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In 2007 the UK passed a milestone which it would probably rather forget. According to data from the Office for National Statistics (ONS) there are now more citizens of state pensionable age (11.272m) than under 16-year-olds (11.129m). It is an imbalance that is only going to increase , as the number pensioners is projected to grow  to 12.2m in 2010, and by 2016 there will be  400,000 more people claiming state pensions than children -  and that disparity is set to rise to more than two million by 2031.

The implications for the UK economy as a whole are worrying as it confirms that the nation is facing a future where there will be a decreasing number of taxpayers working to support an increasingly aged population. 

Nursing Homes 

Although the ONS calculations made the national headlines, the statistics themselves hardly came as a shock, least of all to UK property developers and specialists in sheltered housing and nursing home construction and management. In April 2007 there were 420,000 older and physically disabled people living in care homes or long-stay hospitals, 89% of whom were being accommodated by the independent sector according to Laing & Buisson’s annual report Care of Elderly People Market Survey 2007.The remaining 11% were in public sector provision which continues to diminish as both local authorities and the NHS withdraw from the supply (though not the funding) of long-term care.  

In actual fact, the number of old and physically disabled people in care homes has been steadily falling from a peak of 511,000 in 1993 - but the decline is now reaching the point of inflection, the report predicts, and will grow by about 5% over the next ten years.

The growth of the sector has been hampered by a combination of increased regulation, high residential land prices and historic low local authority fee levels. A number of care home sites having recently sold in excess of £30,000 per bed space - equating to more than £2m per square acre - according to King Surge’s James Hanson, and this has heralded a period of consolidation in the nursing home market. In June 2003, the market share of the top 10 operators stood at 15%, but that had risen to 22% by June 2007 with two of the largest operators having changes hands in the meantime; Four Seasons was acquired by Three Delta for £1.4bn and Southern Cross successfully floated on the London Stock Exchange. It is a trend that Mr Hanson expects to continue with the larger companies snapping up smaller, local organisations with a handful of units.

Sheltered Housing

The growth projected for the nursing home market is relatively modest compared to the hopes that companies such as McCarthy and Stone have for the private-sector sheltered housing market. McCarthy and Stone was recently re-privatised, and demand for its specialist retirement homes and apartments is such that its Land and Planning Director Gary Day is confident it can reach its goal of doubling in size over the next five years.

“You just have to look at the demographics,” he says. “Currently less than 1% of the population live in sheltered housing but 20% of the adult population will be over 65 by 2021” In 2004 the company estimated that there could be a shortfall of some 62,500 sheltered units by 2020; Mr Day now thinks that this is on the conservative side.

But it is not just numbers that point to an exponential growth in the sector – it is a shift in attitudes brought about by the explosion in home ownership. “You have to remember that widespread home-ownership is a relatively new phenomenon in this country,” Mr Day points out, “and there is a huge shift in public perception in favour of buying property.” A typical McCarthy and Stone client would be a widow in her mid-70s looking to move from a 3-4 bedroom house into a smaller house or flat.

Projected growth in demand from older people with greater wealth at their disposal than their forefathers through their capacity to downsize is also fuelling the emergence of the retirement village - clusters of privately-owned sheltered housing units quite possibly with nursing-home facilities in the mix. So far, these are proving popular. Hallmark Developments recently received over 1,000 enquiries from potential purchasers for the 55 cottages, bungalows and apartments for Meadow Park in Braintree, Essex and Pegasus Retirement Homes now has a new £137m facility to buy and develop sheltered housing sites across the UK. A possible brake on the growth of this sector could be the shortage of greenfield sites of a suitable size.

Future transactions across this sector are likely to be increasingly funded by the OpCo/PropCo model where the management company (OpCo) takes a lease of the premises from a newly formed property company (PropCo). Lending can then be secured against a property-owning SPV PropCo on a loan to value basis, backed by the flow of lease rentals. This model already has provenance in the care-home sector, as the UK sector’s largest player Southern Cross Healthcare initially grew to its present size by acquiring homes through sale and leaseback. 

Hospitals

Britain’s ageing and more affluent population has also contributed to a doubling of the private healthcare services market over the last 5 years to an estimated £50bn and there are currently approximately 160 private hospitals in the UK. There has a recently been a flurry of takeover activity, with Cinven acquiring BUPA’s 26-strong hospital portfolio for £1.4bn and the Australian healthcare giant purchasing Capio’s 22 hospitals for £193m. Ramsay MD Pat Grier said that the group was attracted to the UK market because of “significant growth upside due to the shift towards outsourcing NHS services to the private sector. The UK hospital market is going through a period of fundamental change and allows public patients to choose whether they want to go to a public or private hospital.”

And as patients exercise that choice in growing numbers, the number of private hospitals looks set to grow. The fact that BUPA recently reported a 46% rise in the number of self-funding patients at its Murrayfield hospital in Edinburgh undoubtedly played a part in developer Boskabelle’s decision to look for partners to build an 80-bed, £30m competitor next door on the grounds of the 25-hectare Edmonstone estate. This is not an isolated incident -  outline planning consent has already been granted for another private hospital as part of the £100m Shawfair new town scheme, also in the Lothian district; 18 surgeons working for the NHS have just raised £2m to fund a new eye hospital in Yorkshire which they are confident will provide up to 5,000 operations a year once established; and  the newly-formed Centres of Clinical Excellence is planning to build a 36-bed hospital on land at Tournament Fields on the outskirts of Warwick.

PFI 

With the government estimating that NHS waiting times may have fallen from 18 months in 1997 to just 18 weeks by the end of 2008, there is, however, a question mark over the public’s continuing eagerness to pay for healthcare when they can get it free without unacceptable delays. The private sector will also have to compete with the alternative means to new hospital development being offered through PFI, the Government’s Private Finance Initiative.

Under PFI, the public sector contracts to purchase services on a long-term basis and so takes advantage of management skills provided by the private sector which is incentivised to deliver by being obliged to put private finance at risk. The private sector has always been involved in the building and maintenance of public infrastructure, but PFI ensures that contractors are bound into long-term maintenance contracts and have to shoulder responsibility for the quality of the work they do. With PFI, the public sector defines what is required to meet public needs and ensures delivery of the outputs through the contract. Consequently, the private sector can in theory be harnessed to deliver investment in better quality public services whilst frontline services are retained within the public sector.

Since 1997 a total of 32 hospital schemes with a capital value of £3,239m have been completed,  14 more with a capital value £5,096m are currently under development and a further 28 with a potential capital value of around £5,000m are in the pipeline, according to  Department of Health figures.

Healthcare does not have a monopoly on PFI but six of the top ten PFI projects currently under construction are hospitals, most notably the redevelopment of the Barts and Royal London hospital which at a capital value of £1.070m will provide state-of-the art cancer and cardiac facilities and the largest A&E department in London. The logic behind taking the PFI route was simple enough – the NHS has been overspending, lower levels of funding are predicted from 2008 onwards, and the scale of the work required a greater degree of flexibility in the final delivery than a fixed-price contract could ever offer. 

The scheme is being run on a 42-year contract by a consortium including Innisfree, Skanska, architects HOK and healthcare equipment providers Synergy and Siemens. As well as the construction programme, the commercial partners are also responsible for the financing, design, construction and operation of the project for the term of the contract, including hard facilities management and waste service, leaving the NHS to concentrate on patient care.

The defence sector has been the other major beneficiary of the with the massive £1.2bn Connaught/Allenby contract at Aldershot the biggest PFI contract in the country. The contract to provide 18,000 Army and civilian personnel with a modern living environment was won in 2006 by Aspire, a joint venture between KBR and Carillion and is worth an estimated £8m over the 35-year term of the contract. The 

The Ministry of Defence (MoD) has taken to PFI enthusiastically and in December 2006 revealed that it had signed contracts with private suppliers worth a further £26 billion over the next 30 years.

A key facilitator for these – and non-defence – PFI contracts is Partnership UK (PUK), an HM Treasury public-private joint venture initiative whose mission  is “to support and accelerate the delivery of infrastructure renewal”. Launched in 2000 one of its recent successes has been Project MoDel which brought together the Government’s Defence Estates and  the VSM   consortium formed of construction group Vinci and  property developer St Modwens

Project Model was established to upgrade the MoD’s West London Airfield site at Northolt, to relocate personnel from six sites elsewhere in London and subsequently to dispose of any surplus land.  Under the terms of the contract, VSM agreed to manage and finance a programme of new investment at a fixed price; to underwrite 
minimum land values; to secure planning permission on the six surplus sites; demolish the existing buildings; and to install basic infrastructure prior to managing their disposal on the open market. Both VSM and Defence Estates take a share of the final sales value.

As far as PUK Project Director Stephen Dance is concerned, the project has been a success with sales so far exceeding expectations. The major challenge, he says, has been to ensure that the client does not change its mind too often and therefore cause delays to the schedule. He is now currently also applying the PFI model to, among other things, the development of property above stations on the newly-approved Crossrail line. Can Project MoDel be a prototype for these too? Mr. Dance would like to thinks so but has his reservations. “The trouble in this country is that we have a tendency to reinvent the wheel,” he says.

