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THE DEATH OF SOCIAL RESPONSIBILITY IN PROPERTY IS MUCH EXAGGERATED

EXECUTIVE SUMMARY

. Climate change and the social and political respo  nses to it are long
term in nature and unlikely to be side-lined by sho  rt term economic
circumstances.

. There is a still a tremendous amount that respons  ible property
investors can and should be doing to address social and environmental
Issues.

. In the current economic climate, the pressures on tenants and
property investors to behave in an environmentally and socially
responsible manner have not diminished and, indeed, may have increased.
With increased energy and other resource costs, it is logical for users of

the built environment to reduce consumption, increa se reuse and recycle.

. Despite budgetary issues, the political will to t ackle climate change
is undimmed and the less that governments are able to do directly to
achieve their goals, the more they will look to the private sector to help
them do so. Given that (a) many believe the toolsa nd techniques for
increasing energy efficiency and decreasing energy demand in the built
environment already exist; and (b) the potential fo ~ r environmental gains
are huge, the property industry is likely to experi ence substantially
increased attention from governments in the years g oing forward with
respect to the “green agenda”.

. Clearly, if certain actions or equipment cost mor e or have long
payback periods, they may well be avoided inthe cu  rrent economic
environment. However, it is too simple to believet  hat any and all
responsible actions cost more. Indeed, the opportun ities to make short
and medium term cost savings that help environmenta | goals are manifold
and should continue to be sought and implemented by property owners
and occupiers.




Introduction

There is a view abroad that the current economisiscrmeans responsible property
investment has become unviable and is currentlggoshunted down or off the corporate
agenda. This brief paper reviews that contentiod aoncludes that sustainability in

property and responsible property investment prastgenerally remain just as important
today and potentially more so than when the econandlyfinancial markets were in better
health.

What has changed?

The rapid and substantial rise of sustainabilitythe consciousness of governments,
corporates and civic society has been fuelled despread and growing concerns about
the long term implications of climate change on thectioning and well being of our
planet. This has, in turn, triggered extensive @yqgacross the globe into the means by
which future climate change can be mitigated or hauwnan activity can be adapted to
better cope with it.

Under growing government pressure and the critey¢ of a burgeoning array of
concerned stakeholders, the users and owners pégpyohave taken substantial action in
recent years, voluntarily or otherwise, to playitipart in addressing what they perceive to

be a collective global problem.

If responsible property investment is somehow nowetreat, which of the original drivers
have switched into reverse? In what follows, weéicaily review whether there has been
any real diminution in the pressures on propengstors and occupiers to act, and whether
the market logic behind investing responsibly impgarty has been changed by current

property market conditions.

Finally, the paper examines whether it is necelys#iie case that “sustainability costs

more and can, therefore, no longer be affordedivloether, in today’s difficult economic



conditions, the sorts of cost reducing measures$ hlase accompanied much of the
thinking on sustainability to date have become nmatieer than less important.

No let up in the political drive

Looking at the main external driver pushing theusstdy towards more responsible
property-related activity, there seems little ewicke of any softening in the desire for
governments around the world to pursue a “greendaje While it may be true that
governments are experiencing competing and urgesspres on their own time and
resources generally, their position remains ongobdtelenting in the pursuit of greening
their economies. Rather, there is increasing ratiogrthat gratuitous excess and waste can
not be allowed to continue and that there is econ@pportunity in the burgeoning

imperative of addressing climate change.

It may be the case that governments have less ntorspend on speculative developments
in green technology. However, if this is so, itiMikely result in them placing increased
emphasis on securing their promised environmemtallsghrough “lean tech” approaches

to problems like carbon mitigation. It is cleartth@anaging energy demand down and
increasing energy efficiency offer relatively easlyeap and material steps towards meeting
promised governmental environmental targets. inseequally clear that the less able
those same governments are to generate or driea gadutions themselves, the more they
will pressure others, like the property industoyathieve their targets for them.

The significance of the built environment to res@unsage and G@nd other emissions,
and the relative ease with which it can be managedake substantial environmental gains
(especially given the growing evidence that margaghtools and technologies already
exist to do so) means that it is far more likelgttovernments will increase rather than
decrease the pressure on property related busgigsiee medium term. Property remains
a (if not “the”) natural prime target for policytamn. Furthermore, in this economic climate,

it seems very plausible that politicians could wkill two birds with one stone” by also



seeking to raise revenue from environmentally dangggctivities and assets like energy
inefficient properties.

Thus, given that governments have not “gone saftSustainability but are less able to
deliver directly on the issue, it seems that thermal pressures on property-related
businesses to behave responsibly are more likaigeaather than fall in the medium term.
Even if they wanted to, the time that governmeatgehalready spent on the design and
delivery of new environmental legislation and regian (plus the collective opprobrium
that would ensue) precludes any likely relaxationetrenchment in their efforts to combat

climate change.)

Enhancing returns, reducing risks and eliminating c ost

Like the main external, governmental driver, themfaternal” investment drivers behind

responsible property investment and occupatioralse@unchanged and are as follows.

Much of the appeal of sustainability to corporatétes relates to simple matters of
efficiency and the elimination of waste and relatedts. This is just as true in respect of
property occupation as in any other industry. Hosvexodest, in difficult economic times
like today, investment managers’ will turn theiteattion to finding cost reductions or
delaying operational capital expenditure. Much titdwand ingenuity is currently being
given by corporate managements around the worddueezing out operating costs and
enhancing returns wherever the opportunity arieegering energy, water and waste costs
through improved housekeeping and better managemadits are all aspects of this. In
today’s economic, those already doing such thihgsilsl feel under relatively less pressure

than those who have done little to date.

Similar arguments arise when we look at the prgpestestment dimension of
sustainability. We have already noted that tenantsinvestors are under increasing
pressure to respond to (and, very often exhibit then genuine concerns about) the
environmental and social impacts of the propethey occupy and invest in. This is
steadily leading them to favour “green” over “naregn"” properties when renting and



investing. The development of green building labglsystems (BREEAM, LEED, Green
Star, CASBEE and others) for new and existing gs is making this easier for tenants
and investors to exercise their preferences inrdgpect. The most prominent exponents of
these trends to date on the occupational sidehargrowing number of governmental
bodies that will only occupy the most sustainabitgoprties. However, they are being
accompanied or followed swiftly by leading natioaad multinational companies, with

smaller enterprises sure to follow.

The exercise of these preferences will clearly ichp@e risk premium and depreciation
rates that investors apply to prospective investmand will potentially, if not already
priced in-, impact the value and the subsequemsiment performance of those assets.
For example, if tenants prefer to lease green img&lthen the depreciation rate on non-
green buildings will rise as their achievable rdatsbehind in relative terms. Similarly, the
risk premium for non-green properties should aise because such buildings take more

time to let up or transact than their green coynates.

So, if markets are truly about choice and it isé¢kercise of that choice that leads to non-
green assets underperforming their green countsrgaing forward, should we not
naturally expect this to be especially the cagbeabottom of a market cycle when tenants

and investors can exercise the greatest choice albwi they decide to let or own?

The impact of sustainability on asset pricing aadgrmance will more likely be
exaggerated than diminished in today’s difficulbperty market conditions and, as such, it
would surely be counterproductive for investorsaiax their focus on sustainability issues

at this stage in the market cycle.

Maintaining reputation

Probably the most self-serving reason that propetiated and other businesses have to
behave responsibly is that of avoiding reputatioisi and criticism for acting contrary to
prevailing social norms. As such, in the face ef ghowing evidence of the harmful effects



of climate change, it seems unlikely that any camypaould want to be seen to “back-
pedal” materially on sustainability, irrespectiviettoe economic climate.

Furthermore, asset owners are going to put inarggsiessure on their investment
managers to ensure that their own reputationsarsutlied by inappropriate investments
or actions made on their behalf. Given the obviemaronmental impact of properties,

particularly commercial properties, this will bgesially so for property fund managers.

The increasing transparency brought about by tlieming range of building standards,
disclosure practices and measurement regimes damednforce this. Even in this
economic climate, responsible developers and iovestill still want to continue to be
seen to develop high standard buildings and rethecenvironmental impacts of existing

assets. They will not welcome being seen as “gsitte

Ask not what sustainability can do for you....

We have shown above that there are strong reasdigiéve that the desire to occupy and
invest in property in responsible ways has not bextess relevant simply because
economic circumstances have deteriorated. Howexeneed to go further and explore the
notion that sustainability is now slipping down @nigendas of investors and corporate
entities because it “costs more” and, in the cureennomic climate, rational actors can

therefore do less of it.

Whilst appearing intuitive initially, this argumeowerlooks three things. First, not
“everything” a responsible property investor orgier might do costs more. Indeed, an
extensive and growing literature exists to show there are many responsible things can
be done to better manage the environmental impdgioperty assets that either cost the
same or less than “ordinary” activities. Poor eaoimoconditions generally should not be
used as an excuse not to take such opportunitiegitace the environment impact of

existing buildings or new constructions.



Second, such an argument also depends on tenahitsvastors being unwilling to pay
extra for the inclusion or existence of sustaindé#&tures in a building, if they are
economically viable. Clearly, if demonstrably attree paybacks arise as a result of lower
running costs in the face of rising energy and iotésource cost, or though enhanced
business and worker performance (commonly assadcvatd greener buildings) then such
investments should still be pursued. There is & Y&t the association of “sustainability”
and greater cost’ is, in any event, now more peetkthan real. If tenants are asked
whether they want a “sustainable building” manyerenow, will respond “no” because of
an embedded belief that such a property will castento rent and run. However, if asked
whether they want lower running costs, more dayligatter views, higher productivity,

healthier staff and better amenities, tenants wanklver differently.

Third, and in any event, responsible property itmssand occupiers should always be
turning the cost-benefit equation upside down taldsh the (many) responsible actions
that can be implemented at low and no cost. Fomgla by eliminating inefficiencies in
resource use and cheap to set up, energy, watevasid management systems generally
show a rapid pay back and ultimately increasedtsd teturn to a property portfolio. In
difficult market conditions , such practices in@eaather than decrease in importance.

Clearly, where actions and equipment relating sianability do cost more then, in hard
times, they will be avoided. However, this must blidd anyone to the substantial
contributions responsible property businesses calterto carbon mitigation and efficient
resource usage that are financially viable. Noughd obscure the ingenuity of businesses
in developing skills and processes to increaseitiverse of cost-effective solutions. In
both cases, difficult economic conditions are nptstification for not trying.

Conclusion

The pressures on tenants and property investdrshave in an environmentally and
socially responsible manner have not diminishedeéul, if anything, they are likely to
have increased in these hard times. While othaneoa issues are clearly grabbing

today’s headlines, the importance of behaving nesibdy remains undiminished.



Similarly, the business logic surrounding the resiiole occupation of, and investment in,
property remains firmly in place. Indeed, given #timosphere of cost consciousness and
the enhanced choice that exists in today’s tenashiravestment markets, such a logic is

potentially at its strongest.

Furthermore, the political will to tackle “greerssues has certainly not diminished.
Arguably, the less that governments are able tdidwtly to achieve their goals, the more
they will depend on others to achieve them. No stiguis likely to feel this increased level
of attention more than property where the genezadgption is that the tools and
techniques for increased energy efficiency andedesad energy demand already exist but
are insufficiently applied, and that the potengiaVironmental gains from such actions are

perceived to be significant.

Climate change and the social and political coreand responses to it, are long term in
nature. As such, they are unlikely to be side-lihgdhort term cyclical economic crises,
however bad they may be. Clearly, where forms tba@and equipment do cost more, they
will be avoided in the current environment. Howeveis simply not the case that all
responsible actions cost more. There is still mémdous amount that a willing and
responsible property industry can and should begitm address sustainability related
issues, even in these difficult economic times. Gimeent economic malaise is not a reason

to stop trying. Our world is too precious for that.
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DisCLAIMER NOTICE

The information contained in the report is
meant for informational purposes only and
is subject to change without notice. The
content of the report is provided with the
understanding that the authors and
publishers are not herein engaged to
render advice on legal, economic, or other
professional issues and services.
Subsequently, UNEP FI is also not
responsible for the content of web sites and
information resources that may be
referenced in the report. The access
provided to these sites does not constitute
an endorsement by UNEP FlI of the
sponsors of the sites or the information
contained therein. Unless expressly stated
otherwise, the opinions, findings,
interpretations and conclusions expressed
in the report are those of the various
contributors to the report and do not
necessarily represent the views of UNEP FI
or the member institutions of the UNEP FI
partnership, UNEP, the United Nations or
its Member States.

While we have made every attempt to
ensure that the information contained in the
report has been obtained from reliable and
up-to-date sources, the changing nature of
statistics, laws, rules and regulations may
result in delays, omissions or inaccuracies
in information contained in this report. As
such, UNEP FI makes no representations
as to the accuracy or any other aspect of
information contained in this report.

UNEP FI is not responsible for any errors or
omissions, or for any decision made or
action taken based on information
contained in this report or for any
consequential, special or similar damages,
even if advised of the possibility of such
damages.

All information in this report is provided “as
is”, with no guarantee of completeness,
accuracy, timeliness or of the results
obtained from the use of this information,
and without warranty of any kind,
expressed or implied, including, but not
limited to warranties of performance,
merchantability and fitness for a particular
purpose. The information and opinions
contained in the report are provided without
any warranty of any kind, either expressed
or implied.

COPYRIGHT NOTICE

The report and the contents of the report remain
the sole property of the UNEP Finance Initiative.
None of the information contained and provided in
the report may be modified, reproduced,
distributed,  disseminated, sold, published,
broadcasted or circulated, in whole or in part, in
any form or by any means, electronic or
mechanical, including photocopying, or the use of
any information storage and retrieval system,
without the express written permission from the
UNEP FI secretariat based in Geneva or the
appropriate affiliate or partner. The content of the
report, including but not limited to text,
photographs, graphics, illustrations and artwork,
and names, logos, trademarks and service marks,
remain the property of UNEP FI or its affiliates or
contributors or partners and are protected by
copyright, trademark and other laws.




ABOUT UNEP FINANCE INITIATIVE

The United Nations Environment
Programme Finance Initiative (UNEP FI)
is a strategic public-private partnership
between UNEP and the global financial
sector. UNEP FI works with over 170
financial institutions that are Signatories
to the UNEP FI Statements, and a range
of partner organizations, to develop and
promote linkages between the
environment, sustainability and financial
performance.

Through a comprehensive work
programme, regional activities,

training and research, UNEP FI

carries out its mission to identify,
promote, and realize the adoption

of best environmental and sustainability
practice at all levels of financial
institution operations.
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