By Mikko Syrjänen

Q1 2019

For institutional investors, qualified investors and investment professionals only. Not for retail public distribution.

EXECUTIVE SUMMARY
Single-family rentals comprise the largest real estate sector in the US in terms of market value at over $3 trillion. However, surprisingly
to us, large, institutional capital represents a relatively low proportion of the sector today. We believe that the asset class should be
more widely considered by institutional investors, as we believe it is attractively valued from both an absolute and relative value
perspective. Additionally, we feel the current market backdrop is favorably positioned, such that the assets have the potential to
generate stable income and capital gains, while providing institutional investors further diversification within their real estate portfolios.

WHY SINGLE-FAMILY RENTALS?






The largest US real estate sector with low institutional participation1
Attractive relative and absolute value in our view
Offers potential for stable current income, inflation protection, and capital gains
May offer diversification benefits
More liquid than other private market asset classes

WHY WE BELIEVE US SINGLE-FAMILY RENTALS IS AN ATTRACTIVE PLACE TO INVEST
Ten years after the burst of the housing bubble, it might feel to
some as if it never happened. Certain real estate assets once again
appear fully priced, with average capital values for residential multifamily properties (apartment buildings) now roughly 67% above
2007 highs across the US.2 That’s not to say, though, that US real
estate is merely re-treading old ground. As the $11.2bn merger
between Blackstone and Starwood’s residential single-family rental
businesses demonstrated,3 residential real estate investment in the
US is undergoing a period of dramatic change in our view. We
believe the “institutionalization” of the single-family housing market
is a major long-term trend which has only just

begun, and presents a compelling potential opportunity for early
movers in the space.
Since the Financial Crisis, the recovery in the single-family
residential market (detached stand-alone houses) has significantly
lagged the multi-family apartment sector, as shown in Figure 1. This
reflects a fundamental difference between the two markets and we
believe highlights the current attractive relative value of single-family
residential as a sector. This dynamic is similarly expressed in Figure
2 where the widening valuation gap between single-family and
multi-family is clearer, and we believe that the former is relatively
affordable and presents attractive fundamental value to investors.

Figure 1. US real estate current capital values relative to peak values in last cycle
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1. Source: Morgan Stanley Research, February 2018 and John Burns, August 2018.
2. Morgan Stanley Research, January 2019.
3. Source: Widely reported across media outlets in August 2017. Example: Bloomberg, 10 August 2017 – article here.
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Figure 2. US residential versus multi-family apartment capital values
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We believe the scale of the US single-family market and the
composition of the existing investor base are other important
factors to consider in framing the potential opportunity. The United
States has nearly 16 million4 single-family homes which are rented
to tenants rather than owner-occupied. The total capital value of
these rental properties is in excess of $3 trillion, a number that
dwarfs the US office market at $1.9 trillion or the US multi-family
market at $2.1 trillion.5 The US housing market also has a high
volume of transactions, with 5 million existing single-family home
sales in 2018.6 This scale is increasingly drawing the attention of
institutional investors seeking to diversify away from other real
estate sectors.
While office and apartment buildings have long been considered an
institutional asset class, less than 2% of the 16 million single-family
rental properties in the US are currently owned by institutional

investors.7 Several decades ago, the multi-family rental market was
similarly dominated by private landlords. As this market became
more institutionalized, values became increasingly driven by investor
capital flows, the search for incremental yield, and a desire to
diversify away from publicly traded securities or other real estate
sectors. Institutional investment managers entered the multi-family
space, which allowed large ticket capital allocations and the postcrash recovery to take place more quickly. As the single-family
rental sector continues to institutionalize, we believe the drivers that
supported richer valuations for multi-family real estate during the
recovery may similarly come into effect. Furthermore, we believe
that once the market has fully recovered, US single-family
properties may trade at a significantly lower cap rate (i.e. higher
valuation multiple) than multi-family properties – where cap rates
typically range between 4-6%8 – in line with other owner occupierdominated residential markets, both in the US and internationally.

Trends in US home ownership: rent vs. buy
When looking at the dynamics of the single-family housing market,
we also consider the potentially shifting trends of home ownership
in the US in the wake of the financial crisis. At around 64%, home
ownership in the US is amongst the highest in the developed
world.9 While owning your own property has historically been
associated with economic prosperity and the “American dream,”
renting needn’t only be the preserve of those economically locked
out of home ownership. For example, within our current rental
portfolios, the average tenant’s household income is approximately
$100,000 per annum and compares favorably to average monthly
rent of $1,600 (or $19,200 per annum).10

All of this is not to say that there isn’t still a strong bid for property
assets from individuals. Unlike the pre-financial crisis housing
market, the residential market has been on an upward trajectory
because of supply and demand dynamics, rather than credit. It’s a
matter of market fundamentals as opposed to speculation in our
view.

Many US Millennials (born since 1980) have a different view of
home ownership to their parents’ generation. Millennials witnessed
the price falls of the financial crisis, and may therefore be more
comfortable with the idea of renting and the optionality it offers.
Throughout the financial crisis and the recovery to date, the number
of owner-occupied households has remained largely stable, while
rental households have increased by 8 million (Figure 3).

4. Source: John Burns, August 2018.
7. Source: John Burns, August 2018.

5. Source: Morgan Stanley Research, February 2018. 6. Source: National Association of Realtors, December 2018.
8. CBRE Cap Rate Survey, January 2019. 9. US Census Bureau, October 2018. 10. As of December 31, 2018
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Figure 3. Change in household formations from 2007
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Source: US Census Bureau, October 2018.

Attractive Supply/Demand Dynamics
Last year there were 1.3 million total ‘household formations’ in the
US – 25% above the long-term average.11 In a recent research note,
Morgan Stanley said that they expect this trend to continue for at
least the next 5 years driven by long-term demographic trends.12
Household debt-to-GDP has fallen significantly since the Financial

Crisis, with consumers reducing both secured and unsecured debt.
US economic indicators are robust, housing affordability metrics are
more favorable to the consumer than they have been for some time
and demand for housing currently outstrips supply, which as
depicted in Figure 4, is at depressed levels.

Figure 4. Inventories of homes for sale are at 16-year lows
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WHY WE FEEL A SINGLE-FAMILY RENTAL ALLOCATION MAKES SENSE WITHIN A WIDER REAL ESTATE
PORTFOLIO
Institutional investors in real estate have historically allocated to
commercial real estate sectors, which include office, industrial, retail,
and logistics. The underlying fundamental drivers of these sectors
are largely linked to the corporate business cycle, whereas the
value and rental yield potential of US single-family homes are driven
by the health of US consumers more broadly. This difference in
fundamental drivers creates the potential for enhanced portfolio
diversification for investors who add US single-family rentals to their

real estate portfolios, including those benchmarked to the NCREIF
property indices. Single-family homes have exhibited:13





Only moderate correlation to other real estate sectors (43-54%)
while other real estate sectors are highly correlated to each
other (81-95%)
Low correlation to stocks
Negative correlation with bonds

11. US Census Bureau, Current Population Survey. 12. Source: Morgan Stanley, “Bringing it Back Home”, March 2017. 13. Bloomberg as at 30 April 2018. Return series from
Dec 2000 – April 2018. Price Indices: Single Family Residential (Case Shiller all US), CRE all (RCA CPPI Composite Indices National All Property), Multifamily (RCA CPPI Composite
Indices Apartment), Office (RCA CPPI Composite Indices Office), Retail (RCA CPPI Composite Indices Retail), Industrial (RCA CPPI Composite Indices Industrial), S&P 500 (price
return), Barclays US Agg (total return).
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Figure 5. Single-family homes have exhibited relatively low correlation to other real estate sectors
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demonstrates that the relationship between these two sectors has
diverged, particularly since the Global Financial Crisis.14

Figure 6. The relationship between single-family and multifamily assets has not remained constant
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Further, single-family homes have exhibited lower volatility than
other real estate assets, and traditional asset classes, despite the
US experiencing the deepest nationwide housing crisis in history.15
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The below annualized volatility figures are based on returns from
Dec 2000 – April 2018:

Figure 7. Single-family homes have exhibited relatively low volatility
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CONCLUSION
As the challenge of delivering returns across asset classes remains
at the forefront of institutional investor concerns, we believe that
allocating to US single-family rentals could prove an attractive
course of action. Institutional investors are yet to broadly embrace

the sector within their real estate portfolios and by engaging with
the opportunity now, we believe that relatively early-movers will be
best positioned to benefit from the favorable outlook for the asset
class.
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14. Source: Bloomberg as at 30 April 2018. Return series from Dec 2000 – April 2018. Price Indices: Single Family Residential (Case Shiller all US), Multifamily (RCA CPPI Composite
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IMPORTANT INFORMATION
The value of an investment and any income derived from it can go down as well as up and investors may not get back their original amount invested. Alternative investments can involve significant
additional risks. Property is specialist sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. The value of capital and income will
fluctuate as property values and rental income rise and fall. The valuation of property is generally a matter of valuers’ opinion rather than fact. The amount raised when a property is sold may be less
than the valuation. Past performance does not guarantee similar future results.
This material is for information purposes only and does not constitute an offer or invitation to invest in any product for which any Man Group plc affiliate provides investment advisory or any other
services. The content is not intended to constitute advice of any nature nor an investment recommendation or opinion regarding the appropriateness or suitability of any investment or strategy and
does not consider the particular circumstances specific to any individual recipient to whom this material has been sent.
This information is qualified in its entirety by the information that would be contained in any or all Investment Products’ governing investment documents or confidential offering documents, including
an offering memoranda or managed account agreements, as the case may be (collectively, the “Investment Documents”). Any offer or solicitation of an investment in an Investment Product may be
made only by delivery of an Investment Product’s Investment Documents to qualified investors. Prospective investors should rely solely on the Investment Documents in making any investment
decision. The offering documents contain important information, including, among other information, a description of an Investment Product’s risks, investment program fees and expenses, and
should be read carefully before any investment decision is made. The Investment Documents contain important information and should be read carefully before any investment decision is made. This
material does not take into account the particular investment objectives, restrictions, or financial, legal or tax situation of any specific investor. An investment in an Investment Product is not suitable
for all investors.
All investments involve risks including the potential for loss of principal. No representation is made that a Fund’s risk management, investment process, trading performance or investment objectives
will or are likely to be achieved or successful or that any Fund or underlying investment will make any profit or will not sustain losses. Portfolio or return targets or objectives are used for illustration,
measurement or comparison purposes and only as an aid or guideline for prospective investors to evaluate a particular investment program’s investment strategies and accompanying information.
Such targets or objectives reflect subjective determinations by a Fund’s investment manager based on a variety of factors and should not be relied upon as an indication of actual or future
performance.
Opinions expressed are those of the author as of the date of their publication, and are subject to change.
Some statements contained in these materials concerning goals, strategies, outlook or other non-historical matters may be “forward-looking statements” and are based on current indicators and
expectations at the date of their publication. We undertake no obligation to update or revise them. Forward-looking statements are subject to risks and uncertainties that may cause actual results to
differ materially from those implied in the statements.
Unless stated otherwise the source of all information is Man Group plc and its affiliates as of the date on the first page of this material.
Unless stated otherwise the source of all market data is Man database.
This material has been prepared by the material is prepared by Man Global Private Markets (USA) Inc., (“Man GPM”) and Aalto Invest UK Ltd. (“Aalto Invest”) and is distributed by Man Investments
Inc. (“Man Investments”), each of which is a member of Man Group. “Man Group” refers to the group of entities affiliated with Man Group plc. Man Investments is registered as a broker-dealer with
the US Securities and Exchange Commission (“SEC”) and is a member of the Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation (“SIPC”). Man GPM
and Aalto Invest are registered as Investment Advisers with the SEC. Aalto Invest UK Ltd is a limited company incorporated in England and Wales under company number 07377274, and authorised
and regulated by the Financial Conduct Authority (“FCA”) under registration number 646952. The registrations and memberships above in no way imply a certain level of skill or that the FCA, SEC,
FINRA or SIPC have endorsed the entities, products or services discussed herein.
Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 240581, which is regulated by the Australian
Securities & Investments Commission (ASIC). This information has been prepared without taking into account anyone’s objectives, financial situation or needs.
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