
Class B apartments are a step below 
Class A in terms of amenities, 
location and building quality. For 

these reasons, Class B units are more 
affordable with rents near $1,700 per 
month compared to $2,200 per month  
for Class A units. Although these 
properties may not be as aesthetically 
pleasing as their more upscale 
counterparts, for investors the modest 
Class B apartment subsector has 
outperformed Class A for the last decade. 
Structurally undersupplied with resilient 
demand from renters, this subsector is 
poised for continued outperformance in 
both the short and long term.  

Strong and resilient demand 
Demand for apartments of all quality 
levels has increased on an annual basis 
every quarter since 2000, not once 
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The case for  
Class B  
APARTMENT 
INVESTMENT

Traditionally an underserved segment of  
the housing market, Class B apartments — 
underpinned by strong fundamentals and 
outsized demand — are an attractive 
investment opportunity, one potentially more 
compelling than high-end Class A units. 
 
 
 
 
 
 
 
 
 
 

By Donald Hall and Dan Manware,  
Nuveen Real Estate
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turning negative. Although demand has 
been reliably positive, not many 
expected record levels amid the Covid-
19 pandemic. Apartment absorption 
reached a record of 301,000 units in 
2020, which then quickly doubled in 
2021 with 663,000 units absorbed 
nationwide.1 Initially, this demand was 
largely spurred on by the decoupling of 
roommates. Stuck at home, renters 
needed additional space to work 
remotely, and many had record bank 
account balances due to savings from 
reduced travel, a pause on student loan 
payments, federal stimulus checks and 
raises from employers. Although this 
level of demand growth may not be 
sustainable, the wave of new demand 
brought occupancies up to record levels, 
setting the stage for strong rent growth. 

The pandemic highlighted the need 
for essential workers, and many Class B 
renters — many of whom are essential 
workers — found their jobs in high 
demand. As a result, incomes for this 
segment of renters rose 26% from March 
2020 to June 2022, above the 21% 

income growth of Class A renters. 
However, this increase was not quite 
enough for most Class B renters to jump 
to Class A units, as rents for Class A units 
rose 17% over the same period. For Class 

B units, rents outperformed for investors 
as rents increased 24% — above Class A 
rent growth but still slightly below the 
income gains of Class B renters. As a 
result, while Class B investors enjoyed 
record gains, this renter cohort’s rent-to-
income ratio remained essentially 
unchanged despite record rent growth.   

Meanwhile, due to above-average 
home price appreciation and rising 
interest rates, the mortgage payment for 
a mid-level home purchase has increased 
81% over the same time period, diverging 
from rent and income growth in early Fall 
of 2021 (see Exhibit 1). Potential buyers 
are now facing the most significantly 
skewed rent versus buy calculation in 
years, in favor of renting. This dynamic 
will further support demand for rental 
housing over the next few years, 
particularly for Class B apartments, which 
are more likely to be rented by necessity 
rather than choice. 

Limited new supply  
There is a fundamental mismatch in the 
availability of housing supply and tenant 
demand across the country. New supply 
has largely been concentrated in the Class 
A segment of the market, as a result of 
limited land availability and high 
construction costs. With expensive land 
and materials, constructing units that 
fetch higher rents can sometimes be the 
only way for a developer to turn a profit.  

Nearly 40% of all existing units and 
63% of units currently under 
construction require tenant incomes 
greater than $100,000 per year.2 
However, 85% of renter households earn 
below $100,000 per year and the average 
annual income for Class B renters is 
$71,000 per year,3 further exacerbating 
the issue and demonstrating the need  
for more affordable renter options.  
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Indexed growth of Class B tenant incomes vs. housing costs (March 2020 =100)

Exhibit 1: Incomes are keeping up with rent growth but homeownership is increasingly 

out of reach for Class B renters
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“ Potential buyers are 
now facing the most 
significantly skewed rent 
versus buy calculation  
in years, in favor of 
renting. This dynamic 
will further support 
demand for rental 
housing over the next 
few years, particularly 
for Class B apartments, 
which are more likely to 
be rented by necessity 
rather than choice. ”

1
RealPage, July 2022. 

2
CoStar Advisory Services, July 2022. 

3
RealPage, July 2022.



To illustrate this another way, over two-
thirds of the units delivered this 
millennium have asking rents in the top 
20% of all units (see Exhibit 2). Less than 
30% of new apartment supply is geared 
toward Class B renters. 

Investment performance 
While focusing on luxury units may have 
made sense economically for developers, 

these higher quality properties have not 
been strong performers for owners. 
Effective rents for Class B apartments 
have outstripped Class A in 83 of 120 
months over the last decade as measured 
by RealPage, and average growth is 90 
basis points (bps) higher — 5.3% versus 
4.4%. Class B occupancies have 
outperformed Class A in 100 of 120 
months; the average Class B occupancy is 
40bps higher than Class A (see Exhibit 3). 

The Covid-19 pandemic has further 
highlighted the resilience of the Class B 
sector. Analyzing data from Nuveen Real 
Estate’s 68,000 apartment units, Class B 
apartments outperformed Class A 
properties throughout the pandemic in 
terms of rents, occupancies, net 
operating income (NOI) growth and 
total returns. While these more recent 
statistics are skewed by the prevalence 
of Class A units in dense urban areas 
which saw an exodus of people amid the 
pandemic, it also highlights the stickier 
demand from Class B renters.  

Large and broad-based 
opportunity set 
Nationally, there are about twice as 
many Class B units than Class A units — 
7.1 million versus 3.4 million, according 
to CoStar. With a larger number of units, 
investment volumes are also larger for 
the Class B subsector. Although 
institutional transaction volumes  
within Class B represent a similar  
dollar amount as in Class A, these  
well-capitalized buyers represent a 
smaller percentage — about one-fifth  
of Class B transactions compared to  
one-third of Class A transactions (see 
Exhibit 4). Class B assets are more  
likely to be privately owned, 
representing an opportunity for larger 
institutional buyers to improve assets 
and operations through scale and 
institutional sophistication.  

As of writing in August 2022, 
inflation is at a 40-year high and the 
future is uncertain. Investors are 
attempting to work out where to place 
their bets, and many are asking if 
apartments are a good inflation hedge. 
In past cycles, apartments have 
generally been a good inflation hedge 
due to the short-term nature of 
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Annualized apartment total returns, by property age (%)

Exhibit 3: Class B apartments outperform Class A on total return basis
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Units delivered by current rent quintile ($m)

Exhibit 2: Apartment construction has been geared toward high-end renters
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apartment leases and thus the ability to 
pass along increased expenses in the 
form of rent increases.  

However, this is only the case  
where market conditions are promising 
for rent growth. Across the US, the 
conditions for continued rent growth 
are largely favorable. Of the largest 50 
apartment markets in the US, 45 
markets have occupancy rates above 
their long-term equilibrium. And of 
those same 50 markets, the Class B 
segment is tighter than the Class A 
segment in 45 of those 50 markets. 
With significantly less construction  
of Class B units underway relative to 
Class A, and with stronger current 
occupancies, Class B housing is  
better positioned to have rent growth 
keep up with inflation over the next 
few years (see Exhibit 5). We believe 
there are opportunities in markets 
across the country, but our primary 
focus remains the Sunbelt region  
where in-migration and job growth  
are the strongest.

Risks and conclusions 
We are seeing some moderation of 
demand and rent growth in the US 
market, although we would note both 
are elevated relative to historical 
averages and are simply down from 
record peaks. Elevated construction 
within the sector is likely to weigh a bit 
on fundamentals in the short term, 
although our base case is still for above-
average rent growth over the next few 
years. We believe that rent growth and 
occupancy rates within the Class B 
subsector will be particularly resilient.  

If consumers become meaningfully 
pinched, we could see an increase in the 
numbers of renters rekindling relation-
ships with former roommates or moving 
back home, thereby softening demand 
for apartment rentals. While this could 
impact demand on the margins, we also 
expect to see far fewer renters becoming 
homeowners given elevated interest 
rates and increased market uncertainty.  

The greatest risk in the short term is to 
capital values, given increased interest 

rates and low cap rates within the sector. 
Our research team’s quantitative 
modeling and feedback from our 
acquisition teams both suggest that 
apartment cap rates have already nudged 
out by 25bps to 50bps throughout H1 
2022. However, due to record gains in 
market rents over the last year, there is 
strong embedded growth in NOI as 
tenants renew leases at new market 
rents. These NOI increases seem poised to 
largely offset expected cap rate 
expansion. As the apartment market’s 
own history would suggest, losses to 
capital values typically bounce back 
quickly. Given the subsector’s healthy 
fundamentals and resilient demand, we 
believe there are compelling investment 
opportunities in Class B apartments. u
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Americas at Nuveen Real Estate.
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Exhibit 4: Private buyers have been the 

biggest investors in Class B apartment 

properties since 2015
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Exhibit 5: Class B occupancies are stronger across most of US
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