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A History of the Principles
of Responsible Investing (PRI)
The origins of PRI can be traced to 2005, when
UN Secretary-General Kofi Annan invited 20 of the
world’s largest institutional investors to assist in

Why Green Real Estate Strategies
Make Dollars and Sense

the development of guidelines for responsible and

As the debate over climate change continues to gain

such as CalPERS, TIAA-CREF, and Munich Reinsurance

global attention, investors are beginning to incorporate

AG, and it produced the following six principles

many of the Principles of Responsible Investing (PRI)

(referred to as “the Principles”) 2:

sustainable investing. The team included investors

into their real estate investment decision-making process.
Comprising a set of common standards, the PRI, established
by the United Nations, encourages investors to combine
environmental, social and corporate governance (ESG)
issues in a holistic manner that benefits stakeholders,
communities, tenants, and investors. Commercial
real estate is a particularly apt asset class to embrace
responsible investment standards — according to the
U.S. Environmental Protection Agency (EPA) the sector
is responsible for approximately 50% of greenhouse gas
emissions and about 75% of electricity consumption.1
The notion of responsible investing is becoming particularly

1. W
 e will incorporate ESG issues into investment
analysis and decision-making processes.
2. We will be active owners and incorporate
ESG issues into our ownership policies
and practices.
3. W
 e will seek appropriate disclosure on
ESG issues by the entities in which we invest.
4. We will promote acceptance and

important to commercial real estate as an increasing

implementation of the Principles within

number of tenants begin to seek work environments that

the investment industry.

reflect their corporate- and social-responsibility practices.
In turn, owners and investors are recognizing that
embracing responsible investing is not just a good public-

5. We will work together to enhance our
effectiveness in implementing the Principles.

relations strategy, but sound business sense: evidence is
beginning to accumulate that an increasing number of
tenants are willing to pay higher rents for buildings with

6. We will each report on our activities and
progress towards implementing the Principles.

certain green amenities. And as a result, all other things
being equal, green buildings may offer the opportunity to
generate superior investment performance.
In the following paper, we trace the historical evolution
of responsible property investing, the various standards
in use globally, and some of the key motivations behind
green strategies for tenants and owners, and point to some
quantitative evidence that demonstrates the potential for
green strategies in improving risk-adjusted performance.
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Eichholtz, P., et al., “Portfolio greenness and the financial performance of REITs.” Journal of International Money and Finance (2012),
http://www.fi r-pri-awards.org/wp-content/uploads/Article-Eichhiltz-Kok-Yonder.pdf
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Exhibit 1:
Growth of the PRI Initiative
Both the number of signatories and the amount
of assets managed under PRI have increased since
2006’s introduction.

-13

Green Buildings: The Cornerstone
of Value within RPI
In many ways, an RPI framework is a systemic view,
where the whole can be greater than the sum of
the parts. Environmental, governance, and social
considerations ideally would reinforce one another to
create greater value. For example, transparent property
operations and reporting standards (governance) can
impact energy efficiency (environment), which in turn
can have positive impacts on indoor air quality and

Number of signatories

tenant health and productivity (social). While each of

Assets Under Management (US$ trillion)

these three “legs of the stool” can bring value to the
investment, analyzing and quantifying the extent of that

Source: United Nations

value can be problematic.
Since the introduction of PRI in 2006, the number of

As such, of the three ESG issues that RPI encourages

signatories has increased from roughly 100 to nearly

investors to consider, the environmental (green)

1,200 in 2013. Additionally, assets managed under PRI

concerns remain the primary focus from an investment

have increased from about US$6.5 trillion in 2006 to

perspective, since the quantification of value — while

about US$34 trillion (Exhibit 1).3

still difficult — is much more intuitive. Quantifying
the dollar savings that result from energy and water

Applying PRI to Real Estate:
Responsible Property Investing (RPI)
Responsible property investing grew out of the
guidelines established by the Principles of Responsible
Investment. Where PRI applied to mainstream
investment decision-making, RPI applied specifically
to real estate and property investments. Much like the
varied approaches to implementing ESG concerns into
the investing process, numerous techniques exist to
apply RPI to the day-to-day investment decisions in
real estate. By way of illustration, property investors
may incorporate Principle 1 — which urges investors
to incorporate “ESG issues into investment analysis and

efficiency is a relatively straightforward calculation.
Furthermore, translating those cost reductions into
improved net operating income (NOI) and applying
a capitalization rate can help project rough estimates
of change in asset value. One can also hypothesize
how the appeal of sustainability and green buildings
could impact market competitiveness, rental and
absorption rates, tenant improvement costs, regulatory
compliance, and other variables found in the pro-forma.
In essence, sustainability is one-step removed from the
financial model, but direct links can be made. Social
and governance considerations are likely two- or more
steps removed from the financial picture, and thus even

decision-making processes,” into their own processes

harder to quantify at this time.

— be it establishing leadership positions dedicated to

Recognizing this, we will focus on sustainability and

ESG issues, or, creating procedures for selecting new

green buildings in this discussion. In doing so, we define

properties for acquisitions that meet RPI guidelines.

green buildings through a host of certifications and

In short, RPI is the application of the PRI principles

programs that have grown considerably in popularity

developed by Kofi Annan and the team of investors into

over the past decade, and are the most direct indicator

practice within the business of property investment.4

of sustainability in real estate (and by extension, RPI

RPI

PRI

practices). Examples of these programs include the
Green Building Council of Australia’s Green Star rating
system, the U.S. Green Building Council’s Leadership
and Energy and Environmental Design (LEED) platform,
and the Building Research Establishment Environmental
Assessment Methodology (BREEAM) used in the United
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“ Building Responsible Property Portfolios.” UNEP Finance Initiative.
http://www.unepfi.org/fileadmin/documents/building_responsible_property_portfolios.pdf pg. 5
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For owners and investors, the financial
rewards for adding green assets may offer
Kingdom and throughout Europe. Investors use these
programs to assess the environmental impact and
performance of buildings, typically through a point

the opportunity to generate superior
risk-adjusted returns.

system assigned to a number of environmental factors
such as access to mass transit, sustainable construction

estimated and tracked. A 2008 study by the New

materials, and water use. Additionally, these certification

Buildings Institute found a 25% to30% improvement

programs evaluate energy use, the largest controllable

of these costs in LEED-certified buildings compared to

expense in a building, which is again one of the main

the national average.6 In addition to decreased energy

reasons environmental issues so greatly influence a

costs, costs of maintaining a Leed-certified building

property’s financial performance. Thus, the industry is

average 5% to 10% lower than average buildings.7

currently focused predominately on the environmental

Tenants reap the rewards of efficient design with

“leg of the stool” because of its more direct link to

lowered utility bills, and although reduced maintenance

financial performance.

costs do not usually translate to reduced rent costs, the
inconvenience of reporting maintenance issues related

Why Invest in Green

to lighting, plumbing, and HVAC is usually lessened in

Green buildings offer numerous benefits to nearly

green buildings.

all parties involved in the building. While a direct

Through such measures as improved indoor air quality,

advantage, such as energy savings may be quantified,
experts have become increasingly interested in the value
of indirect benefits like improved worker productivity or
company marketability. For owners and investors, the
financial rewards for adding green assets may offer the
opportunity to generate superior risk-adjusted returns.
In fact, one estimate asserts that the United States
commercial real estate sector is estimated to offer
US$72 billion of investment potential associated with
green buildings, and particularly building retrofits.5

natural lighting, and ergonomic furniture, tenants gain
significant health benefits and greater productivity levels
from green buildings (Exhibit 2). Sick Building Syndrome
(SBS), as defined by the EPA, includes such discomforts
as headache, dry cough, or fatigue, typically linked to
low levels of fresh outdoor air and high levels of indoor
pollutants. Green buildings address these issues by
ensuring adequate ventilation for all occupants while
running equipment more efficiently and cost effectively,
and studies have shown “office buildings with aboveaverage ventilation rates (up to 40 cfm per person) have

From a Tenant’s Perspective

10% to 80% fewer sick building symptoms at work.”8

Green buildings offer tenant benefits in the
following areas:
• Reduced occupancy costs
• Health and wellness
• Satisfaction

Exhibit 2:
Productivity and Indoor Environmental Quality
Improvements to air quality, lighting, and temperature
can boost productivity.

• Productivity (office)
• Sales (retail)
• Brand enhancement
The principal advantage of a green building is a
reduction in operation and maintenance costs, which
normally translates to reduced costs for tenants.
Reduced energy costs from heating, cooling, lighting,
and ventilation, along with lowered water consumption
represent the most commonly used business case
to justify building green, since it is the most easily

% Productivity Increase

• Employee retention

25%

23%

20%
15%
10%
5%

11%
3%

0%
Improved
Ventilation

Improved
Lighting

Individual
Temperature
Control

Indoor Environmental Quality Improvement
Source: Business Case for Green Building Report.
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One of the most public ways a company can
The ability to control one’s environment and increased

deliver on its environmental commitments is

views of natural settings also lead to greater overall

to lease space in a green building.

satisfaction for tenants, as does decreased environmental
noise. Personal controls of lighting and HVAC allow
tenants to interact with their environment and adjust it
to match their needs. Similar to natural daylight, green
buildings typically include views to the outdoors, which
aligns with the biological human need to connect with
nature, a characteristic referred to as biophilia. Green
buildings also usually address noise issues, and both low
decibel and loud noises are reduced or eliminated to
improve tenant comfort. Improved occupant satisfaction

recognized the need to tie their brand to sustainability.
For example, Walmart developed its own Sustainability
Index to evaluate product sustainability, and by the
end of 2017, Walmart will purchase 70% of the goods
it sells in U.S. stores from retailers that use the index.11
Likewise, one of the most public ways a company can
deliver on its environmental commitments is to lease
space in a green building.

in green buildings has been linked to metrics like
rates, and decreased absenteeism in offices. A study by

From an Owner/Investor’s
Perspective

PNC Financial Services reported a 50% rise in employee

Green buildings offer benefits in the following areas to

satisfaction and retention in green facilities compared to

owners and investors in real estate:

increased talent attracted, increased employee retention

traditional ones.

• Reduced operating costs

One of the growing results of businesses occupying

• Enhanced asset value

green buildings is increased profitability, which can

• Risk mitigation

be traced to improved productivity in the workplace,

• Quality tenants

higher sales in retail stores, and better company

• Community appeal

brand. A number of studies link the improvements

• Competitive parity

implemented by green buildings to increased employee

• Improving investment performance

productivity in an office setting. For instance, a
Carnegie Mellon study demonstrated an average
productivity gain of 5.5% in natural lighting versus
artificial lighting.9 Higher employee productivity leads
to higher company profits, which leads to higher wages
and a better overall work environment. In addition to
increased productivity in office settings, retail stores
can also experience greater sales in green buildings.
The USGBC estimates a 15% to40% growth in retail

While proponents of green buildings cite reduced
operating costs as the main benefit of green buildings, a
similar case may now be made for increased asset value.
Studies show that when green buildings are compared
to similar non-green buildings, the green buildings tend
to have a higher asset values, as demonstrated by higher
sales prices. One of many reported examples is BREEAMcertified office buildings selling for a 24% premium
over similar buildings.12 Studies of buildings certified

sales through the inclusion of natural lighting.10

under systems like LEED and Green Star concluded that

A company’s image and brand have always been

price premiums for certified buildings ranged from 0%

integral to the success of the company especially as an

to 30% over non-certified buildings in the same sub-

increasing number of people incorporate sustainability

market.13 Although conditions such as property prices,

issues into their personal values. Recognizing this,

quantity of other green buildings, and location play a

public manifestations of an environmental ethos

role in determining the premium for green buildings,

become even more important to protecting a “brand.”

building tenants and prospective tenants are the driving

Companies like Walmart, America’s largest retailer,

force behind the price premiums of green buildings.

9

“ Summary of Day Lighting Studies.” Bristolite Daylighting Systems. Carnegie Mellon University. 2004. http://www.bristolite.com/interfaces/
media/Carenegie%20Mellon%20University%20Daylighting%20Study%202004.pdf
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“ The Business Case for Green Building.” World Green Building Council. World Green Building Council. 2013. http://www.worldgbc.org/
files/1513/6608/0674/Business_Case_For_Green_Building_Report_WEB_2013-04-11.pdf
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“ Walmart Global Responsibility Report.” Walmart Environmental Sustainability. http://corporate.walmart.com/global-responsibility/
environment-sustainability/sustainability-index
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F uerst, Franz and Patrick McAllister. “Green Noise or Green Value? Measuring the Effects of Environmental Certification on Office Values.” The
Sallan Foundation. 2010. http://sallan.org/pdf-docs/Fuerst_HPB_Value.pdf
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“ The Business Case for Green Building.” World Green Building Council. World Green Building Council. 2013. http://www.worldgbc.org/
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Exhibit 3:
Business Benefits Expected from Green Building Investments
Benefit

New Green Building

Green Retrofit

Decreased operating costs over one year

8%

9%

Decreased operating costs over five years

15%

13%

Increased building value for green versus non-green projects

7%

5%

Increased asset value for green versus non-green projects
(according to owners)

5%

4%

8 years

7 years

Payback time for green investments
Source: McGraw-Hill Construction, 2013

Directly benefitting from tenants’ attraction to green

of green buildings for their connection to nature, public

buildings, owners can command 4% to 5% higher

recognition, and increased comfort, which creates less of

rent and lease rates, on average.14 Exhibit 3 provides a

an occupancy risk for green buildings. Further, owners

snapshot of some of the potential financial benefits of a

and occupants alike prefer cheaper energy and water

green building to an owner/investor.

utility bills associated with green buildings. Against rising

A frequently underestimated or overlooked green
building benefit is its risk mitigation ability: be it the
ability to insulate owners from potential governmental
regulations or shocks to the marketplace. With
governments beginning to create regulations to address
sustainability issues like climate change, such as UK’s
Energy Act 2011, which will impose minimum energy
performance standards by 2018, non-green buildings
may become riskier investments.15 Additionally, U.S.
cities like New York, San Francisco, and Austin have
enacted mandatory disclosure legislation, requiring the
public disclosure of energy-use data. Disclosed building
energy consumption data then becomes another metric

energy and water prices, the reduced consumption
of green buildings allows building owners to be less
exposed to changes in utility costs. With certified
buildings such as ENERGY STAR averaging 35% less
energy than a regular building, the risk from fluctuating
energy costs can be significantly diluted, making green
buildings more attractive to all parties involved —
owners, occupiers, and investors. A study by Eicholtz, et
al on U.S. REITs suggests that “greener” REIT stocks have
a negative correlation to estimated market beta. In other
words, REIT stocks that have a greater proportion of
“green” assets have demonstrated lower volatility than
the broader market.17

for investors to evaluate a potential investment deal.

As a more attractive investment than regular buildings,

South Africa has created legislation centered entirely on

green buildings may help to attract quality tenants and

RPI, as investors are mandated to consider any factor

bolster community appeal, as well as offer significant

that could “materially affect the sustainable long-term

benefits in branding and competitive parity. Often,

performance of the investment, including those of an

green building tenants originate from high credit

environmental, social, and governance character.”16

corporate and government industries that mandate

As this trend continues and more cities and countries

green facilities, leading to overall “higher quality”

impose environmental standards, green buildings have

tenants. Additionally, green buildings naturally

a distinct advantage over regular buildings since they

create an environment conducive to higher levels of

take into account ESG principles and meet energy and

productivity, which financially benefits the tenant, and

environmental standards likely more stringent than

indirectly the owner. Connections to the community

the government’s.

are also increased with green buildings, which

In addition to being better suited to combat regulatory
risks, green buildings may also be more able to weather
fluctuations in the market. Tenants prefer the advantages

frequently reward transit-oriented development, urban
infill, smart growth, and other economic development
policies and programs. Because of their community

14

F uerst,Franz and Patrick McAllister. “Green Noise or Green Value? Measuring the Effects of Environmental Certification on Office Values.”
The Sallan Foundation. 2010. http://sallan.org/pdf-docs/Fuerst_HPB_Value.pdf
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“ The Business Case for Green Building.” World Green Building Council. World Green Building Council. 2013. http://www.worldgbc.org/
files/1513/6608/0674/Business_Case_For_Green_Building_Report_WEB_2013-04-11.pdf
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Hawley, James, Keith Johnson, and Edward Waitzer. “Reclaiming Fiduciary Duty Balance.” Social Science Research Network. Rotman
International Journal of Pension Management, Vol. 4, No. 2, p4. Fall 2011. http://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1935068_
code1131414.pdf?abstractid=1935068&mirid=1
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E ichholtz, P., et al., “Portfolio greenness and the financial performance of REITs.” Journal of International Money and Finance (2012),
doi:10.1016/j.jimonfin.2012.05.014
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Exhibit 4:
Impact of LEED and Energy Star Ratings
on Asset and Equity Returns for U.S. REITs*
appeal many jurisdictions provide incentives for
green buildings, such as expedited permitting. It is

Return on Assets

on account of the increasing recognition of green

Observations

building certification programs such as LEED that green
buildings more easily justify competitive parity for
firms to invest in tying their brand to sustainability. In a

Return on Equity
Observations

competitive market, owners that prioritize sustainability

Source: Eicholtz, P et al, 2013.

and green practices can create competitive distinction

* Results

for the building and the firm, and often be better able

LEED

Energy Star

3.5%

.90%

972

887

7.92%

2.05%

972

887

based on Eicholtz Et Al analysis of increasing portfolio
greenness by one percent.

to deliver on investment objectives.
While there is a growing adoption of green standards

The authors conclude that their analysis suggests that

in the United States , there is a nascent, but growing

REITs are in the still in an early phase of incorporating

set of data that quantifies the investment benefits of a

elements related to energy efficiency and sustainability

greener portfolio. For example, commercial buildings

into their investment portfolios and have substantial

with energy efficiency ratings command significantly

opportunities to enhance operating returns by

higher rents, higher and more stable occupancy

investing in green-certified buildings or in commercial

rates, and higher prices than otherwise comparable

building retrofits. These data points provide valuable

conventional buildings (Eichholtz et al., 2010; Fuerst

empirical evidence to real estate investors that have

and McAllister, 2011). On the other hand, lower levels

known of the intrinsic value of green strategies but

of energy efficiency and sustainability have been

have struggled to quantify it.

associated with an increased risk of obsolescence (Kok
and Jennen, 2012).
There is also a growing body of data that shows the
relationship between ESG policies the additional
performance it has generated for investors. Results from
an exhaustive analysis of REITs by Eicholtz et al provides
some compelling evidence linking excess returns
(alpha) with the proportion of “green” buildings in
a portfolio. By “green,” they refer to the common
standards of energy efficiency used in the U.S.
— LEED- and Energy Star-certified buildings.
Eicholtz’s analysis suggests that portfolio greenness
is positively related to the operating performance of
REITs. Specifically, they conclude that if a REIT increases
the weight of green properties within the portfolio
by one percent, the return on assets (ROA) increases
by around 3.5 percent for LEED-certified properties
and by approximately half a percent for Energy Starcertified properties.

Conclusion: Green Can Be Good For
Both Investors and Tenants
RPI strategies are not only being demanded by
an increasing number of tenants, but owners and
investors have realized that these strategies also open
opportunities for them to enhance investment returns on
their assets and portfolios. The growth of RPI and, more
specifically, the growth in green buildings are driven by
a variety of reasons. Green buildings, or buildings with
a designated green certification from an organization
like LEED, BREEAM, or Green Star, show improvements
over conventional buildings in such areas as energy cost,
employee productivity, and occupant health. In addition
to internal drivers, external factors, such as a competitive
marketplace and government regulations are forcing the
hand of property investors that may not have considered
issues beyond purely financial in the past. Lower
costs and the opportunity to gain higher rents from
creating ESG-friendly assets with a direct impact to the

The study also finds that if a REIT increases the share of

bottom line have made green buildings an increasingly

green properties within the portfolio by one percent,

important source of incremental performance for

the return on equity (ROE) increases by around seven

investors. Commercial real estate investors looking for

percent for LEED-certified properties and by about one

an extra edge, not only in terms of financial returns,

percent for Energy Star-certified properties, as shown

but also in building a more socially and environmentally

in Exhibit 4. In other words, their study suggests that

friendly profile, are increasingly turning to a responsible

even a small shift into green assets can have powerful

property investment philosophy, and focusing on green

investment benefits for owners of real estate portfolios.

buildings to meet their investment goals.
6

Disclosures
The information in this document has been derived from
sources believed to be accurate as of June 2014. Information
derived from sources other than Principal Global Investors
or its affiliates is believed to be reliable; however, we do not
independently verify or guarantee its accuracy
or validity.
The information in this document contains general
information only on investment matters and should not
be considered as a comprehensive statement on any
matter and should not be relied upon as such. The general
information it contains does not take account of any
investor’s investment objectives, particular needs or financial
situation, nor should it be relied upon in any way as a
forecast or guarantee of future events regarding a particular
investment or the markets in general. All expressions of
opinion and predictions in this document are subject to
change without notice.
Past performance is not a reliable indicator of future
performance and should not be relied upon as a significant
basis for an investment decision. Any projections or
other estimates in this document are based upon certain
assumptions that may change. As a general matter, the
strategy entails a high degree of risk and is suitable only for
sophisticated investors for whom such an investment is not a
complete investment program and who fully understand and
is capable of bearing the risks associated with such strategy.

Due to various risks and uncertainties actual events or results
may differ materially from those reflected or contemplated
above. Moreover, actual events are difficult to project and
often depend upon factors that are beyond the control of
Principal Global Investors and its affiliates. There can be no
assurance that the strategy’s objectives will be achieved, and
investors must be prepared to bear capital losses, including a
loss of capital invested.
Subject to any contrary provisions of applicable law, no
company in the Principal Financial Group nor any of their
employees or directors gives any warranty of reliability
or accuracy nor accepts any responsibility arising in any
other way (including by reason of negligence) for errors or
omissions in this document.
All figures shown in this document are in U.S. dollars unless
otherwise noted.
This document is issued in:
• T he United States by Principal Global Investors, LLC,
which is regulated by the U.S. Securities and Exchange
Commission.
Principal Real Estate Investors is the dedicated real estate
asset management group of Principal Global Investors.
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