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Retirement Living comes of age

Driven by private sector
development, investment into
the UK later living market is
currently at its highest level
ever. We forecast that the
existing 167,000 private units
will increase by 30% in next
five years and the private
market will grow to a value

of £44bn. Growth is being
driven by demographics,
economics of investment

and the changing mindset

of older purchasers.

65+ population
to increase
by 20% over

next 10 years

The Demographics

The number of people aged over-65 living

in the UK is forecast to increase by 20%

to 12 million by 2027. Advancements in
healthcare mean individuals are living longer
lives and managing health conditions better.
Indeed, the cohort of 90+ year olds is
expected to rise at an even faster rate, by

a third, to more than 750,000 people over
the same time. The need to provide suitable
housing options for these individuals is more
important than ever.

Our calculations suggest a need for three
million retirement living properties to house
the number of people aged over 65 that
would consider downsizing. Based on the
assumption that 25% of over-65's in their
existing homes would consider downsizing
into some form of specialist retirement living.

The Economics

Increasing wealth and income is resulting
in more informed housing and lifestyle
choices. Average UK residential house
prices have increased by 230% over the
last 20 years and long-term homeowners
are able to release large sums of equity
from a downsizing move. This allows for
higher quality retirement living development
to be financed, as well as magnifying other
benefits such as inheritance tax savings
from earlier tax planning.

The economics for local services and the
potential savings to the NHS have never
been clearer. Retirement living schemes
provide cost-effective and efficient delivery
of healthcare into people’s own homes, and
will, in theory, help to alleviate some of the
current pressures on the healthcare system
which will undoubtedly increase with the
ever-growing over-65 age cohort.

Receiving care at home (within a retirement
living scheme), in-line with an individual’s
care needs, is the cost-effective solution for
the provision of healthcare. And receiving it
from a well-managed company is the most
efficient delivery mechanism. The alternative
is either a higher cost of care bought by the
individual — the average monthly cost of a

care home is £2,000-£8,000 depending on
location — or relying upon an increasingly
over-stretched NHS.

The economics for an investor have also
never been as favourable. With the evolution
of the alternative investment markets, there
are a number of comparisons that can be
drawn between the student housing and
build to rent markets — with demographics,
economics and a changing consumer
mindset underpinning all of these sectors.

There are increasing flows of equity and debt
into the retirement living sector with investors
drawn to its exposure to development
supported by a healthcare business. The
sale model provides investors with both
short and long-term income — which creates
both benefits and challenges. And the later
living rental market provides smoother long-
term returns with early movers looking to
capitalise on yield compression in time.

Changing Mindset

Being ‘old’ does not have the same
connotations as in previous generations. In a
globalised world with increased connectivity,
technology and travel, we demand both
increased independence and contact in later
life. Veery few people actually believe they are
‘old’ anymore.

Options that allow you to live independently
for longer in your own home (compared
with alternative housing choices) in a safe
environment with like-minded people are
major draws in the decision making process
when choosing to move into specialised
retirement living.

Furthermore, the importance of maintaining
independence whilst ensuring that loneliness
doesn’t become an issue is also a huge
consideration. In an attempt to combat
loneliness, many individuals — particularly
those living alone or widowed — have been
attracted to retirement living schemes which
enable them to feel part of a community.
Moreover, factors such as maintenance/
repairs and the need for personal security
are reduced when moving to retirement living
schemes, potentially releasing more time and
money for those living in these communities.

Please refer to the important notice at the end of this report

Figure 1
Existing retirement living units in the UK
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(Includes private owned,
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Source: EAC (as of Q1 2018)




“In a globalised world with
increased connectivity,
technology and travel,
individuals demand both

Figure 2

New retirement units completed per year in the UK

Figure 3

Evolution of tenures in the UK retirement market - total retirement units

) I - 35,000 | N\ Social Housing [l Private - Owned Private - Rent Hybrid Over-65 population with 25% 3.5 700,000 Social Housing I Private - Owned Private - Rent Hybrid Over-65 population with 25%
Current Stock ter?ablets fl;mls to lease th‘elr UntltS. RtefCO?ijmg downsizing assumption applied rHs downsizing assumption applied RHs 3.0m
e potential, numerous investment funds,
. - 3.0 600,000
The retirement living market has evolved pension funds and insurers have made 30,000 / 8 25m
into two distinct types. Retirement Housi isitions i i ivi X9
| . W : ISt Iype etirement mousing acquisitions in the retlrement living sector. SR 25 o 3 500,000
with limited on-site care accounts for Many of the larger investments over the last ’ 28 £ e
70% of the market. Housing with Care / 12 months have been into operational = o0 ES 2 400.000
Assisted Living has increased amenities, models; AXA's acquisition of Retirement .f.)’ 20,000 : é § § ‘ .
management and availability of on-site care,  Villages and Legal & General’s acquisition g 15 000 -§ 15 8 g % 300,000 ;
and has a 30% market share. of Inspired Villages and Renaissance § ’ § § X \ . % ; g
Villages amongst others highlight increasing § Sc = 200,000 1.0m
Thgre are Curreﬁtly more than 720,000 confidence to invest in the market 10,000 x § X x § § \ \ \ \ \\ 10 é :
retirement units in the UK across almost ) \ \ \ \ \ \ \ \ \ \ \ \ T =
is, 759 i i \\\\\\\\\\\\\ g 100,000 0.5m
25,000 schemes. Of this, 756% of the In the past five years, the influx of new 5,000 \ \ X \ \ X X \ x X \ \ X \ § n I I % § 05 o ‘
stock comprises social housing and was operating platforms has resulted in an \ \ \ \ \ \ \ \ \ \ \ \ \ \ § § § § N § § N .\ N \ § § \ § \ 0 & 00
predominantly constructed between 1970 increase in annual delivery from a previous 00 r N <TI0 O~ ©0Or QOSFFWOOMNDDO - N MO OO~ ®< w0 o~ 00 OO0 T~ QN W YD ON OO NOMIFWONODDNO - N®OFWONMN®DBDO~—~ N OSSO~ 4
P o, H . . . O 0 0 W O W W W W W O O O O O O 0O OO O O O © O O O 0O 0O 0O OO0 r—~r&mr—m“¥r©™“_T©v 1 & ™ ™ DO O O W W W W W W W MV O W O W O O WO WO OO0 OO0 OO0 0000 r~r ™™ & ™ ™ ™
and the 1990’s. Some 23% of stock is historic average of 6,000 units a year 9000222202220 020002022222222220909922222388¢8°S. E2 2292090220222 2202022220020222902202322883828888882S.

privately owned or rented and 2% hybrid
(this includes shared ownership and
licence tenures as from the EAC — Elderly
Accommodation Counsel).

The market has evolved over the past 50
years and when it comes to new supply
there has been a shift from publicly funded
stock to private development. The private
retirement living market has expanded from
2% of total stock in the 1970’s to almost a

(2008-2012) to 7,600 per year (2013-2017).
Given the market dynamics and underlying
demographics we forecast this trend

will continue.

Undersupply

Comparing the existing supply in England
across both private and affordable markets
against the current over-65 population and

Source: EAC, ONS

Source: EAC, ONS
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Figure 4

Number of retirement units per 1,000 population (of over-65 potential downsizers)
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reflected over recent years by an increased
diversity of funding entering the market. There
are now three distinct business models for
investing into the retirement living sector; the
developer model, whereby firms construct
and manage developments independently,
the operational model, which exposes firms to
the sector through acquiring existing schemes
and portfolios, and finally the rental model,
which is still a small segment of the sector, but

per 1,000 population of potential downsizers is
currently 256. In broad terms, this means there
are around four people wanting to downsize
for every existing retirement living home in the
UK. There are slight regional variations with

the South West having the highest supply with
268 homes per 1,000 people, with London,
the North East and the East of England at

the lower end of the scale with less than 250
homes per 1,000 population.

Source: EAC, ONS.

THE HUMBER

Methodology: We have taken the existing units in each region alongside the current population of over-65's. A 25% downsizing assumption has been applied to the populations (as per previous Knight Frank research). The number of existing units per 1,000 potential downsizers has then been calculated.

Figure 5

Top and bottom local authorities by ratio of private units per 1,000 population (of over-65 potential downsizers)
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Source: EAC, ONS, Knight Frank Research. Please note: ranking is based on available data from sources.
Where existing supply data is missing, we have excluded that local authority from this analysis.
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Important Notice

© Knight Frank LLP 2018 - This report is
published for general information only and not
to be relied upon in any way. Although high
standards have been used in the preparation of
the information, analysis, views and projections
presented in this report, no responsibility or liability
whatsoever can be accepted by Knight Frank LLP
for any loss or damage resultant from any use of,
reliance on or reference to the contents of this
document. As a general report, this material does
not necessarily represent the view of Knight Frank
LLP in relation to particular properties or projects.
Reproduction of this report in whole or in part is
not allowed without prior written approval of Knight
Frank LLP to the form and content within which
it appears. Knight Frank LLP is a limited liability
partnership registered in England with registered
number OC305934. Our registered office is 55
Baker Street, London, W1U 8AN, where you may
look at a list of members’ names.




