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Reasons to be cheerful 
Uncovering value at the top of the real estate cycle  
Part 2 – Retirement living in the UK  
 

With the majority of commercial real estate sectors at 
their peak globally, especially in gateway cities, Schroders 
Real Estate has been hunting for specific segments which 
are not just attractive today but, in the context of our 
‘mega-theme’ framework, have structural support 
reasons which should mean they will sustain their value in 
future and offer upside potential. 

Retirement living in the UK is a sector which has these 
characteristics and represents a compelling investment 
opportunity for investors seeking: 

 Returns less correlated with commercial real estate 
 A favourable and increasing structural undersupply 
 A value-add total return profile  
 Market sales risk but no planning/zoning consent risk 
 A positive social impact 

Introduction

Total returns in the UK and European commercial real 
estate markets are forecast to weaken over the next five 
years compared to the last five. Prime yields are at an  
all-time low across many sectors (figure 1) and rental 
growth is starting to slow. This is concerning investors 
(figure 2) and pushing them to consider investment 
opportunities in alternative, non-mainstream sectors that 
offer comparatively attractive income and/or total returns 
and are driven by long-term structural changes which are 
independent of the economic cycle. These sectors should 
be relatively defensive and offer portfolio diversification.  

Some segments such as student accommodation and 
build-to-rent residential, for example, have already seen 
significant yield compression as institutional investors 
have entered those markets. However, there are still 
several segments which have yet to gain the attention of 
professional investors and which offer not just attractive 
risk-adjusted returns today, but may also benefit from 
future yield compression as they become mainstream.  

 

 

 

Figure 1: Net initial yields by sector in the UK 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: MSCI, May 2019. 
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Figure 2. Real Estate Institutional Investor Trends Survey  
 

What keeps you up at night?  

Issue % 

We are nearing another cyclical market  
high point 

62% 

Too much money is flooding into real estate, 
driving down returns while adding risk 

59% 

Too much money is chasing too few quality 
managers/funds 

27% 

Source: Probitas Partners, 2019. 

Schroders’ six mega-themes 

In developing a forward-looking methodology for 
assessing the future requirements of real estate occupiers 
globally in terms of where people work, live and play, 
Schroders identified five mega-themes that have 
underpinned our investment philosophy for several years: 

rapid urbanisation; demographics; technological 
revolution; resource & infrastructure; and the shift of 
economic power from West to East. We are now seeing the 
emergence of a sixth mega theme – positive impact 
investing – and believe that moving forward, all our 
investments should have a positive social impact for 
occupiers, communities and investors.  

By interpreting the interplay between the mega-themes 
we have sought to uncover attractive opportunities in 
today’s commercial real estate market where sustainable 
income and/or capital growth might be derived in future.  

In the case of retirement living in the UK, the mega-themes 
that support the investment case are: 

 Favourable demographics driven by the capital-rich 
baby boomer generation reaching retirement 

 Increased expectations for a rich and fulfilling life in 
later years 

 The public sector looking to indirectly achieve certain 
social objectives by building more homes and freeing 
up under-occupied housing 

What is retirement living in the UK?  

 ‘Retirement’ or ‘senior’ living in the UK context can be defined as the provision of permanent-residence accommodation 
targeted specifically at the over 65 population cohort, typically in a suburban community setting 

 It is an established sector of the real estate market in some countries such as the US and Australia where over 5% of this 
cohort live in such communities. However, unlike in the US where the apartments tend to be leased to the resident, in 
the UK the preferred model and the one discussed in this paper is the outright purchase of a long leasehold interest by 
the resident which is a key de-risking factor 

 The communities or ‘villages’ are purpose-built, private developments with between 50 and 250 self-contained 
apartments with a range of communal facilities such as gardens, restaurants, bar, gym, swimming pool, beauty salon, 
etc.  There are also social events to help people make new friends and both the social events and communal facilities 
are managed by a third party operator with the costs, where appropriate, recouped via service charges  

 A key aim of retirement communities is to enable people to “age in place” and depending on their needs, residents can 
buy 24 hours a day personal care and support.  Although there is no obligation, residents tend to choose the in-house 
care provider and most operators have their own domiciliary care agency which is regulated by the Care Quality  
Commission (CQC) 

 Whilst on-site care is available to a lesser or greater degree, these are not care homes, but targeted at able-bodied, 
capital-rich older couples or, more likely widow(er)s who are currently living mortgage-free in a 3-5 bedroom property 
by themselves, and have sufficient equity tied up in this residence to enable them to downsize, distribute some capital 
to their relatives, and then move into a mid-high end communal setting, typically within 20km (12miles) of their  
current residence 

 In addition to the release of capital, key motivations for moving into such an environment include the fact that residents 
tend to stay physically fitter and mentally healthier, with well designed adapted real estate that reduces the risk of injury 
and extends the ability of residents to live independently. The communal setting reduces loneliness providing residents 
with many socialisation opportunities. Furthermore, residents are no longer responsible for the upkeep of their home 
and garden which also gives them peace of mind 
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The investment case for retirement living in the UK
1. Relative undersupply vs. potential demand  

The retirement living market in the UK is fundamentally 
under-supplied. At present there are only 57,500 units, 
accommodating 75,000 people1. Given that there are 8 
million households in the UK where the head is 65 years or 
older, the current penetration rate of retirement 
communities is very low at 0.7%.  This compares with other 
countries with similar living standards and demographic 
profiles such as Australia, New Zealand and the USA where 
the percentage of older people living in retirement 
communities is much higher at 5-6% (figure 3). 

Figure 3: Market share of retirement communities 

  
 
Source: JLL, 2018.   

This comparison suggests that there is potential demand 
for around 400,000 retirement community units. 

2. Wealth and housing equity of the over 65’s 

The level of demand depends on two main factors: the 
number of older households who can afford to buy a unit 
in a retirement community and the attractions of 
retirement communities compared with other housing. 

                                                                    
1Vision 2030.  The Associated Retirement Community Operators (ARCO) 2018.  
2 J Cribb, A Hood & R Joyce, The Economic Circumstances of Different Generations: The Latest Picture.  Institute for Fiscal Studies.  September 2016. 

People over 65 years old in the UK are relatively wealthy 
with a total net wealth of £4.7tn in 2016 (the latest year for 
which figures are available). Their two main assets are 
housing £1.9tn, net of mortgages, and private pensions 
net £1.6bn (figure 4).  

Figure 4: Net household wealth by age band 

Source: Distribution of Aggregate Household Total Wealth by Age and 
Wealth Component: Great Britain, July 2014 – June 2016. ONS. March 2018. 
Figures net of mortgages and other debt. 

In many ways, the relative wealth of over 65 year old 
households is hardly surprising. People tend to 
accumulate wealth over their working life and by the time 
they retire, they have repaid a lot of the debt they took on 
as younger adults. For example, two thirds of over 65 years 
old households owned their house outright (i.e. no 
mortgage) in 2017, compared with just 18% (on average) 
of under 65 years old households (figure 5).  

Figure 5: Households owning primary residence outright 
 

 
Source: English Housing Survey for 2017/18. ONS. January 2019. 

However, people over 65 years old have also to some 
extent been lucky. First, they are much more likely than 
younger people to be entitled to a relatively generous 
defined benefit pension. Less than 10% of private sector 
employees born in the 1980s are active members of a 
defined benefit pension scheme, compared with almost 
40% of private sector employees born in the 1960s2. 
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Second, the baby boomer generation of individuals born 
between 1944 & 1964 typically bought their first house 
before 1979 and have benefited from the 11-fold increase 
in house prices over the following 40 years.  

Figure 6: Change in average UK house prices 1979-2019 

 

 

 

 

 

 
 
Source: Nationwide Building Society 2019. 
 
Capital gains on an individual’s main residence are tax free 
in the UK. Moreover, mortgage requirements for first time 
buyers were generally looser then than they are today. 
Third, people who attended university before 1998 did not 
have to pay tuition fees. 

We estimate that there are two million households in the 
UK who could afford to buy a unit in a retirement 
community. 

3. Evolving tastes of over-65s favour community 
living 

The second key influence on demand is how attractive 
retirement communities are to older people, compared 
with other housing. While just over half of older 
households are not interested in down-sizing and wish to 
stay in their current home, 13% of older people have 
actually down-sized to a smaller home in the last five years 
and a further 26% of people have considered it, but for 
various reasons, including a lack of suitable properties, 
they did not actually move (figure 7). 

Figure 7: Interest in Down-Sizing 

 
Source: Last TimeBuyers, LGIM. April 2018. 
 

When one considers older peoples’ attitudes towards 
retirement communities another survey suggests that in 
general people like the idea of being part of a community, 
but they have concerns about the cost and inheritance 
(figure 8). Given that very few people currently live in a 
retirement community, these views largely reflect people’s 
perceptions rather than experience. 

 
 

Figure 8: Attitudes towards retirement communities 

 

Source : Holding back the Years. Winckworth Sherwood and the Housing 
Learning and Improvement Network. December 2018. 
 

Based on these results, we estimate that 30% of older 
people would downsize if there were more suitable 
properties and that, of those downsizers, 25% would 
choose a retirement community as opposed to a smaller 
house, bungalow, etc. If we then combine that with the two 
million households who can afford to buy a unit in a 
retirement community, then we believe that currently 
there is potential demand for around 150,000 retirement 
community units in the UK which is three times the current 
stock. 
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The results of other surveys as set out below also provide 
important data points to support this conclusion. 

Figure 9: Downsizing trend 

 
 

4. Significant growth in the over 65 population 

The UK population of over 65s is projected to rise from 
12.2m in 2018 to 15.4m in 2030, an increase of 26% 
(figure 10), as the baby boom generation retires and as 
modern healthcare extends average life expectancy. In 
fact, older people are expected to account for almost all of 
the growth in the UK population over the next decade. If 
we convert the population projections into households and 
assume that the number of older people per household 
remains constant at 1.5, then that implies that the number 
of households where the head is over 65 years will increase 
from 8m today to 10m in 2030. 

Figure 10: Projected cumulative increase in UK population 
by age cohort, 2020–2030 
 

 
Source: UK 2016-Based Population Projections – Principal Variant.  
ONS. 2017. 
 

If one believes that the potential demand for retirement 
communities will grow in line with the growth in the over 
65s population, then the UK will need 190,000 units in 2030 
compared with 150,000 units in 2018 (figure 11). However, 
it is possible that people become more enthusiastic about 

retirement communities, as the number of schemes 
increases and the benefits are more widely appreciated as 
was the case of the self-storage market during the period 
from 2000–2015. If we assume that a third, rather than a 
quarter, of downsizers move into a retirement community 
then potential demand could increase to 250,000 units by 
2030. Alternatively, there is a downside risk that people’s 
wealth might shrink, if there were a stockmarket crash, or 
an unexpected fall in house prices, which would cut 
potential demand to 142,000 units in 2030. The impact is 
limited because of the underlying structural increase in the 
number of people over 65 years.  

With an existing base of only 57,000 units today, Schroders 
confidently expects demand for an additional 100,000–
200,000 units which would still only represent a fraction of 
the penetration levels in the more mature markets around 
the world.  

Figure 11: Actual and potential demand for retirement 
living units  

 
Source: Schroders. May 2019. 
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5. Positive Social Impact 

There are many ways in which investing in retirement 
living can have a positive social impact. 

Research published by the ExtraCare Charitable Trust3 
found that residents in retirement communities tend to 
stay fitter and healthier than other people of a similar age. 
As a result, they spend less time visiting the doctor, or in 
hospital. In part this may be due to the quality of care in 
retirement communities, but it is probably also linked to 
living in a community and better mental health.  

Around 4 million older people in the UK live by themselves 
and over one million people suffer from chronic 
loneliness4. The opportunity to live in an attractive 
communal setting rather than living alone has the 
potential to reduce this mental health issue and bring 
these people back into society. 

By the same token, a lot of older people worry about 
becoming a burden on their family5 and about the quality 
of long-term care provided by local government social 
services. Living in a retirement community means that 
their future needs are taken care of and they and their 
families can remove a layer of stress from their lives and 
their relationship. 

From a family perspective, the act of downsizing from a 
large family house is likely to release more capital than the 
costs of the retirement community unit. Frequently this 
enables capital to be passed down to the next generation 
and recycled into the wider economy. In the UK, if this 
occurs at least 7 years before the death of the individual, 
then inheritance taxes can be avoided. 

While perhaps minor in the above context, moving means 
residents are no longer directly responsible for the upkeep 
of their home and garden. While this can remove some 
pleasure for garden enthusiasts, at some point these 
chores can become a costly and undesirable burden and 
source of anxiety for older people.  

From the perspective of the wider community, retirement 
communities relieve the pressure on health and social 
services in their locality. Secondly, and of notable 
importance in the UK where there is a considerable 
general housing shortage, retirement communities help to 
free up the supply of family houses and stimulates 
turnover in the local housing market. JLL estimates that 
when an older household downsizes it typically creates a 
chain with three further transactions6. Some retirement 
communities also open their facilities to local people (e.g. 
gym, swimming pool). 

                                                                    
3 Measurable Outcomes for Healthy Ageing.  Extra Charitable Trust.  March 2019. 
4 Age UK.  2019. 
5 Anchor Hanover. 2018. 
6 Retirement Living: Delivering the Opportunity.  JLL.  2019. 

 

6. Attractive investment returns 

The specific opportunity for real asset investors is to 
provide leveraged development finance to fund the 
construction of one or more retirement communities 
whose cost is typically £25–80m depending on the number 
of units. 

There is no planning consent risk (as this will already have 
been obtained before any capital is committed), so the key 
risk is the future sale of the individual units, the pricing and 
the timing of those sales. As highlighted earlier, UK 
residents have a strong preference for home ownership, 
partly because it has been a good investment in the past 
and partly, because they do not like the uncertainty of 
possible future increases in rent. 

Although there will be limited distributions in terms of a 
dividend or interest payment, the units themselves are 
typically sold off-plan during the construction and post-
construction phases. The familiarity of the local population 
with the product as well as the level of pre-marketing will 
determine the timing and volume of sales.  

We believe that retirement communities should deliver an 
ungeared gross IRR of c.13% over a five year holding 
period. This assumes that units achieve the target price 
which was set at the feasibility stage. If the investment 
includes debt, then it might be possible to boost this IRR to 
c.20% assuming a loan to value ratio of 50%.  

The development profit on the sale of the units should 
account for around two-thirds of the financial 
performance. The other element is the income from 
periodic ‘event fees’, which are charged every time a unit is 
re-sold by the owner, or their estate. The main purpose of 
event fees is to cover the cost of building and maintaining 
the communal facilities (e.g. restaurant, swimming pool), 
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but they also cover conveyancing and the cost of re-
decorating units. Event fees typically range between 10–
20% of the re-sale price and to some extent, there is a 
trade-off between them and the level of regular service or 
management charges. In order to clamp down on 
unscrupulous operators, the UK Law Commission 
published guidance7 in 2017 to ensure that event fees are 
properly explained to residents before they purchase and 
that the fees are transparent, including worked examples. 
There is also a separate consumer code of conduct8 for 
operators who are registered members of the Associated 
Retirement Community Operators (ARCO). 

While the retirement community sector is still in its infancy 
in the UK and there are no historical performance data, we 
anticipate that returns will be more closely correlated to 
the housing market rather than commercial real estate. 
The sector should therefore provide some diversification 
for investors with large portfolios of commercial real 
estate. 

Finally, this sector offers investors the opportunity to 
further diversify their real asset portfolios and generate 
the sort of premium total returns currently available but 
which will inevitably shrink over time as more capital 
enters the sector. Moreover, as the market becomes more 
built out, the risk associated with individual projects will 
increase, hence we believe the risk adjusted returns are at 
their optimal point today. 

 

 

 

 

 

 

 
 

 

 

 

 

 

Understanding and accessing the sector 

Investing in specialist sectors requires specialist analysis. 
Where to look, and how to size up the risks specific to that 
area poses a challenge that not all investors are equipped 
to face.  

Retirement living is a relatively mature sector in some 
countries, but the UK is only just starting to become 
institutionalised with still only a handful of players. Given 
the development risk involved it will be important to 
leverage the skills of an experienced partner. 

  

                                                                    
7 Event Fees in Retirement Properties.  Law Commission.  March 2017. 
8 ARCO Consumer Code.  December 2017. 

Summary  
 Yields across most global commercial real estate markets and sectors are at historic lows and future returns are 

consequently expected to be lower than the past few years. Despite this, we believe there are still reasons to be 
cheerful for investors willing to devote the time to consider the less well-trodden path as there are still pockets 
of value to be uncovered which will also add diversity to portfolios 

 Schroders’ mega-theme framework for considering the drivers of future occupational demand has identified 
retirement living in the UK as a sector with the right characteristics to benefit from these themes. In particular, 
favourable demographics driven by the capital-rich baby boomer generation hitting retirement and the positive 
social impact of changing tastes amongst the over 65s make this the ideal time to consider this sector 

 While development is not without risk, the strong total returns available make the economic case highly 
compelling, especially when the fundamental value driver - the level of latent and potential demand far outstrips 
supply – is likely to have a lower correlation with commercial real estate 

 Retirement living is a highly specialised field and not an easy market to access as it is still in its infancy in the UK 
relative to comparable countries where penetration rates are much higher. Given the long-term demographic 
factors cited above, Schroders believes there has never been a better time to deploy capital in this market via a 
partner with sufficient experience in sourcing, developing and realising these specific assets while properly 
mitigating the risks 
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Schroder Real Estate 

About our business 

Schroders has managed real estate since 1971 and is one of Europe’s largest managers of real estate. Our investment range 
allows our clients to access real estate through open ended funds, listed REITs, specialist funds, joint ventures, separate accounts 
and global real estate securities. As at 31 December 2018, Schroder Real Estate manages £15.6 bn (~US$20bn) of real estate on 
behalf of a wide range of institutions. 

Our philosophy 

Our philosophy is centred on consistent principles, to invest in strong fundamentals and to actively manage real estate portfolios. 
Our research-led approach identifies themes and trends informing our strategies to invest in locations and assets best suited to 
long-term real estate investment. As a result, our portfolios are located in ‘Winning Cities’ and regions best suited to benefit from 
these trends. We are an active manager of real estate, each asset has an individual business plan and is actively managed 
throughout its life to generate the optimum return for our investors.. 

Sustainability 

We understand the importance and benefits of a sustainable approach to real estate investment. Environmental, Social and 
Governance (ESG) is central to our investment approach and is integrated into the investment decision-making processes and 
business plans for all our investments. 

 

 

 

 

 

Important information 

The views and opinions contained herein are those of the authors 
as at the date of publication and are subject to change due to 
market and other conditions. Such views and opinions may not 
necessarily represent those expressed or reflected in other 
Schroders communications, strategies or funds.  

This document is intended to be for information purposes only. 
The material is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument or security or to 
adopt any investment strategy. The information provided is not 
intended to constitute investment advice, an investment 
recommendation or investment research and does not take into 
account specific circumstances of any recipient. The material is 
not intended to provide, and should not be relied on for, 
accounting, legal or tax advice. Any references to securities, 
sectors, regions and/or countries are for illustrative purposes 
only. 

Information herein is believed to be reliable but Schroders does 
not represent or warrant its completeness or accuracy. No 
responsibility or liability is accepted by Schroders, its officers, 
employees or agents for errors of fact or opinion or for any loss 
arising from use of all or any part of the information in this 
document. No reliance should be placed on the views and  

 

 

 

 

 

information in the document when taking individual investment 
and/or strategic decisions. Schroders has no obligation to notify 
any recipient should any information contained herein change or 
subsequently become inaccurate. Unless otherwise authorised by 
Schroders, any reproduction of all or part of the information in 
this document is prohibited. 

Any data contained in this document have been obtained from 
sources we consider to be reliable. Schroders has not 
independently verified or validated such data and they should be 
independently verified before further publication or use. 
Schroders does not represent or warrant the accuracy or 
completeness of any such data. 

All investing involves risk including the possible loss of principal.  

Exchange rate changes may cause the value of any overseas 
investments to rise or fall. Past Performance is not a guide to 
future performance and may not be repeated. This document 
may contain ‘forward-looking’ information, such as forecasts or 
projections. Please note that any such information is not a 
guarantee of any future performance and there is no assurance 
that any forecast or projection will be realised. For your security, 
communications may be taped or monitored. 
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This advertisement or publication has not been reviewed by the 
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regulated in the UK by the Financial Conduct Authority and an 
authorised financial services provider in South Africa FSP No: 
48998. 

Note to viewers in South Korea: Schroders Korea Limited, 26th 
Floor, 136, Sejong-daero, (Taepyeongno 1-ga, Seoul Finance 
Center), Jung-gu, Seoul 100–768, South Korea. Registered and 
regulated by Financial Supervisory Service of Korea. 
 
Note to viewers in Switzerland: Schroder Investment 
Management (Switzerland) AG, Central 2, CH-8001 Zürich, 
Postfach 1820, CH-8021 Zürich, Switzerland. Enterprise 
identification number (UID) CHE-101.447.114. Authorised and 
regulated by the Swiss Financial Market Supervisory Authority 
(FINMA). 

Note to viewers in Taiwan: Schroder Investment Management 
(Taiwan) Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, 
Taipei 11047 Taiwan, R.O.C. Registered as a Securities Investment 
Trust Enterprise regulated by the Securities and Futures Bureau, 
Financial Supervisory Commission, R.O.C. 

Note to viewers in the United Arab Emirates: Schroder 
Investment Management Limited, located on 1st Floor, Gate 
Village Six, Dubai International Financial Centre, PO Box 506612 
Dubai, United Arab Emirates is regulated by the Dubai Financial 
Services Authority.  

Note to readers in the United States: Schroder Investment 
Management North America Inc., 7 Bryant Park, New York NY 
10018-3706. CRD Number 105820. Registered as an investment 
adviser with the US Securities and Exchange Commission.  

Note to readers in the United Kingdom: Schroders will be a data 
controller in respect of your personal data. For information on 
how Schroders might process your personal data, please view our 
Privacy Policy available at www.schroders.com/en/privacy-policy 
or on request should you not have access to this webpage. Issued 
by Schroder Investment Management Limited, 1 London Wall 
Place, London, EC2Y 5AU. Registered Number 1893220 England. 
Authorised and regulated by the Financial Conduct Authority. 
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