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• Because societies are aging fast, demand for retirement homes
and care services is expected to grow quickly in the coming
decades. Aging healthily does not offset the increased need of
care triggered by higher life expectancy.

• Retirement and nursing homes feature lower cyclical sensitivity
and tend to offer higher returns than residential properties.
Growing capital needs and the trend toward a higher market
concentration offer a range of investment opportunities in
selected markets.

• Home healthcare services as a cost-effective alternative should
also grow rapidly alongside the retirement homes industry. We
think this will particularly be the case as the projected increase
in the need for care will face significant spending constraints
due to a lack of sustainable social insurance programs.

Demand for retirement homes and care services is expected to grow
rapidly in the coming decades. The probability of needing to rely on
living assistance or even long-term full care rises sharply as people
age. As a consequence, ever-increasing life expectancy will fuel the
need for long-term care facilities and services. For purposes of this
publication, the term "retirement homes" comprises all types of
housing for seniors, from independent living apartments to nursing
homes.

The larger population of seniors results directly from the combination
of historic birth patterns and increased longevity. The "baby boom"
generation (born between 1945 and 1965) is progressively reaching
retirement age. In addition, average life expectancy is expected to
reach 85 in 2040 (from 75–80 currently), thus substantially increasing
the number of people aged 80 or above, as well as their proportion
in the overall population.

Demand for retirement homes and care services is also supported by
social trends. The reduced number of children taking care of their
elders adds up to the need of external care. This has prompted a
paradigm shift in senior housing, from curing illness to fostering
quality of life.

We expect the opportunity to generate stable cash flows and
significant risk-adjusted returns to materialize in different geographic
markets. Retirement home operators and care providers, and
specialized real estate companies should profit from this predictable,
strong demand growth and the resulting capital needs.
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"In the long run, we are all dead."* Meanwhile,
we prefer to get older.
* John Maynard Keynes

Aging is a global phenomenon, though it affects countries in varying
pace and proportion. The absolute and relative increase in the popu-
lation of seniors is the combined result of historic birth patterns and
increasing longevity.

Births lead the way
In many developed countries, the "baby boom" generation is pro-
gressively reaching retirement age. In the US, we expect a 30-year
period of strong increase in the number of people aged 80 or older.
In Japan, we will see peak demand in absolute numbers in 2035, and
demand growth will already start slowing down after 2025. In Europe,
demand growth will be relatively constant over the next 30 years. In
fact, aging is already more advanced in Europe and Japan than in the
US.

As we age, we need care
The average life expectancy in developed markets is now 75–80 years.
In 2040, it is expected to reach 85 (see Fig. 1). The absolute number
of seniors over 80 globally is therefore expected to increase 59% to
200 million in 2030 from 126 million in 2015, while their proportion
of the world population is expected to rise to 2.4% from 1.7%. This
evolution is most striking in Japan, where more than 10% of the pop-
ulation will be above 80 in 2030. In the US, seniors over 80 will rep-
resent 5.4% of the population in 2030 (versus 3.7% in 2015).

Longevity leads to care. The number of seniors who depend on care
services increases significantly after age 75. At 75, roughly 25% of
people need long-term care. At 80, 35–40% require extensive care.
At 85 and beyond, the percentage increases swiftly toward 50% and
above.

Notable facts
• In the short run, demand for retirement homes offering housing

services for cohorts between 70 and 80 will grow the strongest.

• Demand for nursing care (age cohort 80+) will grow rapidly over
the next 30 years.

• Based on demographics, the US (next to China) seems to have the
most favorable growth outlook for retirement homes (see Fig. 2).

• Japan will reach peak demand within the next 15 years. A
declining population could imperil the affordability of housing for
seniors as this might be difficult to finance.

• In Latin America, even though life expectancy is expected to
improve strongly, the relatively low number of seniors above 80
suggests that the market will remain nascent.

Fig. 1: Living longer
Evolution of life expectancy in select regions
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Fig. 2: More people need long-term care services
Current share and expected growth rate of population
needing long-term care services 2015-2035.
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Investing in retirement homes

Retirement homes as a sector exhibit low sensitivity to the business
cycle over the long term and offer the potential for diversification
when included in a (real estate) portfolio. While the expected return
strongly hinges on the individual property, senior housing, similar to
commercial or hotel properties, tend to offer higher returns than res-
idential properties. This higher reThe capital rich nature of the current
environment has increased the risk of excess capacity, particularly in
states with low land costs and more favorable regulatory regimes.
In addition, turn, however, comes with more risk. The capital rich
nature of the current environment has increased the risk of excess
capacity, particularly in states with low land costs and more favorable
regulatory regimes. In addition, compared to residential real estate,
investment cycles are shorter and there is a much greater dependence
on the legal environment. In other words, there is the risk that the
building or the finishing standard will no longer meet current stan-
dards after a relatively short period of time. Also, the market entry
barriers are high due to the permit requirements and the necessary
operating expertise.

Gradation of retirement home services...
The retirement homes and care industry provides both housing and
care services to seniors (usually defined as individuals aged 75 or
above). Depending on the level of care provided in conjunction with
the living arrangement, the market is divided into three main cate-
gories: independent living facilities (ILF), assisted living facilities (ALF),
and skilled nursing facilities (SNF) (see Fig. 3).

Independent living facilities (ILF)
Independent living facilities offer a lifestyle choice of age-appropriate
living in combination with reduced routine housework. The typical
resident is over 75 years old, but relatively healthy and covers the
costs privately. Barriers to market entry are low, as ILFs face regulations
similar to multi-family apartments.

Assisted living facilities (ALF)
The decision to live in an ALF is mostly need-driven (and thus the
demand is less elastic than for ILF). Residents do not require full-time
supervision, but cannot live independently at home anymore. The
typical resident is over 80 years old. Overall funding is a mix of private
and public sources, and depends on the social security systems of the
different countries considered. However, there is also a private-pay,
high-quality market segment in most countries. The required man-
agement skills represent a substantial barrier to entry in the assisted
living market.

Skilled nursing facilities (SNF)
Nursing care facilities are a special case of the retirement homes
industry, as demand is need-driven and providers receive a majority
of revenues from public sources. Most clients are long-stay residents
and are typically 85 and older, while a smaller share of clients may
also be short-stay residents coming for rehabilitation after a hospital

Retirement homes are not synonymous with
hospice
Retirement homes were historically centered on
curing illness and thus optimized for standardized
delivery of specific services. The aim was either to
bring a person back to health and full indepen-
dence, or to support an end-of-life scenario. But
housing for seniors is now centered on quality
of life and focused on providing a wide range
of services. Retirement homes are becoming a
necessity with increasing care needs, but can also
be a deliberately chosen way of life.

Fig. 3: Real estate and service components
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In practice, the distinctions drawn are not always
clear cut. ALFs also increasingly serve residents
with high acuity illnesses, who would traditionally
have been sent to an SNF. Specialized memory
care facilities and continuing care retirement
communities (offering all care services) are also
part of the senior housing industry. ILFs and ALFs
provide, to varying degrees, a sense of inde-
pendence and dignity to seniors. More facilities
provide a choice of care through a "hub" setting:
transportation, housekeeping, meals, personal
care, and often other services such as adult day
care, vision clinics, rehabilitation programs, and
health promotion centers. This enables residents
to move through levels of care as needed.

Note: ADL stands for Activities of Daily Living.
Source: UBS, as of 22 February 2018
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stay. This segment therefore shows the lowest elasticity of demand.
Nursing care has the highest barriers to market entry as it is typically
the most strongly regulated segment.

…and risk-return profiles
The type of facility and the level of care determine whether retirement
homes constitute more of a real estate investment or a service industry
investment (see Fig. 4). Clearly, apartments for seniors and ILF rep-
resent real estate investments. Conversely, skilled nursing facilities
provide support services, and should be considered primarily a service
business investment. We differentiate in the following between real
estate owners and facility operators, since the risks and returns
involved differ significantly. Notably in the retirement homes industry,
owners and operators are often but not always distinct companies.

The proportion of real estate income strongly determines the risk-
return profile of the investment (see Fig. 4). Operators are likely to
profit faster from the secular growth story in the next decade as higher
occupancy rates and rising asking rents will affect profitability directly.
As a downside, revenues will be at risk during an economic downturn.
Pure real estate investments exhibit lower risk, but also lower exposure
to demand growth.

Furthermore, demand for ILF and ALF are expected to grow espe-
cially fast in the next couple of years given their focus on the rela-
tively younger age cohorts (aged 70 to 80). On the contrary, demand
for SNF is need-driven and has lower exposure to the business
cycle. Expenses are often covered by public sources. However, public
financing constrains the pricing and the income of SNF.

Since ALFs operate at lower cost than nursing homes, and require less
capital, they are cheaper than nursing operators. They are easier for
seniors to access on their own budget. It is estimated that 25–50%
of nursing home residents could move to assisted living facilities at
substantially lower costs. ALF could thus unlock its own demand by
providing an affordable and more enjoyable living space for seniors.

Home healthcare services as a complementary investment
A majority of older people prefers life in their own home to a
retirement home. But with increasing age, depending on their state
of health and social environment, the needs for housing and location
change. Age-appropriate building standards, the use of new tech-
nologies in so-called "smart homes" and specialized healthcare
providers make it possible to live in one's own home for longer. Home
healthcare services for the elderly are provided by healthcare profes-
sionals who meet medical treatment needs, or by caregivers who
provide daily assistance. Aging-in-place is basically a cost-efficient
solution and therefore an important pillar to ensure long-term feasi-
bility of care. The market is expected to grow fast as governments are
striving to curb increasing long-term care costs. But with increasing
care needs – at the latest when continuous care and monitoring are
needed – specialized facilities are cheaper.

Fig. 4: Schematic representation of the risk and
returns of the retirement homes markets

Note: This figure is provided for illustrative purposes only.
Definition of triple-net lease: the tenant is responsible for
paying all property related expenses (taxes, insurance, and
maintenance).
Source: UBS, as of 22 February 2018
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Where to invest?

The long-term potential of investments in retirement homes and care
providers depends, on one hand, on the demographic development of
a country, and on the other on the availability of sustainable financing
of care costs.

To identify and categorize attractive markets, we look at expected
demand growth and the sustainability of payments. In Fig. 5, the
indicator "Potential demand" reflects needs, and Financial feasibility"
reflects affordability and purchasing power.

Overall, Australia, New Zealand, South Korea, Ireland, and to a lesser
extent Canada and the US seem to be the most attractive markets.
They provide recurring and significant investment opportunities, and
will require a significant senior housing offering over a prolonged
period. In Japan and Italy, as in many other European countries,
the long-term financial feasibility of care services is uncertain due to
adverse demographics and partly already elevated spending levels on
healthcare.

Overall, each country has its own funding system and social drivers,
as well as specific demand drivers. These have to be carefully assessed
and understood when selecting markets and assessing investment
risks. The table indicates qualitatively (and non-judgmentally) if
funding for care services is to a high degree based on government
spending or compulsory insurance schemes, or if spending depends
mainly on private sources.

US-centric equity universe
The retirement homes equity universe is strongly US-centric. In the US,
the market is split between owners (typically real estate investment
trusts, or REITs) and operators. Healthcare REITs are a significant
source of financing for the retirement homes industry. Traditionally,
healthcare REITs lease their retirement home operations through a 10–
15-year triple-net lease, in which the operators are responsible for
paying property expenses such as taxes, insurance, and facility main-
tenance, with an initial cash yield in the 6–9% range. We estimate
the dividend yield of those REITs in our base case to be particularly
sustainable due to long and stable lease contracts and the relative
low vacancy risks. Furthermore, the demographic trends in the US
will likely create substantial long-term development potential for the
healthcare REIT subsector. Investment opportunities still arise from
growing capital investment needs in the retirement home industry.
However, continued low financing costs may lead to a continued
surge of new construction, particularly in states with low barriers to
entry. Should occupancy risks rise further, we see a potential deteri-
oration in net cash flows as a consequence in the short to medium
term.

Importantly, since 2009, the REIT Investment Diversification and
Empowerment Act (RIDEA) allows REITs to share in the property’s
profits from operations, as opposed to the traditional triple-net lease
structure, where operators provide fixed payments regardless of how

Fig. 5: Where to invest - the attractiveness of
retirement homes and care investments
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Source: World Bank, OECD, UBS, as of 20 February 2018
"Potential demand" aggregates the number and share
of individuals at or above 80, the growth rate of this
cohort up to 2030, the prevalence of dementia at age
80 or above, and life expectancy at birth (all data as of
2015). "Financial feasibility" reflects affordability and
purchasing power. It aggregates the health expenditure as
regards net national income, the age dependency ratio,
and the overall net national income per capita. "Types
of financing" is a qualitative indicator. We compare gov-
ernment spending on long term care relative to GDP with
an estimate of current care demand.
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the property performs. Under this structure, they can generate higher
profits in a booming market than they could through triple-net leases,
but with the trade-off that they are taking a greater risk. Lower occu-
pancy rates of a building or higher operating costs would have an
immediate impact on profitability. On the other hand, operators have
also recently shown an increased preference for owning the whole
value chain through outright ownership of the real estate in use.

Focus: US market fundamentals
In the US, there are approximately 23,000 investment grade
retirement home properties containing roughly three million units.
Some 21.9% of senior households (aged 75+) resided in retirement
home facilities in 2015. More than 50% of them were living in nursing
care facilities.

Promising demographic outlook...
As mentioned above, the demographic outlook is very promising for
retirement homes in the US. Up to 2020, average annual growth in
the 75–80 age cohort is expected at 3.8 %, while growth in the 80+
age cohort is projected at 1.7%. Hence, the senior population will
already have been growing significantly faster than the total popu-
lation (annual growth of around 0.8%) up to 2020. From 2020–2025,
the growth rate of the senior population will accelerate further as
baby boomers enter the 75+ population. The 75–80 age cohort will
grow at 5.4% annually or 30% cumulatively during these five years.

...but challenging affordability
Demand is constrained by affordability, whether the residents pay pri-
vately or get compensation from public sources for the respective
services. Given monthly asking rents of about USD 5,000–10,000,
potential residents need relatively high levels of wealth. But concerns
about the financial feasibility seem to be overdone. The increasing
wealth of the elderly should support demand for seniors housing
at least up to 2025. The current age cohort of 65–75-year-olds
has higher wealth than current seniors aged 75+ or the average
household below 65.

…and intense competition
High total returns in the senior housing industry triggered a wave
of investments in recent years. The increase in construction of senior
housing facilities has started to put some pressure on occupancy rates
and rent growth. Accelerating demand growth for retirement homes
supports market fundamentals in the longer term. However, should
supply continue to expand at the current pace, we see the potential
for further erosion in the return of capital for the sector. That said,
nursing care facilities are struggling the most to keep their beds filled.
Cost pressure has led to a shift among seniors into lower-cost, com-
munity-based nursing services.

In most states, building ALF and SNF is strongly regulated. For a
developer to receive a building or acquisition permit for an assisted
living facility, unmet assisted living demand in the area must be
demonstrated (through a certificate of need). Barriers to entry for
nursing care home builders vary strongly across states, depending

Fig. 6: From "baby boom" to senior boom
Evolution of the number of births (index 1935 = 100)
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on the respective legislation. As a general rule, facilities receiving
Medicare and Medicaid funding must adhere to very tight standards.
In many states, moratoriums on the construction of new nursing
homes exist.

Analysts: Jonathan Woloshin, Matthias Holzhey

Opportunities in the rest of the world
In Europe, the most developed markets for public investments in oper-
ating nursing homes are France and Belgium. Germany is rather dis-
persed, with a large number of small and mostly non-listed operators.
But the trend toward a higher market concentration offers many
opportunities for established market players.

In other parts of the world, the investability of the theme through
(public) equity markets is very limited. In Japan, only a handful of oper-
ators and real estate developers are listed on the stock exchange, and
most of them, on average, have a rather low exposure to the theme.
Furthermore, outside Japan, the investment universe is mostly con-
fined to Australia and New Zealand, where stocks are a mix of oper-
ators and REITs and typically have a high exposure to the theme.

Risks to be considered
1. In the long run, the main source of risk, in our view, is the lack of

sustainability of public sector spending on long-term care, and
change in the legal environment for care companies. In the long
run, the projected dramatic increase in the need for long-term
care will face significant cost constraints. Therefore, the estab-
lishment of a more comprehensive social insurance program or
increased support (subsidies) for private market solutions will be
inevitable, since only about 10% of the population currently has
private long-term care insurance.

2. Periods of overbuilding are also a regular phenomenon in real
estate markets, particularly in regions with low land costs and
favorable regulatory regimes. The reduction of excess capacity
leads to temporarily lower rents and puts pressure on the prof-
itability of the invested capital.

3. Real estate valuations are tied to the relative yields of debt. In
case of a strong increase in interest rates, long-duration assets
such as healthcare REITs typically underperform the broader
market. Hence, the prospect of higher interest rates in the US
may harm the performance of the sector. Note that for a long-
term investor those risks are mitigated as household wealth (and
ability to pay for senior housing services) grows as the economy
improves. In addition, interest rate exposure will be smoothed
out over the business cycle.
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Sustainable investing in retirement homes

Providing housing solutions tailored to seniors’ personal needs sup-
ports their well-being. Personalized daily life support, as well as à la
carte socialization thanks to optional health and leisure services, is
increasingly offered by operators. These services provide seniors with
a higher quality of life, and fulfill a goal of sustainable investing –
investing with values – by supporting and improving the lives of elders.
However, in many countries, the provision of retirement homes is not
underpinned by sustainable long-term financing. Widening financing
gaps limit accessibility for the broader public. The broader use of
home healthcare services could improve the financial feasibility.
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