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In this article, we look at the strong fundamentals of this emerging asset
class, as well as the opportunities and challenges for investors.

Chesterford Park, which occupies 250 acres south of Cambridge, has a long and storied
history. Originally a rambling estate built for a country gentleman in the 19th century,
complete with manor house and arboretum, it was converted into a hospital during the
Second World War.

Today, you will find a clutch of sleek modern buildings nestled among oak trees and
well-tended lawns. In a far cry from its staid Victorian beginnings, the site is now a fizzing hive
of scientific activity and entrepreneurial spirit. Its buildings house cutting-edge research
facilities, where life-sciences companies carry out vital experiments.

Chesterford Research Park, as it is known, was acquired by Aviva in 2000 and Aviva
Investors is planning to develop it further alongside its joint-venture partners, adding new
buildings and infrastructure to accommodate tenants as their operations expand. The
roster includes pharmaceutical giants such as AstraZeneca as well as smaller start-ups
linked to Cambridge University.

The ongoing development of the park illustrates the wider growth of life-sciences real estate
in the UK. Propelled by the rise of the biotech industry, which needs R&D and manufacturing
facilities - especially in the so-called “Golden Triangle” that links London with the world-class
universities of Oxford and Cambridge - the sector is attracting domestic and global capital.
Singaporean sovereign wealth fund GIC recently bought a £160 million stake in a similar site,
the Oxford Science Park.2

In total, £339 million of assets were bought and sold in the Golden Triangle in the first quarter
of 2023, an increase over the same period in 2021 and 2022 despite the challenges posed

by rising interest rates.2 The boom in life sciences is contributing to a change in the overall
composition of the UK real-estate sector, adding useful diversification to a market still
dominated by retail, offices and industrial assets (see Figure 1). The European life-sciences
sector, too, is seeing growth, especially in emerging clusters around leading universities and
hospitals in countries such as France, the Netherlands and Switzerland.*

Figure 1. UK real estate valuation index weightings (per cent)
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The growth of life sciences

The life-sciences sector has been rising in popularity among real-estate investors for some time,
which can be attributed in part to structural drivers (see Figure 2).

Simply put, life sciences refers to the study of living organisms, encompassing a variety of
disciplines, from pharmaceuticals to biotech. For example, health life science can involve
the application of new technology in the diagnosis and treatment of health conditions. The
COVID-19 pandemic acted as a catalyst for growth as companies raced to produce vaccines
and treatments, in the process highlighting the social and wider economic benefits the
industry can deliver.

Figure2. The main drivers of sector growth

Ageing
population

Big Pharma
to Biotech
and R&D

Lifestyle
diseases

COVID-19
growth
in funding

Healthcare
expenditure

Source: Source: Aviva Investors; Office for Life Sciences, 2019.

Over the longer term, ageing populations in developed economies are expected to provide

a further structural tailwind. As people age, there is an increasing need for medical care and
new treatments. No wonder, then, total expenditure on pharmaceutical R&D is expected to
rise at a compound annual growth rate of 2.6 per cent between 2021 and 2028 to $285 billion
(see Figure 3).
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Figure 3. Worldwide pharma R&D spend, 2014-2028
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Source: MSCI/IPD UK, Q4 2022.5

Investment and policy

The availability of funding is particularly important as companies often have to spend
heavily on R&D prior to significant discoveries. In this respect, the UK is among the
fastest-growing markets, with 2021 a record-breaking year for investment: £4.5 billion
was raised in public and private financing. Initial public offerings (IPOs) totalled £1.3
billion, an increase of 434 per cent from the previous year.6 That momentum continued
into 2022, with the UK life-sciences and biotech sector raising £457 million in the first
quarter (although the total for the year was lower than 2021, at £1.7 billion).”

Recognising life sciences as a critical industry, the UK government is getting behind
the sector. On May 25, 2023, Chancellor Jeremy Hunt unveiled a £650 million package
of support as part of a broader plan to make the UK a “science and technology
superpower” by 2030.8° The government also announced an extension to the end of
September 2023 of the Horizon Europe Guarantee scheme, which protects funding for
UK research.°

Mainland Europe, too, has seen significant growth in life sciences in the wake of the
pandemic. Recent months have seen new investment into scientific research parks in
established markets such as Paris and the Netherlands and new centres of excellence
emerging, with Belgium, Sweden, Denmark and Germany among the markets to watch."

These trends have important implications for real-estate investors. Global venture-
capital funding is down, partly due to higher interest rates, meaning the strong historic
growth in this sector cannot be extrapolated into the future. But we still anticipate
moderate growth. Importantly, life-sciences companies require physical space in which
to operate. Unlike service industries that have pivoted to remote or hybrid working
since the pandemic, reducing overall demand for office space, these firms rely on
laboratories to conduct research, along with manufacturing facilities in which they can
develop and commercialise it. But there is a mismatch between the demand for space
and the available stock in many markets.
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The UK’s Golden Triangle

Assessing the life-sciences real estate market requires a focus on clusters. As is the case
for most knowledge-intensive industries, being near their peers enables life-sciences
companies to share knowledge and resources, with opportunities for collaboration and
idea-sharing usually outweighing drawbacks such as competition for resources and
talent.’2 Proximity to leading research institutions, such as universities, is also crucial

- many life-sciences companies originally started as commercial spinouts from university

research departments.

Figure4. R&D driving growth in UK life sciences, 2009-2021
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The fastest-growing clusters, such as the Golden Triangle, are where employment is
concentrated and the need for laboratory and manufacturing space is most pressing

(see Figures 5 and 6). London represents the largest share of investment activity (see Figure 7)
and is playing an increasingly important role as a hub for leading life-sciences companies,
particularly in the sub-markets of King’s Cross, White City and part of East London.
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Figure 5. Employment in UK life sciences by region, 2021 (per cent)
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Investment is also strong in Oxford and Cambridge. A total of 1.39 million sq. ft. of life-sciences
real estate was occupied across the Golden Triangle in 2022 - the highest figure in half a
decade, according to Savills."s With supply constrained - vacancy rates for fitted laboratory
space are below one per cent in London and Cambridge and less than seven per centin
Oxford - rents are being forced higher. Savills estimates rents for fitted lab space could rise by
as much as 25 per cent to £100 per sq. ft. over the next three years.'¢
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Figure 6. Employment in the biopharma sector by local authority district, 2021
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The growth of the Golden Triangle is a good example of how clusters often expand from a
specific area into multifaceted regional ecosystems. It also shows how competition for space
within successful clusters can become fierce, pushing up asset prices. This has led some
investors to look elsewhere in the UK and Europe for new clusters.
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Figure7. UK life science VC funding by geography (£ million)
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Emerging clusters across Europe

So, where could the next great life-sciences hub be located? To answer this, we need to identify
the characteristics occupiers are looking for.

In many cases, these are similar to those sought by most office-market tenants, such as on-site
or local amenities. One significant trend has been the move towards more flexible use of space
among life-sciences companies, with some new developments featuring an equal divide
between so-called “wet lab” space - traditional lab facilities where water, chemicals and live
organisms can be stored - and “dry labs”, where experimental processes can be digitised
through simulations. In addition, occupiers may be looking for a combination of private lab
space - often for reasons of confidentiality - and managed communal laboratories for

occasional use.

As companies are now able to undertake more research tasks in dry labs and require less space
and infrastructure for direct experimental work, they can take up locations in cities rather than
out-of-town facilities. One example of a cutting-edge urban life-sciences facility is The Francis
Crick Institute in London, a so-called “superlab” with an open-plan layout, abundant dry-lab
areas and extensive collaborative space. State-of-the-art experimental facilities are located in
the basement and shared among on-site researchers.'8

Our analysis in Figure 8 shows the top 15 European urban locations for life sciences based
on metrics including the quality of their clusters, scale and access to talent, funding and
governance. Established life-sciences centres such as London, Oxford, Munich, Paris and
Cambridge rank near the top.
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Figure 8. Top 15 European life-science urban locations
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Source: Aviva Investors: July 2023.

In the UK, Oxford leads Cambridge in this ranking based on the quality of its overall academic
research - a key driver of future company growth. But there are nuances. For example,
Cambridge is ahead of Oxford in the subfields of artificial intelligence-enabled biotech and
medical technology research, partly because the former has a stronger tech cluster and
opportunities for collaboration and knowledge exchange between the two industries are
more abundant in Cambridge. This shows the importance of considering broader industry
specialisms in a location and one reason there has been more real-estate lease activity in
Cambridge than Oxford.

In Figure 9, we look deeper to analyse where new clusters are forming and consequently where
demand for space may increase. Locations such as Paris, Stockholm, Munich, Greater
Amsterdam and the Medicon Valley cluster in Copenhagen-Malmao appear likely to offer
opportunities as the market develops, given their strong demand scores in our propriety index.

There are also likely to be opportunities in some of continental Europe’s smaller cities, which
are not featured in our index. The crucial factor will be the strength of academic institutions;
based on this criterion, locations to watch include Aarhus in Denmark, Uppsala in Sweden,
Leuven in Belgium and Heidelberg in Germany.
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Figure9. A framework for identifying the next life-sciences hotspots in continental Europe
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Implications for real-estate investors

Picking a location where demand is likely to be sustained is particularly important for investors in this

type of real estate.

The upfront capital commitments required for life-sciences property tend to be higher than for
traditional offices because of the increased expense of laboratory fit-outs (labs often require reinforced
structures for heavy equipment such as centrifuges, along with high ceilings to accommodate pipework).
In the event demand ebbs and the asset needs to be backfilled with different tenants, converting a
life-sciences property into a traditional office may require significant additional expenditure.

There are other risks to consider. Among smaller pharmaceutical companies, for example, a failed drug
trial can bring an abrupt end to a business - and its capacity to pay rent. For larger firms, regulation
may curb the profits they can make from new drugs, affecting their capacity to invest in new research.
Investors should also monitor M&A activity, as consolidation can reduce the need for space.

Despite these factors, the structural tailwinds for the industry are compelling and fundamentals across
life-sciences real estate are strong: rents for suitable property can be 30 per cent higher than for office
buildings in some markets, while vacancy levels are often much lower.

Investors who get their location calls right, and understand the technological forces driving the industry
and its evolving use of space, should be able to take advantage of opportunities, whether they lie in
urban lab space or dedicated out-of-town facilities such as Chesterford Research Park. Although
maintaining and nurturing sites can be challenging - and operational intensity high - tenants benefit
from being close to their peers and research parks can be developed and expanded as and when these
companies grow and need more space.

This kind of active asset management is usually a better way of driving returns than trying to access
market beta by allocating capital to a growing sector in a less targeted way. It can also make a tangible
difference to the companies themselves as they pursue their ground-breaking work, one eureka
moment at a time.
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Key risks

Investment risk

The value of an investment and any income from it can go
down as well as up and can fluctuate in response to changes
in currency and exchange rates. Investors may not get back
the original amount invested.

Credit and interest rate risk

Bond values are affected by changes in interest rates and the
bond issuer's creditworthiness. Bonds that offer the
potential for a higher income typically have a greater risk of
default.

Derivatives risk

The fund uses derivatives; these can be complex and highly
volatile. Derivatives may not perform as expected, which
means the fund may suffer significant losses.

Iliquid securities risk

Certain assets held in the fund could, by nature, be hard to
value or to sell at a desired time or at a price considered to
be fair (especially in large quantities), and as a result their

prices could be very volatile.

Sustainable investing risk

The level of sustainability risk may fluctuate depending on
which investment opportunities the investment manager
identifies. This means that the strategy is exposed to
sustainability risk which may impact the value of

investments over the long term.
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Important Information

THIS ISAMARKETING COMMUNICATION

Except where stated as otherwise, the source of all information is Aviva
Investors Global Services Limited (AIGSL). Unless stated otherwise any
views and opinions are those of Aviva Investors. They should not be
viewed as indicating any guarantee of return from an investment
managed by Aviva Investors nor as advice of any nature. Information
contained herein has been obtained from sources believed to be
reliable, but has not been independently verified by Aviva Investors and
is not guaranteed to be accurate. Past performance is not a guide to the
future. The value of an investment and any income from it may go down
as well as up and the investor may not get back the original amount
invested. Nothing in this material, including any references to specific
securities, assets classes and financial markets is intended to or should
be construed as advice or recommendations of any nature. Some data
shown are hypothetical or projected and may not come to pass as
stated due to changes in market conditions and are not guarantees of
future outcomes. This material is not a recommendation to sell or
purchase any investment.

The information contained herein is for general guidance only. It is the
responsibility of any person or persons in possession of this information
to inform themselves of, and to observe, all applicable laws and
regulations of any relevant jurisdiction. The information contained
herein does not constitute an offer or solicitation to any person in any
jurisdiction in which such offer or solicitation is not authorised or to any
person to whom it would be unlawful to make such offer or solicitation.

In Europe, this document is issued by Aviva Investors Luxembourg S.A.
Registered Office: 2 rue du Fort Bourbon, 1st Floor, 1249 Luxembourg.
Supervised by Commission de Surveillance du Secteur Financier. An
Aviva company. In the UK, this document is by Aviva Investors Global
Services Limited. Registered in England No. 1151805. Registered Office:
80 Fenchurch Street, London, EC3M 4AE. Authorised and regulated by
the Financial Conduct Authority. Firm Reference No. 119178. In
Switzerland, this document is issued by Aviva Investors Schweiz GmbH.

In Singapore, this material is being circulated by way of an arrangement
with Aviva Investors Asia Pte. Limited (AIAPL) for distribution to
institutional investors only. Please note that AIAPL does not provide any
independent research or analysis in the substance or preparation of this
material. Recipients of this material are to contact AIAPL in respect of
any matters arising from, or in connection with, this material. AIAPL, a
company incorporated under the laws of Singapore with registration
number 200813519W, holds a valid Capital Markets Services Licence to
carry out fund management activities issued under the Securities and
Futures Act (Singapore Statute Cap. 289) and Asian Exempt Financial
Adviser for the purposes of the Financial Advisers Act (Singapore Statute
Cap.110). Registered Office: 138 Market Street, #05-01 CapitaGreen,
Singapore 048946.

In Australia, this material is being circulated by way of an arrangement
with Aviva Investors Pacific Pty Ltd (AIPPL) for distribution to wholesale
investors only. Please note that AIPPL does not provide any
independent research or analysis in the substance or preparation of this
material. Recipients of this material are to contact AIPPL in respect of
any matters arising from, or in connection with, this material. AIPPL, a
company incorporated under the laws of Australia with Australian
Business No. 87 153200 278 and Australian Company No. 153 200 278,
holds an Australian Financial Services License (AFSL 411458) issued by
the Australian Securities and Investments Commission. Business
address: Level 27, 101 Collins Street, Melbourne, VIC 3000, Australia.

The name “Aviva Investors” as used in this material refers to the global
organization of affiliated asset management businesses operating
under the Aviva Investors name. Each Aviva investors’ affiliate is a
subsidiary of Aviva plc, a publicly- traded multi-national financial
services company headquartered in the United Kingdom.

Aviva Investors Canada, Inc. (“AIC”) is located in Toronto and is based
within the North American region of the global organization of affiliated
asset management businesses operating under the Aviva Investors
name. AIC is registered with the Ontario Securities Commission as a
commodity trading manager, exempt market dealer, portfolio manager
and investment fund manager. AIC is also registered as an exempt
market dealer and portfolio manager in each province of Canada and
may also be registered as an investment fund manager in certain other
applicable provinces.

Aviva Investors Americas LLC is a federally registered investment advisor
with the U.S. Securities and Exchange Commission. Aviva Investors
Americas is also a commodity trading advisor (“CTA”) registered with
the Commodity Futures Trading Commission (“CFTC”) and is a member
of the National Futures Association (“NFA”). AIA’s Form ADV Part 2A,
which provides background information about the firm and its business
practices, is available upon written request to: Compliance Department,
225 West Wacker Drive, Suite 2250, Chicago, IL 60606.
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