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Summary
Environmental, social and 
governance (ESG) considerations 
are influencing more and more 
investment decisions. In the 
case of real assets, which can be 
significant contributors to global 
risk, the importance of these 
issues is undeniable.

In this paper we explore the 
effective identification and 
management of ESG risks 
around real assets, focusing in 
particular on real estate. We 
highlight an investment process 
that encompasses all three 
dimensions – E, S and G – and 
which encourages what we call 
“authentic” ESG integration.

We describe how such an 
approach supports the cause of 
sustainable capitalism by aiming 
to deliver long-term benefits for 
investors and other stakeholders. 
From the perspective of real 
estate, we explain how it fully 
recognises that the places where 
we live and work are uniquely vital 
to the future of our planet. Finally, 
we outline how it underscores our 
belief that investment managers 
are the principal agents of 
positive, ESG-led change.

“  The places where we live and work 
are uniquely vital to the future of                    
our planet.” 
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Real assets and ESG  
An ever-growing body of research shows that real assets are 
central to some of the biggest challenges facing humanity. 
Crucially, they are central both to creating these challenges and 
to addressing them. Carbon emissions and climate change, the 
impact of residential and commercial property development, 
the far-reaching effects of deforestation – all provide arguably 
unrivalled opportunities to demonstrate the benefits of 
identifying and effectively managing ESG risks. 
 
The environmental dimension of ESG is usually to the fore in 
these settings. Environmental concerns are often quantifiable 
and, as such, tend to capture attention. The panel below features 
just a few examples. 
 
Importantly, the social and governance aspects of real assets 
are now also attracting overdue recognition. Like their 
environmental counterparts, they can play a vital part in helping 
companies manage risk, improve transparency and enhance 
long-term profitability.

“ Real assets provide arguably unrivalled 
opportunities to demonstrate the benefits 
of identifying and effectively managing ESG 
risks.”

Real assets and the environment  

Research continues to underline real assets’ role in the global 
environmental challenges confronting humanity. Below are 
some of the latest findings. 

–  30% – the share of CO2 produced by buildings worldwide 
each year. This makes buildings the single largest 
contributor to global greenhouse gas (GHG) emissions.
Source: United Nations Principles for Responsible 
Investment, 20161 

–  4.8 gigatons – the average amount of CO2 generated 
annually by deforestation between 2015 and 2017. This is 
higher than the CO2 produced by the entire European Union 
during the same period. 
Source: World Resources Institute, 20182 

–  53.5 gigatons – the amount of CO2 produced globally in 
2017. An increase of 0.7 on the previous year, this marked 
a record high and ended a three-year period in which 
emissions did not rise. 
Source: United Nations Environment Programme, 20183 

Real estate and ESG  
According to the United Nations Environment Programme 
(UNEP), tenants in buildings consume around 60% of all of the 
world’s electricity, 40% of energy, 40% of resources and 25% 
of water. These figures alone make clear why the places where 
we live and work are uniquely vital to the long-term future of 
our planet and why an ongoing shift from “brown” to “green” 
buildings is imperative with a change on how tenants live and use 
their real estate assets. 
 
As the illustration below shows, investors have driven such a 
move. A 2015 analysis of more than 2,000 studies into the links 
between ESG and financial performance revealed real estate 
as one of three sectors – along with fixed income and emerging 
market equities – to exhibit “a disproportionately positive 
response to integrating ESG criteria”4. 
 
Despite progress to date, the challenge of reducing buildings’ 
contribution to global warming remains significant. The 
Intergovernmental Panel on Climate Change recently 
identified property as an area requiring “rapid and far-reaching 
transitions... on an unprecedented scale” if the Paris Agreement 
target of limiting the increase in global average temperatures 
to 1.5ºC above pre-industrial levels is to be realised5. UNEP has 
even described the managers of global real estate assets as “one 
of the most important decision-making groups on Earth”.

“ The United Nations has described the 
managers of global real estate assets as ‘one of 
the most important decision-making groups 
on Earth’.”

Key drivers for green developments  

Published by the World Green Building Council, the World Green 
Building Trends reports survey the main motivations behind 
companies’ development of sustainable real estate. Client 
demand and environmental regulations have exhibited the 
sharpest rises in recent years. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: World Green Building Council/Dodge Data & Analytics: 
World Green Building Trends 2016; findings based on a survey 
of more than a thousand architects, engineers, owners, 
contractors and specialists/consultants worldwide
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An “authentic” approach to ESG integration in real estate  
There are many criteria for identifying a “sustainable” building. 
As we have seen, although environmental considerations 
have tended to dominate, every element of ESG should be 
incorporated into the investment process. 
 
Applying this approach, we might define a sustainable property 
in terms of broadly overarching fiduciary objectives. It should 
lower costs, improve financial performance, achieve competitive 
advantage and – in keeping with responsible investing’s wider 
ambitions – somehow contribute to a better world. 
 
As the panel below explains in detail, such a definition 
encompasses multiple facets. This holistic view encourages 
engagement with a variety of stakeholders and stands in 
stark contrast to a one-dimensional reliance on headline 
environmental data. It is key to what we call “authentic”  
ESG integration6.

“ This holistic view stands in stark contrast 
to a one-dimensional reliance on headline 
environmental data.”

Multi-faceted ESG integration by Invesco Real Estate 

The Invesco Real Estate (IRE) team takes into account the 
following ESG considerations when identifying and managing 
sustainable properties: 

Environmental
–  Measuring and regularly reporting buildings’ energy, 

emissions, water and waste levels
–  Evaluating and implementing low-cost measures, capital 

improvements and new technologies to improve asset 
performance and advance the built environment

–  Using rating schemes to evaluate buildings’ energy efficiency
–  Evaluating the feasibility of pursuing third-party certification 

through schemes such as BREEAM, LEED and Energy Star
–  Taking a managed approach to the procurement of energy 

in deregulated energy markets 

Social
–  Providing tools and resources to engage property managers 

on sustainability issues
–  Encouraging sustainable practices by tenants through 

engagement tools relevant to each property type
–  Providing services and amenities (e.g., gyms, bicycle storage 

areas and green spaces) at properties to encourage tenants 
and occupants to lead healthier lifestyles

–  Providing employee training on ESG issues
–  Engaging with communities on sustainability-related issues
–  Supporting diversity and inclusion

Governance
–  Leading the real estate industry in the implementation 

of ESG practices and the integration of sustainability 
considerations into investment decisions

–  Transparently disclosing ESG strategy and performance to 
investors through reporting frameworks such as GRESB (Global 
Real Estate Sustainability Benchmark), GRI (Global Reporting 
Initiative), INREV (European Association for Investors in Non-
Listed Real Estate Vehicles), CDP (Carbon Disclosure Project) and 
UN PRI (United Nations Principles for Responsible Investment)

–  Ensuring that our employees adhere to the highest 
standards of honest and ethical conduct 

Source: Invesco

GRESB: a benchmark for sustainable real estate investment  
One of the most notable investment-related initiatives to emerge 
in recent years is GRESB, the Global Real Estate Sustainability 
Benchmark. GRESB provides the basis for the reporting, scoring 
and peer ranking of IRE’s ESG management and policies. 
 
GRESB assumes a holistic approach to ESG integration, evaluating 
factors including resilience to environmental challenges, the 
health and wellbeing of tenants and occupants and the levels of 
stakeholder engagement achieved by investment managers. In 
2018 it assessed more than 900 real estate funds, representing 
nearly 79,000 assets across 64 countries. It has ranked several 
Invesco Real Estate (IRE) funds as regional and/or sector leaders. 
 
The illustration below shows GRESB’s role in IRE’s property 
improvement cycle. It is a crucial component of our continuous 
efforts to identify and manage sustainable real estate with a view 
to delivering long-term benefits.

“ GRESB is a crucial component of our 
continuous efforts to identify and manage 
sustainable real estate with a view to delivering 
long-term benefits.”

IRE’s property improvement cycle 
The effective management of ESG risks is an ongoing process. IRE 
leverages a range of insights and expertise for each of its sustainable 
properties, working with data providers, property managers, 
rating and certification organisations, tenants, occupants and 
other stakeholders to ensure continuous improvement. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Invesco
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Investment managers as agents of positive change  
ESG investment decisions should be shaped not only by data but 
also by stakeholder engagement and a forward-thinking mindset. 
Such an approach marks out “authentic” investment managers 
whose approach to real estate – and to real assets in general – is 
underpinned both by a desire to bring about positive change and 
by an obligation to protect and grow investors’ wealth. 
 
Active ownership is key here. Studies and experience alike have 
repeatedly shown that investment managers tend to get results 
when they take the lead in trying to reform or improve ESG policies 
and practices. This might be achieved in a number of ways, from 
insisting on green clauses in lease contracts to acting on the 
wealth of “actionable” data now available via assessment tools. 
 
It can also be achieved through interacting with the people who live 
or work in the properties that make up a portfolio, as well as the 
broader communities in which those properties exist. Sustainable 
real estate, after all, is about more than countering a global 
threat: it is also about individuals. The choices that tenants and 
occupants make can contribute massively to an asset’s long-term 
performance, which is why – as explained in more detail below – 
active ownership should extend to ESG education and buy-in.

“ Investment managers tend to get results 
when they take the lead in trying to reform or 
improve ESG policies and practices.”

Tenants, occupants and the importance of buy-in  

An “authentic” approach to ESG-led real estate investing 
requires engagement with a variety of stakeholders. Tenants 
and occupants are in many ways the most significant of 
these, since how they use a building goes a long way towards 
determining its performance. 
 
Engagement with these groups can take numerous forms. To 
ensure that they are able to fully contribute to sustainability 
initiatives, for example, it is essential to educate tenants and 
occupants on how a property makes use of green technology. 
IRE often provides Green Living Guides and Sustainable Office 
Handbooks and Checklists; in addition, regular surveys gather 
important information and help shape policies and practices 
going forward. 
 
Gamification can also encourage positive behaviour. For instance, 
rather than lecturing tenants and occupants on the importance of 
saving energy, IRE recently devised inter-office competitions to 
reduce electricity consumption in commercial buildings.

Conclusion  
Real assets are major contributors to global risk. Effective ESG 
integration offers a vital means of identifying and managing that 
risk. We believe that what we call an “authentic” approach to 
this issue should be holistic, forward-looking and proactive; that 
it should make best use of data and dialogue alike; that it should 
foster transparency, accountability and pride of ownership; 
and that it should be rooted in a long-term outlook that prizes 
stewardship over speculation. 
 
Such an approach can work only if every element of ESG is taken 
into account. Given the understandable emphasis placed on 
the threat posed by environmental phenomena such as climate 
change, this is sometimes too easily forgotten. Real estate 
and other real assets can give rise to highly significant social 
gains, while good governance is a cornerstone – if not the whole 
foundation – of responsible and sustainable investing. 
 
It is also essential to acknowledge that the people who buy, 
manage and sell assets are uniquely placed to bring about positive 
change. They can apply a broader perspective, see beyond the 
short-term appeal of greenwashing and adopt a high-touch 
philosophy that takes full note of the more “human” dimensions 
of investment. As the meaningful incorporation of ESG factors 
assumes ever-greater importance, investment managers should 
be the primary providers of momentum – not just in real estate but 
across all asset classes and sectors.

“ As the meaningful incorporation of ESG factors 
assumes ever-greater importance, investment 
managers should be the primary providers of 
momentum.”

Boulevard Haussman, Paris, France



1  See UN PRI: Sustainable Real Estate Investment: 
Implementing the Paris Climate Agreement, 2016.

2  See World Resources Institute, “By the numbers: the value of 
tropical forests in the climate-change equation”, 4 October 
2018, and World Economic Forum, “What if deforestation 
were a country?”, 22 November 2018.

3  See UNEP, “CO2 emissions on the rise for the first time in 
four years, UN agency warns”, 27 November 2018.

4  See Friede, G, Busch, T, and Bassen, A: ESG and Financial 
Performance: Aggregated Performance From More Than 
2,000 Empirical Studies, 2016.

5  See Intergovernmental Panel on Climate Change, Special 
Report: Global Warming of 1.5ºC, 2018.

6  This concept was first introduced in an Invesco white paper 
entitled Lost in Translation: In Search of Authenticity in ESG 
Integration, published in 2018.
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Investment Risks  

The value of investments and any income will fluctuate (this may 
partly be the result of exchange rate fluctuations) and investors 
may not get back the full amount invested. Property and land 
can be difficult to sell, so investors may not be able to sell such 
investments when they want to. The value of the property is 
generally a matter of an independent valuer’s opinion. 
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