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I NTRODUCTION

Despite continued economic growth, the outlook for commercial real estate in 2018 is cloudy as the
cycle enters its late stages, with policy uncertainty—particularly regarding corporate tax reform and the
direction of interest rates—looming large. In times like these, “agility” is more important than ever for
investors and occupiers.
RETAIL : AGILE BY MARKET
Retail’s biggest disruptor isn’t e-commerce; it is demographics. Most big-box retailer closings have
occurred in secondary markets, some of which have seen declines in both population and wealth. While
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high-density markets have not been immune to retail disruption, they have been better able to re-tenant
and evolve. Technology has made retail easier, cheaper and faster, but has not changed how people like
to make shopping decisions in-store. Take full advantage of the current capital markets weakness in
retail and buy in areas with strong demographics.
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INDUSTRIAL : AGILE BY ASSET TYPE
Big-box warehouses are in their golden era, from tenant and capital demand perspectives. The good
news is that all megatrends point to this continuing, but it has gotten to be very expensive to build or
buy big-box. The better news is that the golden era of industrial is now expanding into smaller, last-mile
facilities near high-density urban centers, and this opportunity is only now garnering institutional
attention. Institutional-grade industrial real estate doesn’t have to be big-box anymore. It can be a
strategically located box and, with omnichannnel, it may not be “industrial” at all, but a hybrid retail/
industrial facility.
OFFICE , MULTIFAMILY: AGILE BY CAPITAL STRUCTURE
The best-performing markets of the current expansion include some that can be highly volatile in a
downturn, such as Austin, Boston and San Francisco. But don’t panic in the event of a market pullback.
Rather, make your capital structure bulletproof. This includes extending your existing debt to five years
or more so you’re not subject to a liquidity crunch. It also involves active communication with your
equity partners about what may be required during the downturn, including spending more money.
Given the historic cyclicality of our industry, the best time to spend is during a downturn. Don’t pull
back on spending and don’t jump the gun on selling in these great and dynamic markets. Create an
agile debt and equity capital stack to best position your assets.
OCCUPIER: AGILE BY PORTFOLIO FLEXIBILITY
Large occupiers need to think about agility in both individual-market and portfolio terms, including the
length of leases, options to expand or contract space, and the availability of talent. Double down on
commercial real estate in those submarkets where you expect to attract, retain and create pools of talent
for your business. The current labor shortage in the U.S. is only going to get worse. The very low national
unemployment rate is 50% lower in many of the high-skill trades. While agility protects your downside
risk/cost overall, don’t put all your eggs in the “save money” basket. Rather, put many of your scarce
resources into the “make money” basket of markets with deep talent pools.
Agility is the key in markets with unusual uncertainty.
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MARKET FUNDAMENTALS TO IMPROVE IN 2018

care—are not yet benefiting from baby boomer demand.

The seniors housing market improved modestly in 2017 and is

However, the emerging “active adult” segment—focused on a

set to improve further in 2018, largely due to lower construction.

younger demographic that includes baby boomers—is well
positioned to attract new demand in 2018.

The market had seen moderate overbuilding for several years,

Seniors housing occupancy rates will likely edge up in the

especially in the assisted living and memory care segments.
After peaking in early 2016, under-construction levels began

coming year, and rent growth should stay around the current

falling and should further decrease in 2018. Construction starts

2.6% annual rate.

also declined in the past two years, promising fewer
completions in 2018.

ACTIVE ADULT SEGMENT – SENIORS HOUSING’S
EMERGING TOUR DE FORCE

Seniors housing demand should remain relatively healthy next

“Active adult” housing—also referred to as “55+” or “age-

year, given continued expansion of the U.S. economy and a

restricted”—has not traditionally been part of the seniors

healthy housing market—both key variables in the demand

housing sector because it usually does not offer food service,

equation.

such as a central dining facility, which is a common feature of
traditional seniors housing product.

For the most part, the traditional segments of seniors housing—
independent living, assisted living, memory care and nursing

FIGURE 29: SENIORS HOUSING OCCUPANCY TRENDS

Occupancy Rate (%)

Independent Living Assisted Living Memory Care Nursing Care

92
90
88
86
84
82
Q3 2007 Q3 2008 Q3 2009 Q3 2010 Q3 2011 Q3 2012 Q3 2013 Q3 2014 Q3 2015 Q3 2016 Q3 2017
Source: NIC MAP Data Service, CBRE Research, Q3 2017.
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However, in years ahead, the active adult segment will play a

however, baby boomers are creating demand now, making this

larger role in the seniors housing industry, and will be an

segment particularly appealing.

exciting segment to follow as it evolves. The definition of
seniors housing and what it comprises continues to evolve,

CBRE INVESTOR SURVEY REVEALS SUSTAINED

especially as product segmentation lines become less

INVESTOR APPETITE FOR 2018

distinctive.

Strong investor appetite for seniors housing was evident in
CBRE’s fall Seniors Housing & Care Investor Survey,1 with 60%

Many active adult communities offer services like those

of respondents expecting to increase their exposure to seniors

provided at independent living communities, but with an

housing next year. Only 6% expected to decrease their exposure.

unbundled fee structure that allows residents to pay only for

But lower levels of new construction and concerns about rising

the services they want. Such services are also outsourced in

operating expenses—especially from declining availability and

active adult communities, thereby reducing operational and

rising wages—may curb investment volume in 2018.

management challenges and making the segment more
attractive to traditional multifamily investors and developers.

Property-level operating costs eclipsed construction activity as
investors’ top concern in the fall survey. Construction activity

With 87 being the average age of assisted living residents, baby

(supply-demand fundamentals) was the second-highest concern.

boomers are too young to provide significant demand for
traditional seniors housing. For active adult communities,

Forthcoming.

1

FIGURE 30: SENIORS HOUSING INVESTOR SURVEY - TOP CONCERNS
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Source: CBRE, Q4 2017.
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October, acquisitions totaled $13 billion—up 8.6% from the

“Increased competition for acquisitions and capital placement”
ranked third among the concerns. The widespread cap rate

same period in 2016. Based on investor sentiment and market

compression revealed in the fall survey reflected this

fundamentals, we expect the volume of seniors housing

competition for product.

acquisitions to rise modestly in 2018. If the amount of product
coming to market is limited, however, the expected increase

For health care-focused assets, proposals for health care reform

may not occur.

and legislative changes to Medicare and Medicaid generated
considerable concern in 2017. These concerns will return to

The dominance of portfolio sales is the other significant

center stage in 2018 should reductions in Medicare and

variable in seniors housing investment. In 2016 and 2017

Medicaid funding be re-proposed. The nursing care segment

combined, 61% of seniors housing investment activity occurred

will continue to seek new revenue sources, including expanded

via portfolio sales (compared to 20% for conventional

rehab facilities.

multifamily).

In 2018, seniors housing investors will favor the more lifestyle-

Institutional buyers likely will be more active in 2018.

focused segments over health care. Independent living was the

Institutional capital’s interest in the seniors housing sector has

top-ranked segment for investment opportunity in CBRE’s fall

been rising for a few years (due in part to higher yields) and its

investor survey. Active adult ranked third after assisted living,

market share rose to about 31% in 2017 from 29% in 2016.

with 13% of survey respondents selecting it as the top

Foreign investors are another buyer group to watch in 2018.

segment—more than twice as many as had a year earlier.

While cross-border capital represented only 5% of 2017
investment (based on the year-to-date total through October),

SENIORS HOUSING BUYERS AND INVESTMENT

it is expected to increase in the years ahead. In particular, we

MOMENTUM

expect Chinese investors—the largest offshore capital source

In contrast to most other property types, there was a year-over-

in 2017—to increase their investment in seniors housing over

year increase in seniors housing acquisitions in 2017. Through
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To learn more about CBRE Research, or to access additional research reports, please visit the Global Research Gateway at
www.cbre.com/research.
Additional U.S. Research from CBRE can be found here.
Disclaimer: Information contained herein, including projections, has been obtained from sources believed to be reliable. While we do not doubt its accuracy, we have not
verified it and make no guarantee, warranty or representation about it. It is your responsibility to confirm independently its accuracy and completeness. This information is
presented exclusively for use by CBRE clients and professionals and all rights to the material are reserved and cannot be reproduced without prior written permission of CBRE.

