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Key Findings

CBRE Seniors Housing Key Observations
•

Direct investment into U.S. commercial real estate assets reached

•

volume since the all-time high in 2007. Q3 and Q4 were some of

construction levels, and reduced activity by the public REITs.
•

The seniors housing sector followed suit, closing another record-

at an all-time high, occupancy and rental dynamics will vary from
market to market and will offer minimal offset relative to pricing.

the increase in volume over 2014 was only 4.5% showcasing a

•

The change in capitalization rates (cap rates) for this time period
was minimal compared to prior survey results, signaling that the

Survey Results

current survey.
•

landscape. This investment environment will be challenged by

new) remains high, while participation by the public REITs in 2016

new supply. National Investment Center (NIC) reports units under

remaining a significant, yet unknown variable.
•

next 12-month period. While 31% expect an increase in cap rates,

•

construction as of 4Q 2015 at 48,903, over double the 22,975 units

48% of survey respondents expect no change in cap rates over the
21% of the respondents are still expecting to see compression.  

The seniors housing market continues to perform well and attract
substantial investor interest creating a very competitive investment

market cycle is close to reaching a peak. Investor interest (old and

Outlook

Increased construction activity replaced rising interest rates as the top
concern for market participants, from CBRE’s 2H 2014 survey to the

significant decrease in the growth rate.2
•

Seniors housing occupancy increased through 2015. Independent
living reached the highest level since 2007. With new development

setting year with 514 institutional transactions closed and $18.7
billion in institutional sales, despite a slowing fourth quarter. However,

Transaction Trends

Spreads over U.S. Treasuries increased slightly towards the end of
2015. This is a reflection of investor concern of overpricing, increased

quarters.1

Market Fundamentals

•

$553 billion in 2015, up 23% since the prior year, and the highest
the highest quarters in recent history, but lower than the prior four

Capital Markets

<< | >>

under construction reported at the end of 2012.
•

Investor

interest

in

independent

living

properties

increased

significantly over the past 12 months, coming in just behind assisted

Seniors housing cap rates have averaged at a spread of roughly

living as the biggest opportunity for investment in 2016. Stand-alone

518 basis points (bps) to the 10-year Treasury with the most recent

memory care is much less attractive to investors from recent surveys,

indicated spread falling above the historical average, at 554 bps.

coming in fourth, behind CCRCs.

This indicates room for further compression as interest rates creep
upward. As a point of reference, multifamily cap rates currently
represent a 215-bps spread.3  
1 References to US deal volume are based on Real Capital Analytics transactional
database.
2 References to seniors housing deal volume and operating trends are based on

•

Looking forward, CBRE professionals expect cap rates to remain
stable through 2016. As the publicly traded REITs have less of an
impact on pricing, we expect the market to move into a more rational
period. Sound property level operations and development trends will
be critical to maintaining valuations.

NIC (National Investment Center for the Seniors Housing & Care Industry) MAP
database.
3 References to capital markets are based on CBRE Econometric Advisors and
CBRE Global Research.
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On December 16, 2015, the Federal Reserve raised the Fed Funds rate by 25 bps, marking the first increase since 2006. This move signals the beginning of
a slow and steady upward push. Facing this rising interest rate environment, investors and developers are asking what will happen to cap rates and how will
asset values be impacted.

Capital Markets

We begin answering these questions by looking at the Ten-Year Treasury. CBRE Econometric Advisors’ (EA) Base outlook for the yield on the 10-Year Treasury
predicts an increase to 2.8% by year end 2016, peaking at 3.6% in 2018, and leveling out around 3.0% by 2020. This results in a net upward adjustment
in the yield of 140 bps by Q4 2018, and of 78 bps over the long run. While this increase is relevant, interest rate increases do not produce a one-to-one

Market Fundamentals

adjustment with cap rates.

Historical Spreads Between 10-Year Treasury Yields and Seniors Housing Cap Rates
Transaction Trends
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Outlook

Average Spread

Survey Results

Source: NIC, NCREIF & CBRE EA

Seniors housing cap rates have averaged a spread of roughly 518 bps to the 10-year Treasury with the most recent indicated spread falling above the historical
average, at 554 bps. This indicates room for further compression as interest rates creep upward. As a point of reference, multifamily cap rates currently
represent a 215 bps spread. Under the 1CBRE EA Baseline scenario, commercial real estate cap rates will trend up gradually in 2016, yet at a slower rate than
the treasury. Strong real estate fundamentals and capital inflows from outside investors will work to counter the effects of rising interest rates. This expectation
accords with the seniors housing sector which is also experiencing an influx of new capital and favorable long-term market fundamentals with the outstanding
question of REIT participation remaining a significant, yet unknown variable.
1 Please visit www.cbre-ea.com for more information about the 10-year Treasury outlook and other economic drivers.
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Housing Index vs. Seniors Housing Occupancy Trends

Operational Trends
Seniors housing occupancy levels continued to trend upward through
2015, despite increased construction trends. According to the National

Capital Markets
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Investment Center for the Seniors Housing & Care Industry (NIC), seniors
housing occupancy was 90.1% during the fourth quarter of 2015, up

94%

200
180

92%

160
90%

140

20 bps from the prior quarter. Independent living properties and

Market Fundamentals

assisted living properties averaged 91.4% and 88.4%, respectively. For
independent living, fourth quarter occupancy was at its highest level since
2007. With occupancy levels up, operators raised rental rates, by 2.5% in

Transaction Trends

2015, demonstrating increased demand in the face of expanded supply.
Nursing care properties continue to experience a declining occupancy
trend, with NIC reporting 4Q 2015 occupancy at 87.4%, a decrease of

Survey Results

120
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84%

60

82%

40

10 bps from the prior quarter. However, with a greater focus on quality
mix and improved operating efficiencies, average daily rates increased by
2.8% with increased net operating income from 2014 to 2015.

Outlook

88%

HOUSING Trends
The rebounding housing market has had a significant impact on seniors
housing occupancy levels. The strongest correlation between housing
trends and occupancy is with independent living. Assisted living also
shows a positive correlation, with little to no correlation with memory care
and nursing home occupancy. Continued growth of the housing market
will have a positive impact on IL penetration rates and will attract more
development. Historical volatility in housing should be as much of a factor
as current housing trends, when considering a potential development.

IL

AL

MC

NC

Housing

Source: NIC MAP & S&P/ Case-Shiller Home Price Indices

48,903 as of 4Q 2015. With an average development period of 12 to
15 months, a significant portion (80%) of this supply will come on line in
2016. This is a major concern in the industry. Coming out of the recent
recession, development primarily focused on assisted living and memory
care. This has resulted in downward pressure on overall occupancy
and rent growth for this segment.   Likewise, the lack of development
of independent living properties and rising home values   has pushed
occupancy levels for this segment to pre-recession levels.    CBRE expects
to see an up-tick in independent living and CCRC development, which

Construction Activity

would be a good thing for the assisted living and memory care markets.

With market values for stabilized properties falling well above

On the bright side, rising development, land, and labor costs should

replacement costs, new development is at an all-time high at 5.8% of

slow development as the sector moves through the development cycle.

existing supply, as reported by NIC. NIC further reports the number of

Furthermore, developers, investors, and lenders are maintaining stringent

units under construction as increasing from 22,975 at the end of 2012 to

underwriting standards for new development far greater than the period
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Supply vs. Demand

leading up to the recent recession. Loan to value ratios for new
developments are at 50% to 60% with a heavy emphasis placed

35,000

on the operator’s experience during underwriting.

One primary attraction to seniors housing is the overwhelming

Market Fundamentals

segment of our population that is approaching the target age
cohort. The Baby Boomer Generation consists of approximately
76.5 million people and makes up 25% of the U.S. population.

Transaction Trends

The leading edge baby boomer is now 69 years old with 10,000
boomers turning 65 every day for the rest of the decade. However,
the average age of a seniors housing resident is in the low 80s,  

Survey Results

30,000

Supply vs. Demand
4,500
Units (Thousands)

Capital Markets
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so the boomers will not directly impact occupancy for another 15
to 16 years.
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What does this influx of supply and demand outlook mean for

Outlook

market balance? The blue line projects 80+ population growth.

Supply Trend

Equilibrium

80+ Population

Assuming the current supply/demand ratio represents market  
balance, the pink line projects the supply requirement to maintain

Source: Claritas, NIC

current market balance. The green line projects current supply
growth utilizing the most recent construction trends as reported

The seniors housing landscape is evolving with the increased presence of sophisticated

by NIC.

capital, market transparency, operational efficiencies and technological advances.

This analysis indicates that supply will begin to outpace demand
in 2016 and continue through 2024, with a cautionary period
leading up to that point. Beginning in 2025, the pendulum will
begin to shift with the onset of a significant supply shortage.
Approximately 69,000 units must be added per year in order

This can be compared to the institutionalization that the multifamily sector
experienced from the mid-1990s to early 2000s. Increased investment activity,
coupled with increased construction activity, has resulted in an increased demand
for experienced operators. Growing pains are expected as the market expands;
property management continues to be a key factor in protecting the value of a
seniors housing asset.

to meet peak demand in 2043, compared to the current
construction rate of approximately 39,122 units per year. The
key will be maintaining a balance over the next 10 to 15 years.
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Cap Rate Trends vs. Apartment Caps & 10-Year Treasury

2015 closed out with an estimated 514 institutional transactions
closed and $18.7 billion of institutional sales, as reported by NIC.

Rational
Market

While 2015 was another record-setting year for deals closed
volume is up only 4.5% from the 2014 deal volume of $17.9

12%

Per unit pricing above $500,000 with highs identified upwards of

10%

the ability to manage variable expenses such as labor or food
offers a unique ability to protect operating margins through
volatile periods.

Nursing Care

Seniors Housing

Multifamily

2019

2018

2017

2016

2015

2014

2013

2012

2010

2011

consistency. While some investors interpret this as adding risk,

0%
2009

types, and also one of the most bifurcated in terms of operational

2008

Outlook

2007

Seniors housing is the most operationally intensive of all property

2%

2006

little muted moving through Q4 as their cost of capital increased.

4%

2005

Survey Results

2004

above also increased. These higher price points were primarily
driven by the public REITs in Q1 through Q3, which became a

6%

2003

number of nursing care acquisitions in the $100,000 per bed and

Back to Rational
Market

DECREASING
SPREAD

8%

2002

properties became a common occurrence in 2015. Likewise, the

1998

Transaction Trends

Cap Rates

recorded from 2013 to 2014.
$700,000 and cap rates at 6.0% and below for seniors housing

REIT Impact

FORECAST

billion, compared to the 26% increase in institutional volume

Market Fundamentals

Irrational
Over
Exuberance Correction

14%

2001

Capital Markets

Demographic
Influence

16%

and total volume, the momentum has slowed significantly. Total

2000
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1999
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10YT Base

Source: NIC, Senior Care Investor, CBRE EA

The seniors housing sector continues to post strong returns.

The chart presented above depicts historical cap rates as reported by NIC,

According to National Council of Real Estate Investment Fiduciaries

overlapped with historical and projected trends for the multifamily sector and the

(NCREIF), total returns were reported at 16.3%, 14.8%, and

10-year Treasury, as reported by CBRE Econometric Advisors. Cap rate spreads

13.3% over a one, five and ten-year period respectively. Likewise,

for seniors housing properties began compressing towards multifamily cap rates

total multifamily returns were 12.0%, 12.6%, and 7.6% over the

in 2007, yet took an upward turn towards the end of 2015 while multifamily cap

same periods. Lastly, the NCREIF Property Index (NPI) consisting

rates remained low. Moving forward, we expect to see a pause in the cap rate

of core institutional property markets in the U.S. averaged 13.5%,

compression that was realized in recent years, as the publicly traded REITs have

12.6%, and 8.0% over the same periods.

less of an impact on pricing. Additionally, we expect the market to transition to a
more rational period as it relates to pricing.
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The H2 2015 CBRE Seniors Housing Investor Survey was sent to the most influential seniors housing investors, developers, and brokers throughout the U.S. In
developing the survey, our objective was to identify key trends in the seniors housing real estate industry and to share this information with our clients to help
them better understand the state of the market. The survey provides a snapshot of investor and developer expectations, and most importantly, their perception

Capital Markets

of what lies ahead.

The results of this survey are summarized below:
Class A

Transaction Trends

Core

Market Fundamentals

Outlook

Non-Core

Survey Results

Class B

Class C

Low

High

Average

Low

High

Average

Low

High

Average

Independent Living

4.00%

8.00%

5.55%

4.00%

9.00%

6.40%

5.00%

9.00%

7.59%

Assisted Living

5.00%

8.00%

6.13%

5.00%

9.00%

7.03%

6.00%

10.00%

8.28%

Memory Care

5.00%

9.00%

6.69%

5.00%

10.00%

7.38%

6.00%

11.00%

8.61%

Nursing Care

9.00%

14.00%

11.04%

10.00%

14.00%

11.93%

11.00%

15.00%

13.41%

CCRC

6.00%

10.00%

7.39%

6.00%

10.00%

8.23%

7.00%

12.00%

9.49%

Independent Living

5.00%

8.00%

6.51%

5.00%

10.00%

7.34%

6.00%

10.00%

8.53%

Assisted Living

5.00%

9.00%

6.80%

5.00%

10.00%

7.59%

6.00%

11.00%

8.74%

Memory Care

5.00%

9.00%

7.14%

6.00%

10.00%

7.75%

6.00%

11.00%

8.87%

Nursing Care

10.00%

13.00%

11.75%

10.00%

15.00%

12.70%

11.00%

15.00%

13.89%

CCRC

6.00%

10.00%

7.99%

7.00%

11.00%

8.74%

8.00%

12.00%

9.75%

BPS change for A/B from

IL

AL

MC

NC

CCRC

2H 2014

7.58

-9.14

-2.24

-2.48

17.93

BPS change for C from

IL

AL

MC

NC

CCRC

2H 2014

16.31

-14.68

-3.76

1.89

4.33

*Arrows indicate change from our H1 2015
Source: CBRE Seniors Housing Investor Survey

*Arrows indicate change from our H1 2015
Source: CBRE Seniors Housing Investor Survey
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Seniors Housing & Healthcare Survey Results (continued)

The results of the investor survey were utilized to better understanding risk profile, or bps spreads between investment class and location.
Investment Class Spreads

Core

Capital Markets

Market Fundamentals

Outlook

Non-Core

Transaction Trends

Survey Results

<< | >>

Location Spreads (Core Vs. Non)

A-B

B-C

A-C

A

B

C

Independent Living

85.01

118.85

203.85

Independent Living

95.35

93.44

94.02

Assisted Living

90.00

125.31

215.31

Assisted Living

67.50

56.79

45.83

Memory Care

68.99

Nursing Care

88.82

123.06

192.05

Memory Care

45.19

37.03

25.68

148.40

237.21

Nursing Care

70.83

76.63

47.51

CCRC

84.38

126.00

210.37

CCRC

60.24

51.47

26.22

Independent Living

83.09

119.43

202.52

Assisted Living

79.29

114.36

193.64

Memory Care

60.82

111.72

172.54

Nursing Care

94.61

119.28

213.89

CCRC

75.61

100.74

176.35

BPS change in Core vs.
Non Core spread from
2H 2014

IL

AL

MC

NC

CCRC

31.03

17.34

16.49

16.60

7.58

*Arrows indicate change from our H1 2015
Source: CBRE Seniors Housing Investor Survey

Cap rate indications reflect a modest change relative to prior surveys, with an average change of 1.89 to 17.93 bps from CBRE’s H2 2014 survey to the current
survey. The overall change from the H1 2014 to the H2 2014 survey ranged from 27 to 60 bps.
Participants indicated a noticeable attraction to Class A and B properties, with average spreads between Class A to B properties ranging from 60 to 90 bps.
Average spreads between Class B and C properties ranged from 100 to 150 bps.  
In terms of locational spreads, a property’s location in a core vs. non-core market remains most relevant for independent living properties. There is also a
noticeable bifurcation in locational spreads for Class A and B nursing care properties. Location appears to have the least amount of influence on pricing for
the memory care property type.
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The respondents indicated a noticeable attraction to Class A and B properties respective of independent and assisted living as the spread from B to C is greater
than the spread from A to B. This is consistent with prior surveys. However, a decrease in the spreads from A to B properties was identified for nursing care
and CCRC properties, signaling a shift in investor appetite.

Capital Markets

Mix of Respondents

The profile of respondents is summarized as follows:
5%

Our survey was sent to over 250 potential participants with a focus on transactional

Market Fundamentals

professionals who specialize in the seniors housing & care space. The response rate was
overwhelming at 34%, or 85 participants.

Private capital healthcare investor
15%
20%

The professional mix of participants primarily represented Institutional Investors, Private

Transaction Trends

Healthcare REIT

19%

12%

Healthcare real estate developer

Capital Investors, and REITs at 29%, 20%, and 19% respectively. This was followed by
29%

Developers at 15%. The balance rounded out at 12% Brokers and 5% Other.

Broker
Other

Survey Results

Outlook

Institutional healthcare investor

The participants were asked how they were looking to change their exposure to
seniors housing over the next twelve months.

Percentage of Participants
Wanting to Change Their
Exposure

26%

58% of the respondents intend to increase their exposure, 16% intend to decrease, and
26% expect little change. The percentage of participants looking to increase the size of
their portfolio decreased slightly from 61% in 2H 2014. Likewise, there was a decline in
investors looking to decrease the size of their portfolio. The most significant change was the
increase in investors expecting no change in the size of their portfolio.

58%
16%

Increase
Decrease
No Change

Source: CBRE Seniors Housing Investor Survey
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Top Market Concerns

Key Findings

Rising interest rates

Capital Markets

Market Fundamentals

The top concerns of market participants in relation to market changes that
would negatively impact the seniors housing market over the next twelve-month
period are summarized as follows.

24%

22%

Increased construction activity replaced rising interest rates from CBRE’s 2H 2014 survey as
the top concern, at 35%, followed by rising interest rates at 24%. Increased property level
costs surpassed increased competition for acquisitions and capital placement at 22% and

Transaction Trends

Increased construction activity

1%

Increased competition for acquisitions and
capital placement
Negative changes to the economic

5%

environment
13%

Increased property level operating and

35%

13%, respectively. This could be the result of a changing buyer profile as the public REITs

development costs

pulled back towards the end of 2015.

No concern

Survey Results

Outlook

Increased regulatory environment

All participants where asked where they see the biggest opportunity for
investment.

Opportunity for Investment
14%

Assisted living was identified by 33% of the respondents as the biggest opportunity for
investment with independent living coming in second at 24%. Memory care properties

IL

9%

24%

are much less attractive to investors, coming in fourth, behind CCRCs at 14% and 12%
respectively.  

AL
12%

MC

These responses indicate increased activity for IL and IL/AL properties fueled by a
rebounding housing market and limited IL construction in recent years.

Age Restricted

8%

33%

NC
CCRC

Source: CBRE Seniors Housing Investor Survey
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Seniors Housing & Healthcare Survey Results (continued)
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14%

Marketing Time Change
Over The Past 12 Months

This survey aimed to better understand any changes in marketing time for
seniors housing assets, offering to contract.
Average marketing time can provide an indication of investor appetite. While market

Increase

54%

32%

pricing may have somewhat cooled, the market does remain competitive from a pricing

Decrease

standpoint with 32% of respondents reporting a decreased marketing time over the past

No Change

12 months and 54% reporting no change.

All participants were asked what they are seeing for spreads between going in
cap rate and a terminal cap rate for stabilized investments.

14%

7%
13%

As competitive pricing increased through 2013, 2014 and 2015, CBRE noticed tightening

0-25 bps

spreads between going in cap rates and terminal cap rates.

Outlook

With 38% of respondents underwriting spreads of 50 to 75 bps and 28% of respondents

Spreads Between Going In
Cap Rate and a Terminal
Cap Rate

25-50 bps

28%

underwriting 75 to 100 basis point spreads, we are less concerned with the seniors housing

38%

market, relative to other property types reporting spreads in the 0 to 50 basis point range.

50-75 bps
75-100 bps
100-125 bps

All participants were asked their 12-month outlook for seniors housing cap
rates.
The participants were asked if they expect cap rates for seniors housing to increase,

31%
48%

Increase

decrease, or stay the same.

Decrease

At 48%, the majority of respondents expect no change in cap rates over the next 12-month
period. While 31% expect an increase in cap rates, 21% of respondents are still expecting

12-Month Cap Rate
Outlook

21%

No Change

to see compression.  

Source: CBRE Seniors Housing Investor Survey
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CBRE Seniors Housing Outlook
CBRE expects valuations to remain relatively stable in 2016 with a very

<< | >>
Recent transaction trends do suggest a slowdown, with underlying market

strong long-term outlook. The industry’s fundamentals suggest the

fundamentals indicating a favorable long-term outlook, again assuming

necessity for more capacity over the long term, with short-term oversupply

the economic climate remains stable. With the changing economic climate,

in select markets becoming more likely as construction levels increase

an increase in public-to-private transactions is expected in 2016. Overall,

to all-time highs. Three factors will push average occupancy levels and

market participants with sound due diligence and acute operational

rent growth downward in select markets over the short term: the influx

market understanding will continue to be successful in this space.

of new supply, overextending operators to meet the demands of their

Market Fundamentals

development partners and new players entering the space.

Transaction Trends

insurance, labor or food costs, margins should remain relatively constant

Barring any real inflation or other external forces such as increased
with stable improvement due to increased operational sophistication and

Survey Results

technological advances that are being introduced to the space. The skilled
nursing sector has the greatest opportunity for operational improvement.
Penetration rates are increasing as the seniors housing & care product

Outlook

becomes more accepted and the macro economy  continues to improve.
Continued improvement in the housing market will be a key factor,
primarily for the growth of independent living and CCRC properties.
Considering the U.S. economic climate and the corresponding operational
results within the seniors housing industry, the sector will continue to
evolve with greater operational efficiencies, design trends, and attract
new capital sources seeking higher yield. Recent improvements in design
trends and technological advancements will force the more dated product
to reinvent their market position, possibly filling a need for affordable
product. The desire to invest in higher-yielding asset classes has begun
to eclipse the risks associated with the seniors housing sector as more
sophisticated capital gravitates to the space.
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