficult to postpone a decision to 
move. Indeed, many moves into assisted living are 
prompted by a crisis, most often a fall. Residents 
who move into assisted living often require help 
with activities of daily living because of their inabil-
ity to self-administer medications, for example, or 
require assistance with dressing or bathing or other 
assistance due to memory-related impairments. Sim-
ply stated, the move into an assisted-living facility 
often is not a choice. However, in addition to the 
safety and care components of assisted living, the 
move into a senior housing community for many 
seniors lessens the responsibilities of maintaining 
a home, enhances socialization, and frequently 
increases physical activity and overall health.

Meanwhile, independent living has seen a 340 
basis point decline in vacancy since its cyclical high 
— better than any other property sector. As of first 
quarter 2014, the vacancy rate for independent living 
properties was 9.8 percent, down from 13.2 percent 
at its high point in mid-2010. The improvement in 
independent living vacancies may be due to several 
factors, some of which are related to the improving 
U.S. economy and strengthening housing market.

Indeed, while exact causality has not yet been 
statistically proven, rising consumer confidence as 
well as improved job prospects for adult children 
appear to support demand for senior housing. Senior 
housing operators identify that move-in rates are 
affected by the state of the stock market and over-
all attitudes about wealth and financial well-being. 
Household net worth and perceptions of wealth 
affect the willingness of seniors to consider mov-
ing into senior housing. The recovery in the housing 
market, both in sales velocity as well as home values 
and home equity, also appears to be an increasingly 
positive demand factor, as the ability to sell one’s 
home is an important determinant of the timing 
for an inquiry or a move into an independent liv-
ing property. Responses from adult children indicate 
that their employment status directly influences their 
decisions about where and when to place their par-
ents in senior housing. The broader improvement 
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in the economy — rising incomes and declining 
unemployment rates — has also boosted optimism 
and the affordability of private-pay senior housing.

Longer-term factors shaping demand
In the longer run, other factors will influence 
demand for senior housing. For instance, a sharp 
shift in the caregiver support ratio could create 
more demand for group housing for seniors. AARP 
published a study that estimates that the ratio of 
caregivers aged 45 to 64 years old relative to the 
population of 80 years and older will shift from 7:1 
today to 4:1 in 2030 and to less than 3:1 in 2050. 
This will occur for a few reasons, one of which 
is simply the baby boomers’ shifting from today’s 
caregivers to tomorrow’s elderly. Another factor is 
related to fertility rates: The number of children 
being born per woman is significantly lower today, 
at 2.0, than for those women currently 80 years 
old, who typically had children at a ratio of 3.1.

The most commonly suggested demand driver 
for senior housing is the movement of the baby 
boomers (those born between 1946 and 1964) into 
the ranks of the senior housing population. The 
population of today’s existing senior housing com-
munities, however, has an average age of 84. This 
suggests that it will still be a decade or longer before 
the boomers’ swell of demand starts to peak.

A more immediate demand factor may be rising 
penetration rates triggered by a growth in the share 
of the population older than 75 that lives in senior 
housing. The current penetration rate for senior 
housing averages 10.4 percent for all 99 markets 
that NIC MAP tracks. However, there is wide varia-
tion in this metric across metropolitan areas, with a 
rate of less than 5 percent in New York City and as 
high as 22 percent in Portland, Ore. The variation 
could reflect a number of factors that have not yet 
been identified. Regardless, many of today’s elderly 
are leaving their retirement homes and towns to 
live closer to their adult children. As this pattern 
becomes more entrenched, it is likely that penetra-
tion rates will rise in many metropolitan areas.

Current supply pipeline ramping up
Inventory growth has been generally in check for 
senior housing for the past several years. Starting 
in 2014, however, with the improvement in the 
economy and better access to construction debt, 
developers have begun to ramp up, particularly for 
memory-care and assisted-living development. In 
first quarter 2014, construction starts as a share of 
inventory stood at 5.3 percent for majority assisted 
living properties (17,000 units under construction) 
in the MAP 99 markets. This is close to the high-
est share since 2007, when this specific data series 
became available. When independent living units 

under construction are added, this figure climbs 
to 25,000 units, but represents a more modest 3.1 
percent of total inventory. 

There is great disparity in development pipe-
lines among markets, however. For example, Los 
Angeles, Miami, San Francisco and San Jose have 
a very small development pipeline for majority 
assisted living properties. Houston, on the other 

hand, has nearly 1,000 units under construction in 
majority assisted living properties (17 percent of its 
inventory), while Denver and Minneapolis also have 
nearly the equivalent of 10 percent of their stock 
under construction. In addition, Houston had one of 
the lowest occupancy rates in first quarter 2014, just 
at 85 percent. New supply could push metro-area 
occupancy rates even lower.

In the near term, NIC projects the current senior 
housing recovery will continue during the next four 
quarters. Hence, occupancy across primary markets 
(i.e., the 31 largest metro areas) is projected to rise 
to 90.5 percent by first quarter 2015, up from 89.8 
percent in first quarter 2014. Moreover, occupancy 
should cross the psychological 90 percent barrier for 
the primary markets by the middle of 2014.

Longer term, an analysis prepared in 2013 by 
Larry Rouvelas and Phil Downey of Senior Housing 
Analytics estimates that to keep pace with the fore-
casted demand for senior housing, inventory growth 
will need to increase from 17,000–18,000 units per 
year in the 2010–2015 period to 22,000–29,000 units 
per year in the 2015–2020 period and more than 
50,000 units per year after 2020.

For this to happen, institutional investment in 
senior housing will need to increase and additional 
capital sources will be needed. Today, debt is read-
ily available from Fannie Mae, Freddie Mac, HUD/
FHA, commercial banks, commercial finance com-
panies and tax-exempt bonds, while private sources 
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of capital include pension funds, high-net-worth 
individuals and institutional firms. Public and private 
healthcare REITs also have been actively involved in 
the past several years and have been one of the larg-
est sources of financing for senior housing. Looking 
ahead, it is expected that balance sheet lenders such 
as life companies and CMBS issuers will become 
more active in the market as well.

Still, risk premium exists
Despite solid historical and projected performance, 
a significant risk premium exists for senior hous-
ing investments. In first quarter 2014, cap rates 
for senior housing stood at 8.0 percent on a four-
quarter rolling average, with a range of 6.1 percent 
for the top decile and best assets to 9.5 percent for 
the bottom decile and less preferred properties. 
This represents a 550 basis point spread over the 
10-year, risk-free Treasury yield and compares with 
a 350 basis point spread for multifamily assets. 
Longer term, since the beginning of 2008, senior 
housing cap rates have averaged a 175 basis point 
spread above multifamily cap rates.

Given solid operating and investment perfor-
mance of senior housing properties in recent years, 
one could argue that senior housing’s spread over 
multifamily properties should be narrower or should 
compress with time. If such downward pressures on 
senior housing cap rates occur, senior housing cap 
rates may not experience the same magnitude of 
upward pressure that expected rising interest rates 
could impose on other commercial property types.

On the other hand, perhaps the risk premium 
exists because of real or perceived risks associated 
with investing in the sector. Investors must either 
mitigate or be compensated (e.g., higher yield) for 
the specific risks faced in each transaction to achieve 
an appropriate risk-adjusted return. So the question 
is whether the 550 basis point spread will shrink in 
time as the sector becomes better understood.

Risks to sector performance
Investors in all asset classes, including stocks, 
bonds and real estate, face a number of risks 
related to the performance of the broad econ-
omy, valuation adjustments and exit risk. In 
addition, real estate investors bear obsolescence 
risk (i.e., the physical plant no longer meets the 
needs of its tenants) and supply risk. The risks 
that senior housing investors bear also include 
operator risk (the ability of the operator to create 
a successful environment for residents and staff); 
liability risk associated with standards of care 
for residents; resident credit risk (although most 
of today’s residents are of the generation that 
meets their financial obligations); turnover risk 
associated with a high churn rate for the product 
type; and reimbursement risk for non-private-pay 
senior housing facilities.

Technological innovation is emerging as a great 
influencer in senior housing as well and is affecting 
all aspects of the sector. From an operations per-
spective, lead generation is being delivered through 
the Internet, IT systems and big data are allowing 
senior management to observe real-time changes 
in their day-to-day performance and operating sys-
tems, and remote monitoring of residents is gener-
ating staff efficiencies. From a health and wellness 
perspective, tele-health and virtual care systems 
have the potential to reduce healthcare costs and 
improve healthcare coverage by allowing instant 
video conferencing at call centers with live doc-
tors. Smart phones and appliances, remote sensors, 
hand-held devices with medical applications, and 
mobile personalized connectivity applications and 
software systems have the potential to better allow 
aging in place, independence and virtual socializa-
tion. As these technologies get tested, and winners 
and losers emerge, the operations, real estate, social 
and medical aspects of the sector will be forever 
changed. Hence, technology could pose a risk 
(which may be an opportunity as well) to today’s 
understanding and perceptions of senior housing 
property investments.

Will the future bring more golden years?
Given these considerations, the question posed 
at the beginning of this article may be easier to 
assess. Will senior housing continue to age well? 
For investors, the answer is a resounding yes. 
Investors will continue to find senior housing com-
pelling because of improving market fundamen-
tals, promising demographics, rising penetration 
rates, strong cash attributes and strong returns. v

Beth Burnham Mace is chief economist and director of 
capital markets outreach for the National Investment 
Center for the Seniors Housing & Care Industries.

2008 2009 2010 2011 2012 2013 2014
0

100

200

300

400

500

600

700

S
pr

ea
d 

ov
er

 1
0-

ye
ar

 y
ie

ld
 (b

as
is

 p
oi

nt
s)

Senior housing Multifamily

Rolling four-quarter cap rate spreads, Q1 2008 through 
Q1 2014

Sources: NIC, Real Capital Analytics, Federal Reserve

Copyright © 2014 by Institutional Real Estate, Inc. Material may not be reproduced in whole or in part without the express written permission of the publisher.


