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The measure of greener buildings
More than any other asset class, real estate is perhaps 

most conducive to impact investing. Traditionally, these 

strategies have centred on social improvements such 

as public housing, educational facilities and healthcare 

developments. However, as investors are called upon to 

channel more of their capital to help reduce the impact  

of environmental damages, they are seeking ways to  

make a meaningful contribution to mitigate climate risks.

The building and construction sector accounted for about 

37% of global energy-related carbon dioxide (CO2) 

emissions in 2020, according to the United Nations 

Environment Programme.1 However, carbon emission 

levels typically account for a much higher proportion of 

city emissions. In a study with 108 global major cities, 

more than 70% of the city emissions came from the built 

environment in half the cities analysed.2 To reach net-zero 

greenhouse gas (GHG) emissions by 2050, the sector 

will need to halve emissions by 2030, estimates the 

International Energy Agency (IEA). 

While new buildings with higher environmental standards 

will play a crucial role, we believe investors can make as 

much if not more impact by focusing on the existing stock of 

buildings. According to the European Commission, buildings 

are “the single largest energy consumer in Europe,” 

responsible for about 40% of the total. Moreover, about  

35% of the EU’s existing buildings are more than half a 

century old, with the vast majority expected to still be 

around by 2050.3

Reducing emissions will require substantial investments 

to retrofit and refurbish, along with enforcing the use of 

renewable energy. And as Russia’s invasion of Ukraine 

highlighted, Europe’s reliance on imported fossil fuels is 

proving fragile. The case for reducing operational energy 

usage in existing buildings has become even more critical 

- not only to mitigate the effects of climate change but also 

to save energy costs while enhancing user experience and 

services in buildings. 

However, investors have questioned just how much of 

a difference real estate impact strategies can have on 

decarbonising the real economy. Furthermore, how can 

impact be defined, measured and verified? In a survey 

conducted in 2021 by Longitude, a Financial Times 

company, and Fidelity International, 43% of asset owners 

and 34% of wealth managers cited “difficulty setting 

balanced targets to ensure impact on decarbonising  

the real economy” as a major barrier to reducing  

portfolio emissions.4

The crux of the issue is the lack of quality, standardised 

and comparable data for determining climate impact, 

set against the imperative to be ever more transparent 

about impact measurements. Within the real estate 

sector, investors must rely on a broad and varied set of 

regulations, guidelines and labels spanning international, 

regional and asset-specific frameworks that are rapidly 

evolving. 

In this paper, we aim to illustrate how to manage these 

challenges by establishing comparable metrics based on 

existing methodologies so that investors can better assess 

where they stand in relation to their climate goals. We will 

also discuss how a climate impact strategy in real estate 

can be defined, designed to address existing challenges 

and measured to gauge progress in the transition to a 

greener global economy.

Defining impact investing
There is no universal set of rules applied to impact 

investing. As such, investors take very different approaches, 

often based on the organisational ESG goals they are 

trying to achieve. Commitments can include income-

focused social impact bonds funding affordable housing 

or higher-risk venture capital targeting a novel healthcare 

solution. Having a clear intent of the strategy is critical 

because it determines how to measure, monitor and report 

on the progress. Unlike traditional portfolio construction, 

impact investing has both performance and impact risk 

components. (See Figure 1)

In general, impact investments must be made “with the 

intention to generate positive, measurable. social and 

environmental impact alongside a financial return,” 

according to the Global Impact Investing Network (GIIN). 

For real estate impact strategies, we rely on the European 

Association for Investors in Non- Listed Real Estate (INREV), 

which we believe provides the most applicable definition. 

According to INREV, an impact investing strategy must have 

a clear intention to contribute positively to solving a social 

or environmental problem alongside a financial return. 

While new buildings with higher 
environmental standards will play a  
crucial role, we believe investors can 
make as much if not more impact by  

focusing on the existing stock of buildings.

https://www.fidelityinstitutional.com/en-gb/sustainable-investing/research
https://www.fidelityinstitutional.com/en-gb/sustainable-investing/research
https://www.fidelityinstitutional.com/en-gb/sustainable-investing/research
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There are three core characteristics: intentionality, 

additionality and measurability.5 Furthermore, supporting 

data to measure impact should be comparable, relevant 

and reliable. However, metrics used to support impact 

performance may require updating, depending on 

regulations, industry best practices and technology 

advances available to collect, manage and analyse 

building management data. Collaboration with external 

parties is key to ensuring robust impact measurement and 

reporting, as it helps provide transparency and alignment 

with industry best practices. 

Real world additionality
At the heart of impact investing is the concept of 

‘additionality’, which stipulates that the investment must 

“increase the quantity or quality of the social and/or 

environmental outcomes beyond what would otherwise 

have occurred,” according to INREV. 

In real estate, increasingly important is the role of 

embodied carbon, defined as the emissions generated 

from various activities during construction and use 

phases in the life of a property, such as the extraction, 

manufacturing, transporting, installing and disposing of 

construction materials and products. This can include 

the manufacturing, transport and assembly of building 

materials such as cement, steel and glass. Throughout 

the lifecycle of a building, embodied carbon to construct 

a new green building typically accounts for anywhere 

between 30% and 50% of the total carbon footprint 

before it is completed, depending on factors such as 

building materials and building techniques. For example, 

embodied carbon accounts for about 35% of the lifecycle 

carbon emissions of a new build in central London upon 

completion. (see Figure 2)6

Relative to newly built green properties, we believe 

deliberately buying poorer ESG performers and improving 

their sustainability standards should have higher impact 

potential largely because it cuts out a significant portion of 

the upfront embodied carbon, which is irreversible. 

Another challenge in managing the climate crisis is how 

to improve the energy efficiency of existing buildings at 

scale. According to European Commission, three-quarters 

of the region’s building stock is outdated from an energy 

Figure 1: Spectrum of investments

Figure 2: Whole life-cycle carbon emissions, London 
office building

Source: European Association for Investors in Non- Listed Real Estate (INREV), 2020.

Source: Royal Institution of Chartered Surveyors (RICS), 2017.
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efficiency perspective, with only about 1% renovated each 

year when at least 3% is needed to align with the Paris 

Agreement. While building energy codes are becoming 

stricter to address this need, they have not been updated 

quickly enough. That is where asset owners working in 

tandem with tenants and suppliers have an opportunity 

to make a measurable, verifiable and additive impact by 

creating a comprehensive, net zero pathway specific to 

each building based on best practices and the most  

up-to-date technologies available.

Third, building improvements with the highest potential 

to reduce emissions should be prioritised. Since heating, 

cooling and lighting facilities dominate energy-related 

emissions when operating buildings7, they are the 

activities investors should initially target. For example, 

decarbonisation can be accomplished by replacing natural 

gas with renewables - either through onsite generation 

or directly purchasing renewable energy. This can be 

combined with smart management systems complete with 

sensors to optimise energy use. Additionally, replacing 

high-emitting heating and cooling systems with more 

modern, energy-efficient models can further reduce 

emissions.8 Retrofits and renovations also benefit from 

lower upfront costs relative to new builds and potentially 

more stable returns. And as demand for sustainable 

buildings rises, a ‘green premium’ can be achieved through 

the expected increase in rental and property value. 

However, not all properties will have the same impact 

potential, and we believe attractive opportunities are 

most likely in the office sector. Relative to warehouse and 

logistics, for example, offices often have a higher capital 

value per square metre, so retrofitting costs are relatively 

lower per square foot for the latter on a risk-adjusted basis. 

Compared to the retail sector, which generally needs 

to prioritise supply chain decarbonisation, the impact 

potential to lower the carbon emission intensity in its floor 

space is lower relative to office buildings.

A critical consideration is the practice of offsetting 

emissions through the purchase of carbon credits, often 

used by companies to reduce their corporate carbon 

footprints. However, we believe it should not form part of 

any climate impact strategies targeting the ‘additionality’ 

goal of reducing operational GHG emissions. 

The decarbonisation journey is rarely a smooth, straight 

line and varies with each property. The aim should be to 

improve energy efficiency in offices at scale, prioritising 

the most substantial steps to decarbonise. Working with 

stakeholders, investors can help deliver an accelerated  

net-zero pathway for each asset in their portfolio.  

(See Figure 3)

Eliminate

Reduce

Substitute

Operational Net Zero Carbon2 

1

2

3

 � Remove existing gas equipment

 � Improve energy efficiency of mechanical and electrical 

equipment (e.g. replacement of HVAC system) 

 � Assess and optimise renewable energy on-site production

 � Procure renewable electricity, including occupier 

procurement (Scope 3)

Figure 3: Hypothetical operational net zero carbon building pathway

GHG management hierarchy1 Operational NZC analysis2

Source: Fidelity International, May 2022. 1IEMA Greenhouse Gas Management Hierarchy, November 2020. 2Operational net zero targets for energy include 
Scopes 1, 2 and material Scope 3 (tenant purchased energy, where this is available and can be controlled).
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The role of metrics
Anchoring the additionality concept is how impact is 

defined, measured and verified. However, given the 

proliferation of ESG-measurement frameworks, missing 

data and a lack of reporting consistency, this process is not 

straightforward.

Alignment with geographical and sector-specific frameworks 

is necessary to aggregate relevant portfolio metrics, thereby 

helping investors compare information across various 

investment strategies accurately. Alignment methodologies 

should be reviewed periodically to account for changing 

industry best practices, new regulatory requirements and 

other factors that affect data-gathering processes.  

(See examples in Figure 4)

One of the most important global initiatives for institutional 

investors is the United Nations Sustainable Development 

Goals, a series of 17 individual goals that are each 

designed to encourage a more sustainable global economy. 

The goals provide a shared blueprint for investors to assess 

their position in relation to various sustainability challenges 

and mapping portfolio impacts to them is essential for 

assessing long-term sustainability outcomes.

Figure 4: Some ESG frameworks applicable to real estate impact investments

Source: Fidelity International, May 2022.
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Setting standards
To ensure that refurbishments deliver lasting climate 

impact alongside attractive financial returns, we believe 

it is important to think holistically about impact and 

sustainability targets and consider these across not just 

the building but crucially also the occupier and supplier. 

By doing so increases the impact that refurbishments can 

make and ensures that the product created for the letting 

and investment market will drive financial returns through 

being desirable to future occupiers. 

1. Building Targets. To align with the EU taxonomy, retrofits 

should deliver a minimum 30% reduction in primary 

energy demand. They should also enable buildings to 

operate at net zero carbon (NZC) emissions, in terms of 

their ongoing energy use. Other important sustainability 

targets to aim for include an EPC A rating or a BREEAM 

‘Excellent’ rating. In addition, to ensure that the impact 

delivered is long lasting all assets on completion of 

refurbishment should have a documented NZC target 

pathway established and documented to enable future 

owners to continue to progress on the NZC journey. 

Linking impact targets and measurement and reporting 

metrics to those defined in standards like the EU Taxonomy 

for Construction and Real Estate or the EU Sustainable 

Finance Disclosure Regulation (SFDR) can ensure 

transparency and help avoid greenwashing. Investors 

might even choose to exceed the rules of established 

standards such as SFDR Article 9, which requires at least 

70% of a portfolio’s investments (by AUM) to meet detailed 

sustainability objectives, if they deem it appropriate 

considering their own definition of sustainability.

To align to the EU Taxonomy, all investments must 

collectively meet the following four conditions to qualify  

as an environmentally sustainable economic activity:

 � Contribute substantially to one or more of six 

environmental objectives

 � Do no significant harm (DNSH) to any of the six 

environmental objectives

 � Comply with minimum safeguards

 � Comply with Technical Screening Criteria (TSC)

Significantly, activities need to contribute to one or more 

of the six environmental objectives without doing harm to 

any of the six objectives. These objectives are as follows: 

climate change mitigation; climate change adaptation; 

sustainable use and protection of water and marine 

resources; transition to a circular economy; pollution 

prevention and control; and protection and restoration of 

biodiversity and ecosystems.

Figure 5: UN Sustainable Development Goals

Source: Fidelity International, May 2022.
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2. Occupier Targets. Asset owners don’t have direct control 

over all operational energy use, but they can engage 

and collaborate with occupiers to ensure that buildings 

are used sustainably. One of the most effective tools for 

asset owners in driving change is a green lease, which is 

a lease with clauses that specify certain responsibilities 

with regards to a property’s operational use, such as 

the sharing of energy consumption data. Green leases 

may also include provisions that ensure occupiers meet 

with landlords at regular intervals to discuss sustainable 

building use. 
 

Occupier rating systems can be used to analyse 

occupiers’ sustainability credentials, to ensure that 

prospective occupiers are committed to ESG and 

operating buildings sustainably. They can also be a 

useful tool to understand how sustainability risks interact 

with financial risks for an occupier, when utilised in  

co-ordination with additional financial and sustainability 

data sources. 

3. Supplier Targets. A strict selection and monitoring 

process is required to positively impact the sustainability 

of property operations throughout a supply chain. 

Ideally, this would be supported by an independent 

external provider, such as CSR-rating platform 

EcoVadis. Every management contract should include 

explicit sustainability targets, sustainability-related key 

performance indicators (KPIs), and other stipulations 

to incentivise subcontractors to reduce GHG emissions, 

water usage and waste production. Some examples of 

adaptation and measurement are discussed in Figure 

6, with requirements adjusting as investors, issuers, 

regulators and other stakeholders evolve. 
 

Figure 6: Examples of impact targets and measurements

Source: Fidelity International, May 2022.

Category Topic Key Performance Indicator (KPI) Documentation Reported
(GRESB, INREV, PRI)

Building All
100% of buildings to achieve BREEAM  
(or equivalent) rating “Excellent”  
(minimum Very Good)

BREEAM certification GRESB, INREV, PRI

Building Climate: Energy

Reduce primary energy demand (PED) by at 
least 30% as a result of the refurbishment and be 
capable of being operated at net zero carbon 
(NZC) emissions.

External energy expert 
+ external EU Taxonomy 
alignment verification

INREV, PRI

Building Climate: Energy Achieve EPC A on completion of refurbishment

Official & signed calculation 
by an external energy expert 
+ external EU Taxonomy 
alignment verification

GRESB, INREV, PRI

Building Climate: Energy Site assessment for onsite renewable energy
Official assessment by an 
external energy expert

GRESB, PRI

Building Climate: Energy NZC pathway documentation on completion
Official calculation by an 
external energy expert

GRESB, INREV, PRI

Building, Occupier, Supplier Climate: Energy Renewable energy procurement Signed contracts GRESB, PRI

Building Climate, Water
Refurbishments have automated energy and 
water data collection systems, and leak detection 
systems where feasible

Integration of all assets into 
digital ESG data tool

GRESB, PRI

Building, Supplier Waste

Building redesign supports circular economy. 
At least 70% (by weight) of the non-hazardous 
construction and demolition waste (excluding 
naturally occurring material) generated on the 
construction site must be prepared for reuse, 
recycling and other material recover

Part of BREEAM certification 
+ external EU Taxonomy 
alignment verification

GRESB, INREV, PRI

Occupier Climate
All new leases are “green leases” supporting 
sustainable building use

Lease agreements GRESB, PRI
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Climate impact risks  
and opportunities 
As more companies commit to net zero - demand for greener 

buildings will likely accelerate, presenting investors with an 

opportunity to decarbonise their real estate portfolios while 

improving returns potential. This dynamic also puts more 

pressure on asset owners, occupants and suppliers to work 

together to raise the ESG standards of properties through 

retrofits, renovations and shifts into renewable energy. 

Such activities will entail additional costs, but we believe 

they will also add value through higher demand and rents, 

occupancy rates and leasing velocity. Disposals also are 

likely to attract more potential buyers at the exit stage. 

While greener buildings are likely to become more 

financially viable in the long term, there will be instances 

where these assets cannot be refurbished and repositioned 

profitably and may be more stranded than first thought. 

Factors such as location, the type of asset, or lack of 

occupier demand can influence performance. There also 

may be practical barriers to retrofitting and upgrading 

certain types of real estate, for example, where the issue is 

complicated by having a high number of tenants in situ. 

In contrast, failure to embrace ESG will likely lead to less 

resilient assets more prone to obsolescence and value 

erosion. Buildings with lower ESG credentials are increasingly 

at risk of being stranded due to lower demand and a 

potentially stricter regulatory environment, rendering them 

unfit for purpose as cities also commit to decarbonising. 

Over time the requirements that buildings need to meet will 

likely continue to increase with the cost of meeting these 

requirements becoming ever more significant. 

The challenge today is that the real estate and construction 

industry are very much at the start of the journey to greening 

the built environment. Over time we expect technological 

advances to make decarbonising and retrofitting a building 

less intrusive and labour intensive, improving cost efficiency 

and reducing the timeframe in which these works can 

be carried out. These developments will ultimately make 

retrofitting buildings to meet high standards of sustainability 

far more scalable and cost effective. 

The next generation of sustainable buildings will likely go 

beyond current levels of sustainability standards to be zero-

carbon-ready, and investors should prepare their property 

portfolios for this inevitability. The sustainability case for 

decarbonising buildings has never been more urgent.  

We believe that when implemented within a rigorous 

process, underscored by clear impact KPIs, it is possible  

for investors to deliver on both their climate commitments 

and their investment goals.
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