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Buildings for change: impact investing in
U.K. real estate

This paper explores what impact
investing means in the U.K. real estate
market. We consider the role of this asset
class and the investment strategy that is
driving positive environmental and social
change inside a financial framework.
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Impactful timing
2020 was a year of significant change as
collectively the world fought a common
enemy in the pandemic. With this health
crisis came restrictions in social movements
and a deep economic recession.
The pandemic has widened the gap between
the haves and have-nots by increasing
social and economic imbalances between
demographic cohorts of income, race and
age, but also by geography.
Recent studies from the U.K.’s Institute for
Fiscal Studies illustrate that the U.K. is one
of the most geographically uneven countries,
with income inequality ranked one of the
highest in Europe. The U.K. saw a sharp
increase in unemployment during 2020. This
is likely to increase further over the short term
and widen the prosperity gap among U.K.
regions, with the spread in unemployment
rates between the best and worst regions
forecast to be 150 basis points higher than
before the pandemic.
Usually, in times of economic pain, issues
of people and planet often take a back seat,
and the focus is on balance sheets. But this
has not been the case so far during the last
12 months, in which we have seen growing
interest in the importance of environment
and community. People have realised that
climate change does not pause and crises
like COVID-19 have a disproportionate impact
across communities.
A shift to focus on people and planet has
also been directed from the U.K.’s national
government. In response to the pandemic,
the government introduced new nationwide
policies to safeguard residents and prioritise
vaccinations by age and health. 2020 and
the spread of the virus saw nationwide
solutions to house the homeless, and
grassroot organisations campaigned against
racial and gender injustice.
This catalyst for change continues, and the
U.K.’s March 2021 budget placed more
emphasis on the ‘levelling up’ agenda

by introducing funds to target direct
investment into underserved regions. A
series of initiatives including the Levelling
Up Fund, the U.K. Community Renewal
Fund and the Community Ownership Fund
will target over £5 billion of investment
across the U.K. which, according to the
government website, seeks to ‘regenerate
our town centres and high streets, improve
local transport links, invest in local culture,
and give communities the power to take over
cherished local places that might otherwise
be lost’.

Now is the right time for investors to ensure
that this catalyst of change continues. The
pandemic has highlighted the need for greater
investment in social infrastructure - a broad
term that includes assets such as modern
healthcare facilities, care homes, senior
living, affordable housing for key workers
and specialist housing for vulnerable groups.
There is also an urgent need for investment
to make building stock net zero carbon, as we
transition to the low-carbon economy in an
effort to meet the Paris Accord requirements
and avoid climate catastrophe.

From top-down policies to bottom-up local
initiatives, there appears to be much greater
recognition of inequality as we move out
of the pandemic and towards economic
recovery. There is a push to ensure recovery
means inclusion and progression for all.

The social upheaval brought about by
COVID-19 has the potential to accelerate the
growth and prominence of impact investing
in the built environment, with social and
environmental impact increasingly being
considered as part of an overall strategy.

Figure 1: Increasing disparity in unemployment among U.K. regions
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While we have seen growing interest from
global investors turning their attention to
impact investing (as explored in Nuveen

Real Estate’s ‘A Home for Impact Investing’
paper), the real estate world has just begun
to re-evaluate its wider role in society - from

diversity and inclusion in the workplace to a
far greater emphasis on the environmental,
social and governance agenda.

Impact investing and the role of real estate
Real estate is a natural home for impact investing
because of its direct nature and ownership of
buildings and place, allowing investors active
control and management of assets.

an expansion of buildings with sustainability
certification, and now the U.K. is legally bound
to become a net-zero emitter of greenhouse
gases by 2050.

The built environment plays a crucial role in
creating positive environmental and social
impact. The real estate industry accounts for
40% of CO2 emissions globally and is therefore
pivotal in the transition to the low-carbon
economy. Development is particularly carbon
intensive. An average ground-up development
has a carbon footprint equivalent to 50 years
of operation. The sector has been slowly
building its green credentials for years with

Private capital is now vital to help quicken
the pace of building greener buildings and
retrofitting existing ones. The World Green
Building Council states that all buildings must
be net zero carbon if we are to achieve the
Paris Accord requirements.

To create the
most positive
impact, it is
important to
work with real
estate’s existing
footprint versus
new development

Figure 2: Pathway to net zero carbon
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A growing issue within U.K. commercial real
estate is rising vacancy rates and the resulting
increase in redundant spaces. Empty,
boarded-up buildings have detrimental social
impacts on communities, such as a loss of
pride in the towns they live in, an increase in
crime levels and perceived safety issues, and
a reduction in quality of life.
MSCI’s U.K. Annual Property Index highlights
the rise in vacant floorspace within the real
estate market. Often caused by structural
shifts due to changes in shopping habits or
work locations, vacancies have been rising
within the office and retail sectors. These
assets tend to sit at the heart of communities
in terms of employment and social spaces.
The rise of redundant spaces and the
potential to repurpose them as net zero
carbon buildings that meet the local
community’s needs provides significant
opportunities to generate social and
environmental impact.

Repurposing the U.K.’s existing real estate
landscape will provide greater additionality
and positive impact than investing into
new-build properties, in our view. It also
significantly reduces embodied carbon
that would be produced from ground-up
development.

Impact investing, when properly implemented,
allows for a full understanding of catchment
areas and integration of local needs. It
develops real estate solutions to best
service these needs, which in turn means
impact assets are more efficient as they are
frequently used and drive higher footfall to
the asset and surrounding area.

Figure 3: Vacancy rates for U.K. real estate
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less explored, but by investing in buildings
we are investing in the towns they belong
to and the communities who use them.
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contributing to social inclusion by investing in
underserved areas and focusing on buildings
that meet genuine community needs and
have a sustainable future.
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The right approach is a local approach
At the heart of a successful impact strategy is an effective impact
management and measurement framework. See our previous paper
‘Successful impact investing in real estate’ for further details.

with specific characteristics, whether that be a London borough with
limited provision of affordable housing or a seaside community with
lack of access to adequate health provision for an aging population.

Intentionality and additionality are central to any impact strategy.
Real estate impact strategies must therefore clearly define what they
want to achieve, how they create additional positive impact above
and beyond that which would have occurred otherwise, how the
strategy delivers the impact, how impact success is measured and
how it is preserved over a meaningful time period.

The right approach is always a local approach. Figure 4 illustrates
local needs analysis, which plays a key role in Nuveen Real Estate’’s
U.K. impact investment strategy.

We believe the right approach considers place-based needs,
tackling societal issues from a local viewpoint rather than a national
approach. The U.K. is diverse, made up of towns and communities

Investments that place social and economic inclusion and
decarbonisation on a par with financial return can deliver positive
financial gains that accrue from the creation of thriving local
communities that are well placed to make the transition to the lowcarbon economy.
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Figure 4: U.K. town profile: local needs assessment
The U.K. Index of Multiple Deprivation assesses U.K. geographies by local needs. By using the seven dimensions of deprivation: Income,
employment, education, crime, housing, living environment and health, investors can understand the needs and requirements of regional local
authorities down to the granular detail of smaller subregions called LSOAs (lower layer super output areas). Local analysis as demonstrated plays
a key role in Nuveen’s U.K. impact investment strategy, identifying the most required needs within an investment location.
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Passive landlords are a thing of the past. They are no longer sitting on long leases taking
quarterly rents but playing a much more active role in the operations of their assets. Impact
investing is always proactive and shapes the destiny of a building versus buying into a
predetermined use or lease.
As highlighted earlier, when investing into real estate, investors are already actively involved in
the direct management of buildings, and asset management is key to understanding occupiers
and creating suitable spaces to enhance demand. But impact investing takes this role a step
further by engaging not only with the direct users of the buildings, i.e. the occupiers, but also
with the wider community stakeholders. Ongoing engagement with local stakeholders ensures
that investments are reacting to local voices and providing relevant and resilient real estate.
This engagement is maintained throughout the execution of an asset management plan and
ownership of the asset, while ensuring intended outcomes to service local needs are measured
and reported on a regular basis.
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The right assets are hybrid solutions

Given the complexity of place-based needs and the wide scope of commercial real estate sectors, how can real estate best deliver on
societal issues, environmental targets and financial returns? While there is no single answer to this question, there are themes that are
relevant across the U.K. which real estate can help address.

Climate: More than half the world’s population lives
in cities and this is expected to rise to 70% by 2050,
according to the UN. But urbanisation has a heavy
carbon footprint; the built environment is estimated to be
responsible for over a third of global carbon emissions.
Ensuring that cities of the future are sustainable is one
of the most urgent challenges we face. All real estate
must be net zero carbon by 2050, but we currently see
very few real-world examples of how to adapt existing
buildings to be net zero carbon. Private capital has an
important role to play in showcasing the path to net zero
carbon for U.K. real estate in the decade ahead.
Affordability: Almost 15% of renters in the U.K. spend
at least 40% of their incomes on housing, according to
Eurostat, which limits household discretionary spending.
Increasing provision and quality of affordable housing
provides savings to allow families to spend more on
essential services that can improve their quality of
life. Affordable housing provides solutions to personal
affordability, but the theme extends across commercial
real estate by providing affordable accomodation to
business occupiers including small and medium-sized
enterprises and charities that provide a societal benefit
in job creation or service. Affordable rents play a role in
supporting such enterprises to ensure they have secure
tenancy and modern spaces to conduct their services
effectively.
Health and wellbeing: The pandemic has increased
our focus on these areas, but meeting the growing
demand for health and wellbeing services are familiar
challenges in the U.K. An aging population continues to
put further strain on the National Health Service, with
projections for hip and knee replacements to soar by
over 700% in the next 20 years. With growing demand,
NHS trusts are starting to think more commercially
about where services are located, moving from traditonal
hospital estates to other buildings within the community
including the conversion of redundant high street units.
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Education: Increasing access to education can improve
the overall health and longevity of a society, grow
economies, and even combat climate change. As the
U.K. population ages, so too does our workforce, and
the economic success of locations will be more heavily
dependent on older workers. The Government Office for
Science identified these challenges in its report ‘Future
of an Aging Population’. It states that:
“Learning and training will become of even greater
importance as the population ages. Learning throughout
our lifetimes will help us to participate for longer in the
labour market, build personal and mental resilience and
bring health and wellbeing benefits”.
Despite this, participation in adult education has fallen
in recent years. Real estate can play an active role by
providing spaces for apprenticeships and digital skills
platforms which often require face-to-face learning
for older people. Placing increased education-based
enterprises within our offices and industrial estates
directly links occupiers with a skilled labour force.
Rising inequality: The U.K.’s ‘levelling up’ agenda
highlights clear targets to reduce the levels of inequalities
found between and within U.K. geographies. Real estate
investment has a role to play to ensure that capital
reaches underserved regions. Any progress will made
on a strong foundation, with MSCI data indicating about
38% of assets (by capital value) within the U.K. index
were located within the most deprived regions at the end
of 2020.
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These big themes address some of the wider
changes occurring within society and form
part of Nuveen’s approach to tomorrow’s
world, which incorporates community,
technology and environmental factors when

of repurposed real estate, as discussed
earlier, as well as hybrid buildings within our
tomorrow’s world framework.

analysing investment markets through
changing structural themes. Such themes
also include the rise of working from home
and consumption technology, shown in
Figure 5 which illustrates the importance

Figure 5: Delivering social, environmental and financial objectives for tomorrow’s world
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Source: Nuveen Real Estate, March 2021

We believe the right buildings to deliver
impactful investments across commercial
real estate will include mixed use.
Multifunctional assets can provide
diversified income streams and create
synergies between occupiers.
Take an industrial park as an example.
We can change the fabric of the building
to become net zero carbon. The standing
tenants provide an income return, helping
to meet financial targets. If located in an
area of high unemployment, there is the
potential for underused units to be selected
for apprenticeship training schemes,
helping to provide skilled employees for the
industrial occupiers.

For real estate to address societal issues
in relation to health and education, our
property investments need to welcome
new occupiers. 2020 saw alternative
asset classes becoming increasingly
important, with investors trying to increase
their alternatives weightings. In reality,
alternatives such as health care and
education are a very small part of the
investable universe and account for less
than 3% of MSCI’s UK Real Estate Indexes.
Providing scale for investors is a challenge.
However, it is more tangible and also more
impactful to consider traditional real estate
sectors and how existing buildings can be
transformed into alternative assets that
service communities.
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What about financial returns?
Impact investing is not philanthropy. Financial
objectives are as important as social and
environmental factors. Assessing financial
returns inside an impact framework is often
dependent on asset specifics including
location.

Figure 6: Long-run historic returns
20-year total return, % p.a. (2000–2020)
Regions of deprivation:

Financial returns by U.K.
geography:
Levelling up plays an important role in U.K.
impact investment, and commercial real
estate needs to play its part in ensuring an
investment focus in underserved and deprived
regions. But does investing in such locations
mean sacrificing returns? Using MSCI’s UK
Quarterly Index, Nuveen filtered locational
performance by five areas of deprivation
from most deprived to least. Over a 20-year
history, we found no strong correlation of total
return performance by deprivation. Figure 6
illustrates long-run historical performance of
assets split by region of deprivation.
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Figure 7: Range of returns

Total returns, % p.a. (20-year average)

A deep dive into performance by regions of
deprivation highlights the variance and spread
of returns, with some geographies located in
the most deprived quintile showing significant
outperformance (Figure 7). Asset managers
who understand U.K. geographies with local
knowledge and sector expertise can unlock
performance such that investing across
regions of deprivation does not forgo returns.
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Building returns and impact creation
To meet additionality requirements, impact
investments are created rather than purchased,
and delivering on additional environmental
and societal needs will often mean increased
capital expenditure. To understand the
financial rewards of additional capex, Nuveen
analysed its historic £9 billion U.K. real estate
portfolio. Figure 8 illustrates the performance
of real estate sectors with different levels of
capex, ranging from zero to approximately
45%, split into quartiles.
In most sectors, capex led to increased
returns. The only exception is retail. This
sector has undergone significant repricing in
the past few years, so capex had no impact
on performance and diluted returns. Within
the capex buckets, there are wide variations
in individual asset performance, but the
purchase price is critical to understand how
capex can promote or dilute returns during
long-term investment periods and remains

a key feature in terms of assessing financial
rewards within an impact framework.

To meet
additionality
requirements,
impact assets are
created rather
than purchased

Assessing the long-term financial returns
of impact investments remains tricky given
this relatively new approach to real estate
investment and limited published data to
assess performance.
Nuveen Real Estate believes that impact
investment creates financial return in three
ways. The first is through the reduction of risk
by creating buildings which are relevant and
resilient. The second is by meeting changing
market demand and regulatory requirements
for low-carbon buildings to ensure that
asset values do not depreciate. And finally,
as transparency increases across asset
classes including real estate, impact assets
will be favoured by customers, occupiers
and investors, increasing the reputation and
demand for such products.

Figure 8: The relationship between capital expenditure and asset performance
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Combining social, environmental and financial rewards
Creating impactful investments within commercial real estate considers the balance between
environmental, societal and financial rewards. Environmental impact is ahead of societal impact
in terms of regulations and well-defined frameworks to work within, allowing a clearer direction
of deliverability. While there are numerous frameworks around the approach and measurement of
social impact, the concept is not as well developed as environmental impact. However, we firmly
believe that social impact is essential to address the societal inequalities felt around the country.
Real estate investment is by its nature an investment in a place and in the fabric of a local
community. It is therefore common sense that we should place social and community needs at
its heart. Such an approach should deliver the best outcomes for all stakeholders.

Purpose and profit
In the future, an ideal state may be one in which impact investing is no longer considered a
separate category. Instead, the social and environmental impacts will be fully integrated into the
investment process. Profit will be combined with a wider purpose, thus creating sustainable longterm value.
Until we reach that state we offer our framework and views, based on research and experience,
to help guide best practices for investors. The economic opportunity that comes with addressing
societal need creates differentiation opportunities for institutional investors and allows early
adopters to help shape the standards and practices of impact investing.
Impact investing offers an opportunity for the investment community to address some of society’s
fundamental challenges and for investors to act with confidence that their investment is delivering
long-term sustainable return for the widest set of stakeholders.
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For more information, please visit nuveen.com.

A word on risk
Investing involves risk; principal loss is possible. Debt or fixed income securities are subject to market risk, credit risk, interest rate risk, call risk, derivatives risk, dollar roll
transaction risk and income risk. As interest rates rise, bond prices fall. Below investment grade or high yield debt securities are subject to liquidity risk and heightened credit
risk. Foreign investments involve additional risks, including currency fluctuation, political and economic instability, lack of liquidity and differing legal and accounting standards.
Please note investments in private debt, including leveraged loans, middle market loans, and mezzanine debt, are subject to various risk factors, including credit risk, liquidity
risk and interest rate risk. Responsible investing incorporates Environmental Social Governance (ESG) factors that may affect exposure to issuers, sectors, industries, limiting
the type and number of investment opportunities available, which could result in excluding investments that perform well. This information represents the opinion of Nuveen,
LLC and its investment specialists and is not intended to be a forecast of future events and or guarantee of any future result. Information was obtained from third party sources
which we believe to be reliable but are not guaranteed as to their accuracy or completeness. There is no assurance that an investment will provide positive performance over
any period of time.
Nuveen, LLC provides investment advisory services through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not
provided in a fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific
course of action. Investment decisions should be made based on an investor’s objectives and circumstances and in consultation with his or her advisors.
The views and opinions expressed are for informational and educational purposes only as of the date of production/writing and may change without notice at any time based on
numerous factors, such as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain
“forward-looking” information that is not purely historical in nature.
Such information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio composition. Any changes to
assumptions that may have been made in preparing this material could have a material impact on the information presented herein by way of example. Past performance is
no guarantee of future results. Investing involves risk; principal loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy,
reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.

