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Investment income is becoming ever more important as an objective of 
the Local Government Pension Scheme (LGPS), as employer/employee 
contributions increasingly struggle to meet the cost of benefits in payment.  
 
Ongoing public sector financial pressures and constraints coupled with 
a loss of or reduction in employer contributions for past service deficits 
(resulting from the significantly improved funding positions at the 2019 
Actuarial Valuation) – points to the focus on income becoming even 
more marked after April 2020. 
 
While everyone’s efforts remain fully focused on navigating the 
unprecedented global Covid-19 crisis and its effects, we remain 
optimistic that some form of normality will return to society and markets 
in the medium term. When this happens, we believe that Build to Rent 
(BtR) property focused on the UK’s private rental sector can potentially 
play a valuable role in providing LGPS Funds with much needed income 
and strengthen and diversify portfolios to meet future liabilities. 
 
Whilst at time of writing (we are at the early stages of assessing the 
impact of Covid-19), we have seen continued high levels of rent 
collection across all assets, greater levels of tenant retention and 
continued letting activity. Despite the immediate difficulties in the 
market this highlights the relative resilience of the asset class. 
 
Given that the Conservative Government now has a mandate to govern 
until 2024, this paper considers how investing in the BtR sector may 
help to meet not only the investment requirements of LGPS Funds, 
but also go some way to accommodate the needs of private and public 
sector employees in regional communities throughout the UK.

This paper covers:  

–  Overview: The need for BtR homes in 
the UK

–  Implications on UK housing and LGPS 
of the 2019 General Election and Covid

–  Can Private Rented Residential 
Sector investment via BtR address 
LGPS objectives and make a useful 
contribution for local communities?

–  Responsible investing – how does BtR 
measure up?

–  The results of the 2019 LGPS 
Actuarial Valuations

–  Conclusions



Overview: The need for Build to Rent homes in the UK 

In terms of supply there has been a 
long-term annual trend of far too few 
new houses built each year. There was a 
5% increase in the number of dwellings 
constructed in England at the end of 
2019, verses end of 2018 (169,020 
verses 160,980). This is, however, 
materially below the target of “at least 
300,000 new homes annually “for the 
foreseeable future”” – as set out in the 
March 2020 House of Commons paper 
“Tackling the under-supply of housing 
in England”. By the end of 2019, it is 
estimated that the shortfall in the number 
of homes required was in the order of 
950,000 (Welsh Assembly Government, 
National Records of Scotland, NISRA and 
DCLG as of December 2017). 

On the demand side the population growth 
as measured by ONS has increased by 
4.6 million (6.9%), for the 10-year period 
2008 to 2018. The Office for National 
Statistics (“ONS”) projections are for the 
population to grow by 3.0 million (4.5%) in 
the first 10 years of its projections, from 
an estimated 66.4 million in mid-2018 
to 69.4 million in mid-2028. England’s 
population is projected to grow more 
quickly than the other UK nations: 5.0% 
between mid-2018 and mid-2028, 
compared with 3.7% for Northern Ireland, 
1.8% for Scotland and 0.6% for Wales. 

House prices to earnings ratios have also 
increased significantly. For example, over 
the period 2002 to 2019 the median 
house price to median earnings ratio as 
measured by the ONS increased by over 
34.7% across England as a whole. In 
London it increased by 46.0%.

The average age of first-time buyers 
is now 32 excluding London, and 36 in 
London. The price of owner-occupation 
housing is such that many cannot secure 
the necessary deposit for a purchase and 
are therefore having to opt to rent. Even 
when potential purchasers can afford 
the deposit, their mortgage payments 
may well be significantly higher than rent 
for the same property. The popularity 
of BtR properties in London, the South 
East of England and major cities such as 
Birmingham and Manchester are enhanced 
by the fact that they enable people to 
live in properties and areas where they 
potentially cannot afford to buy. 
 
Not only supply/demand and affordability, 
but a range of other factors support the 
need for BtR homes:
–  Renters are becoming more diverse with 

increasing dispersion across the age 
range – and are remaining renters longer, 
either because of necessity or choice. 

–  Ongoing trends and changes in society 
have resulted in smaller households 
with more people living alone or 
sharing with friends/housemates.

–  In the UK, despite the increase in 
purpose built BtR assets over the 
last five years, most existing rental 
housing was built before 1990 and 
is owned by individuals or small 
companies – who may be less able to 
provide a rental customer experience 
suitable for the 2020s. 

–  Furthermore, changes to tax relief 
and mortgage lending have dampened 
the appeal of rented housing as an 
investment for some “Buy to Let” 
landlords.

Savills estimate that there are 152,000 
BtR homes either constructed, under 
construction or in planning, across the 
UK – which accounts for just 3.3% of the 
4.6m households in the Private Rented 
Sector as measured in the latest English 
Housing Survey 2018-2019 published 
by the Ministry of Housing, Communities 
and Local Government (“MHCLG”). 
Consequently, we believe there is 
significant opportunity for a continued 
expansion in the provision of quality rental 
accommodation by organisations that can 
provide both an outstanding customer 
experience and strong and reliable 
investment returns to their investors.

A significant number of LGPS Funds 
have already invested in a number of BtR 
strategies, which are focused on providing 
rented accommodation for workers in key 
rental hotspots across the country. We 
believe that LGPS Funds’ desire to both 
further diversify their investments and 
obtain reliable income suggests that BtR 
may become a larger part of LGPS Fund 
portfolios going forward.
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The UK continues to experience a severe and long-term housing supply/demand imbalance. There are 
significant issues on both the supply and demand sides. 

Long-term supply/demand housing imbalance 

Dwellings  
built 2019 169k

Government 
target 2020 300k

New home 
shortfall (est) 950k
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Implications on UK housing and LGPS of the 2019 General Election and Covid 

Since 2010, the Government has 
thoroughly reviewed the LGPS: This 
included reconfirming and indeed 
strengthening Government commitment 
to the LGPS as an open defined benefit 
scheme by virtue of passing the Public 
Service Pensions Act 2013.  
 
Following a further review of the structure 
of the LGPS during the period 2013-2015, 
the Government confirmed the continuation 
of the long-standing structure of the LGPS 
based on over 80 locally controlled Funds 
across England and Wales, but with the 
proposal that Investment Pools (owned by/
acting on behalf of individual LGPS Funds), be 
created to help facilitate the implementation 
of their investment strategies. The MHCLG’s 
active support for the ongoing Scheme 
Advisory Board’s “Good Governance in the 
LGPS” project clearly further demonstrates 
the Government’s ongoing commitment to 
a genuinely locally based LGPS.

Following the Conservative Party’s 
election win, the continuation of the 
approach taken towards the LGPS by 
Government was underlined by the 
reappointment of Rt Hon Robert Jenrick 
MP as Secretary of State. Without the 
threat of major policy change, LGPS 
Funds can focus on the future including 
reviewing their investment strategies 
in the light of the results of the 2019 
Actuarial Valuation.

The characteristics of BtR housing help to 
make it an attractive asset class for many 
LGPS Funds. Moreover, as we explain in 
this paper, the Government’s anticipated 
approach to housing policy potentially 
strengthens the case even further. Such is 
the extent of the unmet demand for quality 
housing in the UK that Government action 

and incentives alone cannot come near to 
resolving the problem, as shown over the 
last twenty years by various Governments 
applying different approaches.

In respect of housing provision, the 
Conservative Party manifesto for the 
December 2019 General Election 
emphasised and was primarily concerned 
with the extension of home ownership. It 
stated that “home ownership is one of the 
most fundamental conservative values” 
and included an explicit commitment to 
“rebalance the housing market towards 
more home ownership.”  
 
Home ownership initiatives like the 
existing “Help to Buy” scheme and the 
proposed “First Homes” scheme, which 
the Government issued a Consultation 
in respect of in February 2020, may 
assist some potential buyers to fulfil their 
ambitions. However, these schemes 
in isolation will not meet the demand 
for housing. Indeed, examination of 
the Consultation on the “First Homes” 
scheme suggests that while increasing 
the supply of subsidised home ownership, 
it will reduce the supply of new shared 
ownership schemes and rented 
accommodation facilitated by Section 106 
agreements between housing developers 
and local councils.

While the 2019 Conservative manifesto 
pledged to build in the region of one 
million new private homes over a 
5-year term, there were no such 
commitments towards new social housing 
and the provision of private rental 
accommodation: This suggests an even 
greater responsibility may fall on the 
private sector to develop new rented 
housing to meet the ongoing demand for 

housing going forward – and especially 
so following the unprecedented financial 
commitments made by Government in 
its attempt to minimise the economic 
and social impact of the Coronavirus 
throughout the country.

Covid-19 has created new challenges for 
all real estate investments and BtR has 
had its own. BtR assets are by definition 
“people intensive” as there are both on-site 
staff and tenants who continue to work or 
occupy the buildings. Health and safety, 
welfare of all of those at our properties and 
active tenant engagement have both been, 
and continue to be, a key focus.  
 
With these factors driving the BtR 
assets, we have continued to see strong 
performance across the Invesco portfolio 
despite Covid-19, which includes:

1.  Increased tenant retention with circa 
75% of tenants renewing their leases;

2. High levels of occupancy (over 90%);
3.  High levels of rent collection (over 

95%);
4.  Letting activity continuing through 

“Lockdown period”;
5.  Development projects continuing with 

limited delays.

Given these figures, we believe that BtR will 
be one of the strongest performing asset 
classes through the current crisis. Looking 
forward, based on historic activity in the UK 
residential rental market post the Global 
Financial Crisis, it is also possible that there 
will be increased demand for residential 
rental property, which we believe further 
underlines the strength of BtR as an 
investment opportunity. 

The 2019 General Election result has been viewed by many as providing a greater degree of policy continuity 
for the LGPS. 

BtR: We have continued to see strong performance 
across the Invesco portfolio despite Covid-19

Tenant  
renewal c75% Rent 

collection >95%



Can Private Rented Residential Sector investment via BtR address LGPS objectives  
and make a useful contribution for local communities?

As noted in the statutory “Guidance on Preparing and Maintaining an Investment Strategy Statement”  
(reissued in July 2017), the primary goal of LGPS Funds is to generate returns to cover liabilities, stating 
that “schemes should make the pursuit of a financial return their predominant concern.” 

Additionally, the generation of reliable 
cash flows is becoming an increasingly 
important objective and indeed imperative 
for LGPS Funds. Examination of the LGPS 
(SF3) statistical returns for 2013-14 
to 2018-19 demonstrate a clear trend 
towards the scheme becoming less cash 
flow positive/cashflow negative in terms of 
benefits paid out compared with employer 
and employee contributions received. 
Based on examination of the cashflow 
positions of individual Funds it is not now 
uncommon for a Fund to be cashflow 
negative when benefits paid are compared 
to Employer/Employee contributions 
received. This trend is, we believe, likely to 
continue given the present funding of local 
government and the financial pressures 
on Employers across the LGPS.

Given that LGPS pensions in payment, 
deferred benefits and active members 
benefits earned since 2014 are all linked to 
CPI inflation, it is clearly desirable for LGPS 
investments to be implicitly or explicitly 
linked to this measure of inflation. 

Residential property is a separate asset 
class to commercial property and can 
be a strong portfolio diversifier for 
many LGPS Funds. Quality purpose-built 
BtR properties and their revenues are 
largely protected from the business cycle 
with inflation linkage possible through 
the ability to periodically adjust rents 
(annually or other contractual periods).

The Invesco Real Estate UK Residential 
Fund focuses on BtR investment 
opportunities that can deliver stable, 
long duration income – targeting 3.0% to 
3.5% p.a. income and 6.0% to 7.0% p.a. 
total return (net of fees).1 This is above 
the investment return (Discount Rate) 
for future service assumed in the 2019 
Actuarial Valuations of LGPS Funds in 
England and Wales, which we understand to 
be generally in the region of 4.0% to 5.0%.

One reason some LGPS Funds may not yet 
have invested in BtR focused on the private 
rental market is the belief that a BtR strategy 
concentrating on solely “social housing” is 
a more appropriate way of investing in the 
rental sector. However, there are challenges 
associated with social housing, the most 
fundamental is that the total return from a 
social housing portfolio may be anticipated 
to be between 3.5% to 4.0% – below the 
investment total returns assumed in the 
2019 LGPS Actuarial Valuations. 

BtR schemes, such as those developed 
and managed by Invesco, provide quality 
homes that would not otherwise be 
built, thus providing accommodation 
which supports economic and social 
regeneration and sustainability. These 
incorporate services which are tailored 
to occupiers needs, thus helping secure 
longer-term occupancy by tenants, 
which is advantageous to both the local 
economy, community and investors alike.

Alongside meeting demand for modern 
rental property from private sector 
‘professional’ workers in key locations 
across the UK, the shared accommodation 
aspect of Invesco’s BtR offering can also 
meet the needs of public sector ‘key 
workers’ such as nurses, teachers, police 
officers, firefighters, social workers and 
other similar local government and public 
service staff.  
 
We are aware that many LGPS Funds have 
in recent years increased their strategic 
asset allocations to infrastructure. We 
anticipate that this trend will continue as 
Funds review and amend their investment 
strategies following the outcome of their 
2019 Actuarial Valuation. Quality BtR 
housing provided by large institutional 
investors can be considered an 
‘infrastructure investment’ based on the 
definition issued in 2016 by the Cross Pool 
Collaboration Group Infrastructure Sub-
Group. Therefore, an allocation to Build 
to Rent may enable or contribute towards 
an LGPS Fund meeting its commitment 
to invest not only in property but also 
infrastructure as an asset class. 
 
For the ongoing needs of the LGPS, with 
BtR housing being open ended rather than 
closed ended, it offers the potential for 
long-term, reliable inflation linked income – 
in contrast with closed ended infrastructure 
products with limited fund lives that do not 
provide a long-term income stream.
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Invesco focus on BtR investment opportunities that can deliver stable,long duration income1 
Charter Place, London2 
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Responsible investing – how does Build to 
Rent measure up?

The 2016 LGPS Investment Regulations (and Guidance) 
placed a positive emphasis on environmental, social 
and governance (ESG) issues and required each 
Administering Authority to formulate a policy in 
this respect. Since then, ESG consideration has 
become a focus from both an investment and public 
accountability perspective, with increased levels 
of investment, including within new infrastructure 
allocations (according to PIRC).

Modern Build to Rent developments have the potential 
advantage of incorporating environmental, social and 
governance factors at each stage – minimising environmental 
impact and optimising energy efficiency, water, waste and 
recycling over the long-term.

At a recent scheme funded by Invesco, the investment was a 
mixed-use town centre brownfield development, which is predicted 
to outperform Part L of the Building Regulations (current energy 
performance standards) by 41%. The scheme also includes 10% 
units which will be rented at a discounted market rent, 7% units 
which will be wheelchair accessible and Disability Discrimination 
Act compliant. The building also incorporates a community space 
for events hosted or supported by the local council.

As well as reflecting the responsible investment values of LGPS 
Funds and their investment Pools, active inclusion of a broad 
range of ESG factors offers the potential to both enhance risk 
management and improve investment returns. Increasing the 
availability of BtR accommodation also has a socially responsible 
dimension – in terms of providing quality housing for communities 
who will most likely include public sector key workers. 

BtR housing provided by large regulated institutional investors, 
such as Invesco, incorporates high governance standards in 
terms of fund operations and management. In terms of its 
energy and sustainability programme, Invesco’s UK Residential 
Fund received a GRESB Green Star rating in 2019.3 Over 
time, the programme targets working with tenants and 
operators to encourage the benchmarking and monitoring of all 
landlord-controlled energy consumption, water usage, waste 
management and Greenhouse Gas emissions.

The results of the 2019 LGPS 
Actuarial Valuations 

Last year’s LGPS Fund Actuarial Valuations in 
England and Wales were very positive, with Funds 
seeing significant increases in their funding levels 
compared to 2016. Increases of around 10% or more 
in funding levels have not been unusual and it is 
now not uncommon for Funds to be 100% funded in 
terms of past service. Indeed, we understand that on 
average funding levels across the LGPS in England 
and Wales are now in excess of 90%.

As a consequence of the 2019 Actuarial Valuations, there is 
further reason for LGPS Funds to diversify and reposition their 
asset allocations to seek greater capital stability and income 
going forward.  
 
Paradoxically, the high funding levels of the 2019 Actuarial 
Valuations could have a very clear, significant and negative 
impact on employer contributions received by some LGPS 
Funds going forward. This is because some Funds will have seen 
material decreases in secondary employer contributions from 
1 April 2020, when the new employer contribution rates came 
into effect due to improved funding positions of employers. In 
general, this is likely to increase the need for some LGPS Funds 
to focus on identifiable and reliable cashflows.

Invesco’s UK Residential Fund received 
a GRESB Green Star rating in 2019.3
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Conclusions 

For LGPS Funds, we believe the merits of investing in private residential 
BtR homes is due to the strategy’s potential to help address the UK’s 
severe housing shortage, while simultaneously delivering a positive 
and reliable income stream to meet future pension liabilities alongside 
capital appreciation opportunities.

Such is the gap between the supply and 
demand for housing together with ongoing 
affordability, that the Government’s plans to 
extend home ownership cannot realistically 
be the only major solution to the UK’s 
longstanding and acute housing shortage. 
The medium-term outlook for increased 
home ownership is likely to be significantly 
dampened as a consequence of Covid-19.
In summary, supply, affordability and 
Government policy, as well as consumer 
choice mean that the development and 
operation of quality new homes for rent will 
continue to be urgently required to meet 
the ongoing demand for housing.

UK BtR housing – of which the Invesco Real 
Estate UK Residential Fund is an example, 
has a number of characteristics which may 
make it an attractive investment for LGPS 
Funds. This is particularly the case as LGPS 
Funds seek to diversify their investment 
strategies to increase capital stability and 
reduce equity related risk, while maintaining 
exposure to assets which should generate 
returns that exceed the assumptions in the 
2019 LGPS Actuarial Valuations. 

Residential BtR offers the potential for 
stable investment returns that the LGPS, 
as an open defined benefit scheme 
with a 1/49 future service accrual rate, 

will require going forward. In addition, 
the changing maturity and cashflow 
characteristics of the LGPS (which 
we believe will continue) requires an 
increasing focus on long-term reliable 
inflation linked returns, in addition to 
capital growth characteristics. 

Modern, institutional-grade residential 
BtR assets are designed to have 
a physical long life and low risk of 
obsolescence, thereby offering LGPS 
Funds the possibility of long-term income 
together with the low correlation to other 
asset classes residential property has 
historically demonstrated. 

The environmental and social benefits 
that are often sought by investing in social 
housing can, we would argue, be achieved 
through investing in private residential 
BtR attracting workers in both the private 
and public sectors, while at the same time 
targeting 3.0% to 3.5% p.a. income and 
6.0% to 7.0% p.a. total return¹. 

We believe that focused UK BtR housing 
can support the LGPS in its pursuit of 
investment returns to meet its liabilities 
and pay existing pensions – and do this in a 
manner which can have a positive impact 
on local communities across the UK.

Contact us 

Stuart Boucher
Head of Local Government  
Pension Schemes 

Telephone 020 7543 3552 
stuart.boucher@invesco.com 
 

Telephone calls may be recorded.

Doug Rowlands
Director – Client Portfolio Management 
 

Telephone 020 8538 4920
doug.rowlands@invesco.com
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Risk warnings 

Property and land can be difficult to sell, so investors may not be able to sell such 
investments when they want to. The value of property is generally a matter of an 
independent valuer’s opinion and may not be realized. The value of investments and 
any income will fluctuate (this may partly be the result of exchange rate fluctuations) 
and investors may not get back the full amount invested. 
 
Changes in interest rates, rental yields and general economic conditions may result in 
fluctuations in the value of the fund. Real estate investments are exposed to counterparty 
risk, which is the risk that a counterpart is unable to deal with its obligations. 
 

Important Information 

This document is for use with Professional Clients only in the UK. This document is not 
for consumer use, please do not redistribute.  

1  Please note investment team target returns are net of fees and are not guaranteed.
2  The photographs are provided for illustrative purposes only. They depict current 

holdings of the Fund. These holdings do not constitute investment advice or a 
recommendation. 

3  For more information, visit gresb.com. Any reference to a ranking, a rating or an award 
provides no guarantee for future performance results and is not constant over time. 

This document does not form part of any prospectus. It contains general information 
only and does not take into account individual objectives, taxation position or 
individual financial needs. It does not constitute a recommendation of the suitability 
of any investment strategy for a particular investor. Nor does it constitute an offer or 
solicitation by anyone in any jurisdiction in which such an offer is not authorised or to 
any person to whom it is unlawful to make such an offer or solicitation. Subscriptions of 
shares are only accepted on the basis of the most up to date legal offering documents. 
 
The fund will not be marketed, and marketing materials of the fund may only be 
distributed, in other jurisdictions without public solicitation and in compliance with the 
private placement rules set forth in the laws, rules and regulations of the jurisdictions 
concerned, if at all. The marketing of the fund in certain jurisdictions may be restricted 
by law. The fund is a dedicated Luxembourg open-ended unregulated fund. It qualifies 
as an alternative investment fund (AIF) managed by Invesco Real Estate Management 
S.à r.l. as external alternative investment fund manager (AIFM).

Past performance is not a guide to future returns. The performance data shown does 
not take account of the commissions and costs incurred on the issue and redemption of 
units. Forecasts are not reliable indicators of future performance. 
 
This document is marketing material and is not intended as a recommendation to invest 
in any particular asset class, security or strategy. Regulatory requirements that require 
impartiality of investment/investment strategy recommendations are therefore not 
applicable nor are any prohibitions to trade before publication. The information provided 
is for illustrative purposes only, it should not be relied upon as recommendations to buy 
or sell securities. This marketing document is not an invitation to subscribe for shares in 
the fund and is by way of information only, it should not be considered financial advice.

Where individuals or the business have expressed opinions, they are based on current 
market conditions, they may differ from those of other investment professionals and 
are subject to change without notice. 
 
For more information on our funds, please refer to the latest Annual or Interim Reports 
and the latest offering and constituent documents. This information is available using 
the contact details of the issuer and is without charge.

This document is issued by Invesco Real Estate Management S.a.r.l., President Building, 
37A Avenue JF Kennedy 37A, L – 1855 Luxembourg.
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