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• The Covid-19 pandemic is proving transformational for real estate, in terms of how we engage with the built
• It comes at a time when systemic inequalities, injustice in society and fears of irreversible climate change are
part of an ever louder global conversation.

• ESG is clearly much more than a niche pursuit, rather it has become a dominant global economic risk and
megatrend that will impact business, society and ultimately real estate.

• Given that institutional investors have the responsibility to serve their stakeholders over the long term, pivoting
towards an ESG agenda can protect future returns.

• Real asset impact investing, especially in the residential sector, is a way to achieve this.

In recent years, there has been an accelerating cadence in the
calls to address systemic inequalities and unjust treatment in
society. Movements like #MeToo, the Extinction Rebellion and
Black Lives Matter have sparked a global conversation about
a greater need for collective action. The Covid-19 pandemic
has introduced a profound new dimension. According to the
United Nations, the Covid-19 pandemic is far more than a
health crisis: it is affecting societies and economies at their
core and will exacerbate poverty and inequalities at a global
scale1. Oxfam expects that more than half a billion people will
be pushed into poverty as a result (Figure 1)2.
Setting aside the tragic consequences of the virulent disease,
its impact to real estate investors is unavoidable. Self-isolation
and social distancing have had a deep effect on people’s
relationships with the built environment. Living, learning,
working and playing have all fundamentally been transformed
and there will be lasting implications for the asset class, which
we are only beginning to understand.

Figure 1: Additional People at Risk of Poverty Due to a 20% Income
Drop as a Result of Current Pandemic
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It is a common observation – supported by the World Bank3–
that incorporating resilience into communities after a natural
disaster helps prepare them for future catastrophes. The real
estate industry has a tremendous opportunity to lead on key
environmental, social and governance (ESG) issues that are
borne out of the current crisis. From challenge, opportunity
will emerge. So, will Covid-19 be the catalyst that brings
an element of humanity into investing? And could impact
investing, specifically, arise as a mechanism for building
resilient return-driven property portfolios?
In this paper, we will explore what impact real asset
investing means for CBRE IM and discuss the principles
guiding decision making. With a literature review, we’ll
assert that you don’t have to give up value for values. And
finally, we’ll conclude by looking at why impact investing in
the residential sector makes sense, even with the spectre of
increased regulation.

BEING PRECISE ABOUT IMPACT INVESTING
For CBRE IM, real asset impact investment is about
intentionality, additionality and measurement. Whilst
probably new to some, this phrasing is consistent with
the industry-standard Global Impact Investing Network
(GIIN)
and
Impact
Management
Project
(IMP)
frameworks. We have refined our approach to align with
the United Nations Sustainable Development Goals (SDGs)
our firm is prioritising as well as ensure greatest applicability
to real assets. So, what precisely do we mean?

The investments we make have the intention to generate
a substantial positive impact on social and environmental
challenges alongside a competitive risk-adjusted financial
return. Importantly, the positive impact contribution to one
material social or environmental issue must not produce
a significant negative change on another. It goes further.
Additional stakeholders, inputs and activities that can be
positively influenced are identified and the risk of not achieving
targeted outcomes is considered. And of course, all of this
must be measured and reported on by an independent party
to ensure full transparency and disclosure.
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ASSESSING REAL ASSET IMPACT INVESTMENT
RETURNS
The question of how compatible ESG criteria and ultimately
impact investing is with financial performance is an age-old
debate. Many investors express a common perception that in
order to do good you have to give something up in return.
There is, however, a growing body of academic literature that
provides empirical evidence supporting the business case of
ESG investing.

With private real asset investments,
you can affect change if you have a controlling stake.
In a meta-analysis of 2,200 individual studies, Friede,
Busch and Bassen4 found that in roughly 90% of the cases
there was a non-negative correlation between ESG and
financial performance across asset classes. They highlight
that both bonds and real estate display a significant positive
performance in relation to ESG criteria. The authors go on
to provocatively conclude that the orientation toward longterm responsible investing should be important for all kinds
of rational investors in order to fulfil their fiduciary duties
and may better align investors’ interests with the broader
objectives of society.
In another meta-study from 2015, University of Oxford and
Arabesque Partners5 demonstrate that in 90% of the cases
analysed, sound ESG standards lower the cost of capital.
And 88% of the studies show that solid ESG practices result in
better operational performance.
Turning to real estate specifically, Brounen and van der Spek6
found that sustainability has gradually developed into an
important distinctive factor within the non-listed funds space.
They go on to assert that total returns of high ranked GRESB7
funds generate an excess return of around three percent per
year between the highest and lowest benchmark deciles.
The results of these studies are consistent with the evidence
that is emerging from our own directly held portfolios. This
shouldn’t come as a complete surprise. With private real asset
investments, you can affect change if you have a controlling
stake. The question becomes, is the impact additive to
performance? From what we have begun to see, you don’t
have to give up value for values. ESG-oriented investments
and specifically those linked to attainable and affordable
housing tenures typically offer predictable, steady returns.
Furthermore, such strategies tend to be less exposed to cyclical
market forces and systemic risks.

Kull D., Gitay H., Bettencourt S., Reid R., Simpson A., McCall K. (2016) Building Resilience: World Bank Group Experience in Climate and Disaster Resilient Development. In: Salzmann N., Huggel C., Nussbaumer S., Ziervogel G. (eds)
Climate Change Adaptation Strategies – An Upstream-downstream Perspective. Springer, Cham
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From the stockholder to the stakeholder: How sustainability can drive financial outperformance, University of Oxford and Arabesque Partners, 2015 https://arabesque.com/research/From_the_stockholder_to_the_stakeholder_web.pdf
Dirk Brounen and Maarten van der Spek (July 2017); Sustainable Insights in Private Equity Perfromance, Evidence from the European Non-listed Real Estate Fund Market https://www.inrev.org/system/files/2018-04/gresb-lessons_
db07172017.pdf
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GRESB is an investor-driven organisation, which was started to transform the way investors access ESG perfromance of real assets globally. GRESB covers $4.5 trillion in real estate and infrastructure value and is used by more than 100
institutional and financial investors.
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But let’s not forget to take off the rose-coloured spectacles.
Not all the world’s problems can be directly addressed
through impact investing, and even fewer can be accessed in
a market rate, core real estate strategy at a suitable quantum
for institutional investors. Absolute win-win situations are rare
and there are trade offs. With the majority of impact investors
targeting risk-adjusted market-rate returns (Figure 2),
accessing the most attractive opportunities will be hard fought.
We acknowledge with a dual-return objective—financial and
impact—some social and environmental-related contributions
may not be economically viable for every investor in short term.
However for aligned long-term capital, impact strategies can
deliver sustainable returns while positively benefiting society.

ESG-oriented investments and specifically those linked to
attainable and affordable housing tenures typically offer
predictable, steady returns.
But the trend is clear: as an investment style, impact investing
is maturing rapidly and attracting smart capital. At the end
of 2019, the GIIN estimated that over 1,720 organizations
manage USD 715 billion in impact strategies across asset
classes and geographies8, while the International Finance
Corporation, part of the World Bank, estimates that it is nearer
to USD 2 trillion9. For real estate, the 2019 PERE ESG Investor
Survey10 suggests there is strong evidence that sustainable
investing is on the rise, with 70 per cent of institutional real
estate investors having an explicit ESG policy in place, and
nearly all respondents reporting that ESG principles have
some role in shaping their investment decision-making. The
survey also found that 35 per cent of investors already expect
ESG action from their investment managers. Suffice to say,
more capital will be allocated to impact real asset strategies.

Figure 2: GIIN Survey of Impact Investor Target Financial Returns,
% of Respondents
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Sources: GIIN, 2020 Annual Impact Investor Survey, n=294

Figure 3: House Price and Household Disposable Income Growth in
the Eurozone, % YoY
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WHY HOUSING FITS INTO THE IMPACT EQUATION
According to the Urban Land Institute (ULI), the lack of goodquality affordable housing is affecting city competitiveness,
economic performance, citizens’ health, well-being, and
quality of life. The issue is especially acute in the intermediate
housing segment, which includes those households that do
not qualify for social housing but struggle to afford to pay
full market rates.11 The crisis in housing affordability reflects
a fundamental mismatch of supply and demand – restrictive
planning laws, local opposition and high land costs constrict
supply, while population growth, enduring demographic
shifts and urbanization raise demand. The result is a wedge
between the cost of housing and disposable incomes (Figure
3). Eurostat data illustrates that one in four Europeans are
considered “rent burdened”— spending more than 40% of
disposable incomes on market rent—with ballooning housing
costs increasing the number of people at risk of poverty
(Figure 4)12.

Average household disposable income growth

Source: Oxford Economics

Figure 4: The Proportion of the Population Whose Market Rent Housing
Costs Exceed 40%, (2018)
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GIIN Annual Impact Investor Survey 2020 https://thegiin.org/assets/GIIN%20Annual%20Impact%20Investor%20Survey%202020.pdf
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IFC Growing Impact, New Insights into the Practice of Impact Investing https://www.ifc.org/wps/wcm/connect/8b8a0e92-6a8d-4df5-9db4-c888888b464e/2020-Growing-Impact.pdf?MOD=AJPERES&CVID=naZESt9
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PERE 2019 ESG Investor Survey 2019 https://d16yj43vx3i1f6.cloudfront.net/uploads/2019/07/PERE_ESG.pdf
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Urban Land Institute Promoting housing affordability. Best practices to deliver intermediate housing at scale, February 2020. https://europe.uli.org/research-report-launch-promoting-housing-affordability/
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Housing statistics, Eurostat, June 2020; https://ec.europa.eu/eurostat/statistics-explained/index.php/Housing_statistics
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Sadly, the ongoing Covid-19 crisis is pushing more households
closer to the brink. Marginalized communities, such as lower
income individuals and communities of colour, have been
disproportionally impacted13. Without a financial cushion to
absorb the magnitude of the current economic shock, they may
face further tough choices. While government intervention to
temporarily prevent tenant evictions or enable delayed rent
payment provides respite, it does not address the fundamental
root causes of housing affordability. As major European cities
face new-found strains brought on by the pandemic, the need
for community resiliency becomes ever more critical. And this
is added to the existing needs that many communities face
including improved urban mobility, socially relevant amenities
and energy efficiency.

But the trend is clear: as an investment style, impact investing
is maturing rapidly and attracting smart capital
These challenges are not new to institutional investors, who are
increasing allocations to the residential sector, across tenures.
According to ULI’s latest housing whitepaper, its members cite
responding to demand arising from urbanisation and longterm demographic trends as the main driver for considering
investing in intermediate housing. Strikingly, the ability to make
a social impact comes in a strong second (Figure 5). This
illustrates the perceived synergies of dual-return objectives in
the residential sector.

GUIDING PRINCIPLES

that residential real estate can provide to positively contribute
to sustainability outcomes. For those new to the concept, SDGs
are the blueprint to achieve a better and more sustainable
future for all.14 They are a collection of 17 global goals set by
the United Nations General Assembly to be achieved by 2030
and were adopted by all UN Member States. Each of the
top level 17 themes has a separate list of targets – totalling
169 in all. These targets are matched, with no less than
232 performance indicators. These goals are unequivocal,
interconnected and ambitious.
It’s important to acknowledge that given this breadth, impact
investors will have their own approach to pursuing SDG goals,
with most prioritising a small handful of focussed and relevant
targets. Whilst there are a number of areas where positive gains
can be made in real estate15, from a residential investment
perspective we see the greatest scope for meaningful impact
being achieved relating to SDG 11 – “Sustainable Cities
and Communities.” Urbanization along with community and
environmental issues are central to this goal. And it starts at the
top by ensuring access for all to adequate, safe and affordable
housing
(11.1)
and
providing access to safe,
affordable,
accessible
and sustainable transport
systems (11.2). Another
priority target for our
business is providing
universal access to safe,
inclusive and accessible,
green and public spaces
(11.7).

When introducing the concept of impact investing, we
referenced the UN’s Sustainable Development Goals (SDGs).
Let’s return to that in order to highlight the sectoral opportunity

Figure 5: Main Reasons for ULI Members’ Organisations to be Involved in Delivering Intermediate Housing

Lack of
other
opportunities
Source: EULI, n= 202, conducted November 2019.
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14

https://www.un.org/sustainabledevelopment/sustainable-development-goals/
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Additional strong correlations between the SDGs (targets in brackets) and real estate sustainability activities include: improve resource efficiency (8.4, 12.2), reduce waste generation and improve recycling (12.5), Improve accessibility for
people with a disability (10.2.), Promote sustainable transport (11.2.) and reduction, training and awareness raising about sustainability (4.7, 12.8, 13.3)
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Context is crucial to understanding and comparing impact
performance results. This is especially true with respect to the
individuals affected and the nature of their previous living
conditions, location of housing, and an investor’s approach
to creating impact. For example, the nature of impact results
varies significantly by housing tenure, type of supportive
services provided, or SDG being prioritised. This underscores
why comprehensive monitoring and routine data collection
are essential for impact reporting. But ultimately, residential
impact investing is about improving access to safe, stable
housing, primarily by constructing or preserving existing units
and by regenerating and remediating underserved areas to
serve those in need. And for us, it’s also intrinsically linked to
making a deliberate positive impact on the environment. This
means our buildings use less and give back more, they stand
the test of time and are resilient to change.

THE ROLE OF RENTAL REGULATION
One likely outcome of the current pandemic is a push
for greater regulation of private rented residential accommodation to protect tenants who are at risk of eviction
to no fault of their own. This could mean new terms to letting
agreements or result in some form of rent control. While the
immediate intention may be benevolent, regulatory pitfalls
tend to dampen the creation of new supply and confound
investment markets. If regulation is responsive to market
forces and predictable, it shouldn’t be feared. However, often
this is not the case. What is ultimately necessary is aligning
stakeholder interests to enable the construction of housing.

By leveraging favourable public sector intervention, private
investors may find a lower cost of capital, reduced tenancy
risks and ultimately attractive risk adjusted returns.
Cities require a clear framework to identify the balance
and trade-offs between different land uses and the effects
of regulation on the ability to deliver housing that is locally
appropriate and in need. Government has a significant role
to play in accelerating housing delivery to reduce pricing
and therefore ease household financial pressures. Properly
resourced public private partnerships are one solution, and
this is where impact capital can play an im-portant role.
By leveraging favourable public sector intervention, private
investors may find a lower cost of capital, reduced tenancy
risks and ultimately attractive risk adjusted returns. And in
doing so, can address the under supply of housing while
having a meaningful social impact.

CONCLUSION
The Covid-19 pandemic is proving transformational for real
estate, in terms of how we engage with the built environment
and think of sustainable financial returns. It comes at a time
when systemic inequalities, injustice in society and fears of
irreversible climate change are part of an ever louder global
conversation. ESG is clearly much more than a niche pursuit,
rather it has become a dominant global economic risk and
megatrend that will impact business, society and ultimately
real estate (Figure 6). Given that institutional investors have
the responsibility to serve their stakeholders over the long
term, pivoting towards an ESG agenda today is wise in
order to protect future returns. But it needs to be intentional,
far-sighted and courageous. Real asset impact investing,
especially in the residential sector, is a means of achieving
this.

Figure 6: ULI Emerging Trends Social Issues in 2020
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Source: Emerging Trends Europe survey 2020. Conducted in Q4 2019
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