Building a Carbon-Free
Future
Improving the sustainability of commercial and multi-family buildings is not
only the right thing to do, but it will also
reduce risk and boost real estate values
long term.
In April 2019, the New York City Council passed Local
Law 97, requiring large buildings in the city’s five boroughs to reduce their carbon emissions by 2024 or face
potentially large fines or mitigation costs. Billed as the
most stringent decarbonization mandate for buildings in
the country, the policy sparked controversy. But it was
also part of a broadening trend. Washington, D.C. and
St. Louis have passed climate laws focused on making
buildings greener, and Boston is on the verge of enacting a similar policy. At the state level, Washington has
passed aggressive carbon-pricing legislation, and many
believe that a federal carbon tax in the U.S. is very likely
on the horizon.
Increased government regulation to stem the environmental impact of the real estate sector is hardly surprising. Buildings account for almost 40% of the world’s carbon emissions, according to a 2020 study by the United
Nations.1 That estimate might be on the low side. With
world governments scrambling to meet the carbon-neutral goals of the Paris Agreement, a legally binding international treaty, policymakers are increasingly seeking
to use financial penalties to cajole building owners into
meeting emissions and efficiency targets.

global investment portfolio of commercial and residential
buildings has a goal to reach 100% renewable electricity
for managed and controlled assets by 2030. Switching to
renewable electricity is one of the means to reduce carbon, he says. “It takes years to improve how a building
operates in order to make an impact in that way. Owners
who aren’t proactively thinking about this today are going to incur a financial impact tomorrow,” Landau says,
harming their investment.
Many in the real estate industry are striving to get ahead
of existing and anticipated regulations and avoiding transitional risk. These regulations include the European
Union’s Sustainability Finance Disclosure Regulation
(SFDR) as well as anticipated new regulations to be announced by the Securities and Exchange Commission
before the end of the year “Institutional investors are increasing their focus on environmental aspects of a property,” Landau says.

“Institutional investors are increasing their focus on environmental aspects of a property.”
— Jim Landau, Head of Environmental, Social
& Governance, Real Estate and Agricultural Finance, MetLife Investment Management
“You can’t just wave a wand and reduce your carbon,”
says Jim Landau, head of Environmental, Social &
Governance, Real Estate and Agricultural Finance, at
MetLife Investment Management (MIM), whose large
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Powering a Carbon-Free Future
The process should begin with a vigorous dose of green
due diligence, adds Jen Jaclin, a Director in MIM’s Real
Estate Debt Strategies Group. That means engaging
with internal and third-party teams of architectural and
engineering experts who scrutinize properties for their
ESG performance and choosing to invest in buildings
that already have high efficiency ratings, for example, or
that are located in geographies where large portions of
the power grid are linked to renewable sources.
When it comes to new developments, a focus on cutting-edge building materials and energy-efficient construction techniques, and investment in on-site renewable energy sources is now a must. For existing buildings,
efforts now go beyond simply meeting the standards of
certification programs such as the U.S. Green Building
Council’s LEED ratings system, the Building Research
Establishment’s BREEAM rating system or the Environmental Protection Agency’s Energy Star benchmarking
and certification program. In the Bay Area, for example,
an existing MIM-owned office complex is in the midst of
constructing a 300-kW rooftop solar array, Landau says.
It’s not realistic for some large commercial or residential
buildings to be totally emission-free. In addition to carbon-reduction measures, such as energy efficiency and
on-site and off-site renewables, purchasing carbon offsets and renewable energy certificates will be necessary.
But, Landau says, it’s essential for individual properties
to strive to achieve year-over-year improvements in reducing energy, water consumption and waste. The reasons go beyond simply making buildings greener. Such
moves can result in lower costs and higher profitability.
The biggest strides toward carbon neutrality will have
to come from tenant-landlord partnerships. Based on
MIM’s experience, up to 85% of a property’s energy demand is consumed by its tenants. Common areas, the
landlord’s responsibility, account for the rest. “Creating
value in commercial real estate has almost always been
intertwined with strong tenant relations,” Landau says.
Green clauses in leases are a traditional vehicle for encouraging alignment between owners and tenants. So
is the robust and transparent collection of energy-consumption and sustainability data from tenants. Proactive
management also must play a role, Landau says. “Aligning owner’s and tenant’s ESG goals will help to achieve
carbon neutrality at a faster pace.”

A kind of virtuous circle has been set up to take hold. In
office real estate, more and more tenants are organizations with their own internal mandates to curtail environmental impact. These tenants are actively seeking green,
energy-efficient spaces to occupy, creating demand and
increasing the value and profit of the most sustainable
buildings. “Or it could be individuals who want to live
in green apartments or stay in a sustainable hotel,” Jaclin says. “This is where the industry is going. It’s about
responsible real estate lending and equity investment,
which can improve communities, improve environmental
impact and increase financial performance.”
Read more at investments.metlife.com.
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Disclaimer
This article has been sponsored by and prepared in conjunction with
MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute a recommendation regarding any investments or the provision of any investment advice, or constitute or form
part of any advertisement of, offer for sale or subscription of, solicitation
or invitation of any offer or recommendation to purchase or subscribe for
any investments or investment advisory services. The views expressed
herein do not necessarily reflect, nor are they necessarily consistent
with, the views held by, or the forecasts utilized by, the entities within
the MetLife enterprise that provide insurance products, annuities and
employee benefit programs. Subsequent developments may materially
affect the information contained in this article. Affiliates of MIM may perform services for, solicit business from, hold long or short positions in,
or otherwise be interested in the investments (including derivatives) of
any company mentioned herein. This article may contain forward-looking statements, as well as predictions, projections and forecasts of the
economy or economic trends of the markets, which are not necessarily
indicative of the future. Any or all forward-looking statements may turn
out to be wrong. All investments involve risks including the potential for
loss of principle.
All investments involve risks including the potential for loss of principle
and past performance does not guarantee similar future results. Property is a specialist sector that may be less liquid and produce more
volatile performance than an investment in other investment sectors.
The value of capital and income will fluctuate as property values and
rental income rise and fall. The valuation of property is generally a
matter of the valuers’ opinion rather than fact. The amount raised when
a property is sold may be less than the valuation. The use of leverage
in an investment strategy has the potential to magnify both gains and
losses within the portfolio.
1. MIM is MetLife, Inc.’s (“MetLife”) institutional management business
and the marketing name for subsidiaries of MetLife that provide investment management services to MetLife’s general account, separate
accounts and/or unaffiliated/third party investors, including: Metropolitan Life Insurance Company, MetLife Investment Management, LLC,
MetLife Investment Management Limited, MetLife Investments Limited,
MetLife Investments Asia Limited, MetLife Latin America Asesorias e
Inversiones Limitada, MetLife Asset Management Corp. (Japan), and
MIM I LLC.
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