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Real estate is in the early stages of ESG adoption, but there is a shared
sense of urgency among its stakebolders to reduce the asset class’s
carbon footprint, argues Hines’ Peter Epping

Real estate investors across the world
are increasingly interested in responsi-
ble investment and recognize the need
for action. While awareness is there,
it is critical to invest time, money and
people to meet sustainability targets,
Peter Epping, global head of ESG at
Hines and responsible for developing
the firm’s ESG strategy and co-ordi-
nating it worldwide, explains to PERE’
Alicia Villegas.

What is driving ESG
adoption in the real estate
industry today?
Adoption is being driven by a whole
host of factors, which are creating a
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positive feedback loop. With regards
to the most pressing challenge, climate
change, the world is trying to align
with the science and keep temperature
increases below 1.5 degrees Celsius. It’s
clear that we must act very decisively
to transform our economies to get to
a net-zero emissions state fast enough.

A transmission mechanism has now
been put in motion by the regulators
on different levels of public authority.
At the top, you have the Paris Agree-
ment, which is holding 196 nations to
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account to get to net zero by 2050 and
to achieve a reduction of 50 percent by
2030. That has been worked into reg-
ulation and legislation to some extent
in the countries that have adopted the
framework. The EU is one of the most
advanced parts of the world in this area,
having just recently updated its guide-
lines with a program called ‘Fit for 55,
which is aiming to reduce emissions by
55 percent by 2030.

This is accompanied by other
regulation and voluntary schemes,
such as the global Task Force on Cli-
mate-related  Financial
(TCFD),
ment specific regulation like the EU%
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Sustainable Finance Disclosure Regu-
lation (SFDR). Those frameworks have
happened at time when many individu-
al firms have started to make progress
with decarbonizing their businesses.
However, most firms now realize that
from a legal, regulatory and reputa-
tional point of view, they don’t have a
choice. They must decarbonize their
business, set themselves targets and
start making reductions.

This is beginning to feed through to
the transaction markets in real estate,
where we’re seeing investors under-
writing assets differently. While many
don’t yet know all the specifics of how
they will move forward and how best
to underwrite net-zero transition risk,
there is a high sense of awareness, and
additional capex is often included.

Consultants are acquiring the nec-
essary skills and helping investors and
property firms to price in what needs
to be done to decarbonize both new
projects and existing buildings. So, it’s
a whole range of factors that exert pres-
sure, and most stakeholders are now
pushing in the same direction.

Are stakeholders, like

investors and tenants, also
pushing for assets to be more
ESG-compliant?
They certainly are. As occupiers often
control their space, including the ener-
gy they use — whether it’s from renew-
able sources and how much they use,
for instance — it can be difficult for the
owner or asset manager to influence

the ESG transition of an asset with re-
spect to the tenant space.

There’s a mindset shift now, given
that many occupiers themselves have
set ambitous ESG targets. They’re
now actively looking for a dialogue
with landlords, and seek to collaborate
and jointly reduce the environmental
impact and carbon footprint of their
space, the building frame, the building
skin and building systems.

Equally, investors — not just in the
transactions market when they buy as-
sets directly, but also if they invest in
funds — have a much more heightened
sense of awareness of ESG factors.
They want to understand how a fund
is dealing with its carbon footprint and
how quickly it will be reduced over
time and brought to net zero. As an ex-
ample, for some of our funds, we now
have investors asking specifically about
the carbon footprint and carbon emis-
sions of individual assets.

How are US- and Asia-

based investors getting
up to speed with those in
Europe in terms of their ESG
requirements?
When I took on this role at the begin-
ning of June, we all expected a focus
on Europe in the first year of our new
strategy and with our new team. But
we’ve been surprised by how quickly
North American investors — and quite a
few Asian investors, especially the big-
ger ones — are now picking up on this
topic and working their way through

the different areas of ESG. There’s a
lot of understanding and know-how
investors are still catching up on, but
the awareness is very much there now.
That’s confirmed by the vast majority
of our interactions with North Ameri-
can investors. Whether it’s for direct or
indirect investments, ESG has become
very important in North America and
the tone is very similar to discussions
in Europe.

In a similar way, Asian investors
have understood that this topic is a
huge priority in Europe now, that
it’s quickly gaining traction in North
America, and so they understand it will
affect their market too. We're seeing
quite a few of our Asian partners trying
to really speed up and take a leading
position as a new market for top-notch
ESG products.

How is the real estate

industry making progress
to meet sustainability goals?
The industry is making progress, but at
this stage, it’s not yet as advanced as it
needs to be. If there were 10 stages of
ESG adoption and implementation, I'd
say real estate is somewhere between
two and three at the moment. Impor-
tantly, though, you’ll be hard-pressed
to find any firm today that doesn’t have
an ESG target or is not planning to im-
plement one soon.

Pretty much everyone has under-
stood the necessity and the urgency.
Where firms differ, though, is the ex-
tent to which they already have created
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capacity, appointed internal personnel
to work through these work streams,
and to what extent they have worked
with external consultants and really
understood the scale and complexity of
what needs to be done to decarbonize
their business and achieve strong ESG
performance holistically.

My expectation is that over the next
12 to 24 months, we’ll see a very signif-
icant increase in deep ESG adoption.
With respect to net zero, most compa-
nies are starting in all seriousness with
the implementation of their carbon re-
duction plans.

Your European Core Fund

has been recognized by
GRESB for its sustainability
performance for the fifth
consecutive year. How are
you reaching the top of the
GRESB pile?
From the beginning, we’ve been com-
prehensively pushing on the 14 dif-
ferent areas that make up the GRESB
score. One factor that’s helped our
performance is that we’re collaborating
with our occupiers and achieving strong
data coverage of occupiers’ space. This
collaboration has been challenging in
the past because, in many situations,
leases typically don’t oblige occupiers
to share that data, and many don’t like
to share this kind of data.

But as mentioned, there is a mindset
shift as occupiers want to reduce their
impact themselves. They realize their
occupied space plays such a big role
in reducing the emissions of the en-
tire building. Due to this significance,
GRESB assigned us a high scoring for
our ability to get that tenant data.

What are you doing to

make your strategy work,
including updating what you
have in place?
It’s about the focus of our central teams
on ESG, making sure there’s a very
deep understanding of the different
topics at hand, working together with
the best external sources of knowledge
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“If there were 10
stages of ESG adoption
and implementation,
I’d say real estate is
somewhere between

two and three”

and know-how, and developing play-
books we use with our local teams
globally. Our teams have worked very
well with some of the best consultants
in the world, but no matter how good a
consultant may be or how strong a cen-
tral team you have in your company, it’s
still fundamental to work in a collabo-
rative and effective way with your local
teams.

We have very strong local platforms
in 27 countries. In Europe, for exam-
ple, we have over 650 people on the
ground. We don’t just have an acquisi-
tion manager and asset manager in each
of the 16 cities we’re active in, we have
full technical teams too. So, we have
architects and engineers, which allows
our central conceptual construction

team and our ESG team to engage in
an in-depth way with our local teams,
and to implement the different initia-
tives in a consistent way.

That’s critically important, because
you need to perform not just in a few
signature projects or in one year; it
must be scaled across our whole busi-
ness and strong performance must
be repeated. GRESB, for instance, is
increasing its requirements from one
year to the next. So, managers need to
build on their existing knowledge, con-
tinue to learn and invest.

Why do fund managers
need to take a lead on

sustainability?
The global problems we’re facing are
so pressing and finally forcing the mar-
ket to change quickly now, both on the
environmental side, where climate and
carbon are the dominant topics, and
on the social side, where housing is
one of the biggest issues we're facing.
Imbalances have built up in the mar-
ket and our cities can’t tolerate those
any longer. That means our system,
our economies, our societies are now
changing. Funds and investment strat-
egies need to adapt to a new reality.

Because these factors are so forceful
and touch so many aspects of an econo-
my, fund managers really need to make
sure their strategy and buildings do not
become obsolete over the next three,
four, five or 10 years. They need to un-
derstand how the costs of ESG-com-
pliant buildings are changing and what
this does to rents, yields and returns.

For example, you have to build
differently in order to make a build-
ing operationally net zero. In most
cases, this means more upfront costs.
It also typically means lower energy
and overall operating costs, and being
future-proofed against fines and a po-
tential carbon tax, which could become
significant cost elements in the future.

So, you can de-risk your assets,
contribute to solving the big problems
we're facing and in all likelihood pro-
vide a better risk-adjusted return.



Delivering Value and
Driving Results in ESG

Building on the legacy of Gerald D. Hines and decades
of experience in operations and development, our
mission is to elevate our efforts and dramatically
reduce our buildings’ environmental impact, especially
carbon emissions, add social value to the communities
in which we operate - and have a positive impact on
our tenants, our partners, our people and the planet.

The holistic approach to ESG helps us realize our
vision: to be the best real estate investor, partner and

manager in the world.
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