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ESG AND ITS IMPACT ON REAL ESTATE IN AN
EVOLVING COVID-19 ENVIRONMENT
A Tranatlantic View Through the Lense of Investors and Managers
Environmental, Social, and Governance (ESG) has been a topic of increasing importance internationally.
Prior to the pandemic, it has been of interest in the energy sectors. But as we live through history with a world
changing before our eyes and look to determine some of the root causes and necessary changes impacting our
industry, it’s only logical to look from a global perspective. Now with real economic impacts on assets,
investors are increasingly concerned with ESG thus more questions on due diligence surrounding ESG have
been surfacing. This paper is a start to not only raise awareness but to begin assisting in the due diligence
process.

COVID-19 IMPACTING UK REAL ESTATE MARKET
Vijay Shah, Head of Trading Operations, Incline Investment Management LLC& Director of
Experience Student Living (UK Real Estate Investment firm)
The UK government has committed to zero carbon by 2050
One major contributor towards the United Kingdom’s footprint on ESG has been its offering to zero
carbon by the year 2050. This has now caused a wave of concerns towards energy efficiency in real
estate and whether properties being built by developers can adopt more environmental concerns such
as fuel-efficient functions. We are starting to see more usage of solar panels within new-build
developments.

Property Markets have reopened in the UK
UK real estate markets have reopened as of mid-May 2020. Appraisers have not been able to
physically value a property since the COVID outbreak. Lenders have swiftly pulled certain
rates/products off their shelves due to the unprecedented time. In addition, the UK base rate has
dropped sharply to 0.1%, signalling a potential recession coming our way and bringing uncertainty to
the real estate market.

Student Rental Living has been disrupted by University closures across the UK. However, as of
May 27, 2020, we have received confirmation that there is an official reopen date in September
and therefore restoring some confidence to the student rental market. Students are less likely to
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be financially impacted by COVID-19 compared to working professionals from a rental payment
perspective however shared-housing is still a questionmark for many students across the country
as well as their respective parents.

Nursing Homes have been similarly impacted like the student housing sector. The key difference
is the age group / vulnerability of the residents. The large number of COVID-19 cases across
nursing homes in the UK has been a challenge for the government to control. Recently, the figures
are starting to drop in London in articular which is giving many people hope that the worst is
behind us.

Work-From-Home (WFH) was once a rare scenario for many small and large firms across the
UK, however post-COVID-19, we should expect to see a new wave of businessessupporting
WFH. Many establishments have furloughed staff (offering 80% ofstandard salary) via
government assistance and are planning to review the staffing / office policies during 2020 into
2021.

Commercial offices have mass reduction in requirements for large leased offices. Many buildings are
vacant due to the quarantine and firms are reviewing their lease requirements as businesses consider
their WFH business model for efficiency and potentially more job retention / satisfaction “A move
towards ESG investing in commercial real estate is not just occurring at the European level but is a
global phenomenon,” said Ruslana Golemdjieva of Knight Frank.

Digital assets are now becoming a hot topic more than ever for larger real estate transactions. Now
there are instant processing times as well as negating the concerns over compliance aspects such as
validating sources of funds and background of historical wealth.

Be cautious of the potential recession wave on its way where there may be some slippage in the
property space during H2 2020 and into 2021, however where there are challenges we must seek out
opportunities, there may be pockets to pick up above average deals however strong real estate
investments should maintain their yields and therefore be a good buy and hold strategy for the long
term.

PERSPECTIVE FROM FRANCE
Joffrey Quenton, Managing Director, Geocom Capital
French investors were already highly affected by ESG considerations when investing in Real Estate.
Now that COVID-19 raised even further challenges, the trend seems to be that RE investors want the
highest sustainability and ESG criteria. Most of them will have a higher consideration of ESG
investment post crisis not only because they want to make “green” investments but also because such
deals offer a strong downside protection. With that in mind, the Global Real Estate Sustainability
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Benchmark appears as a raising indicator for French investors paying a lot of attention to ESG criteria
and in search for high rating in GRESB.

Overall, ESG/RSE is more important every day. Since January 1st, 2020, France implemented the “Decret
Tertiaire” which obligates public and private investors to declare their energy consumption and engage
into energy efficiency measures to reach the threshold set by the law of -40% by 2030, -50% by 2040 and
-60% by 2050. The investors who have not taken that into account will be heavily fined. This is all about
carbon footprint, it implies that the investors will have a restructured real estate portfolio. Therefore, asset
owners will spend more Capex to put their assets back to the new standards and we will see an asset
rotation/arbitrage accordingly.

The ESG aspect is to the investor’s assessment; there is not concrete scoring in France.

For some investment boutique RE in Paris, the COVID-19 does not have an impact on their investment
strategies. Core assets will remain leased and highly liquid while Value Add opportunities will suffer.

Some would say that post COVID-19, investors will be more sensitive to a discount if the asset is not
compliant with the new standards, hence we will see write-offs on some deals.

Overall, investors will be more cautious and more selective.

PERSPECTIVE FROM LUXEMBOURG
Kavitha Ramachandran, Head of Business Development and Client Management – Continental
Europe at Maitland.
Maitland is a global advisory, administration and family office firm providing seamless legal, fiduciary,
investment, third party management company and fund administration services to private, corporate and
institutional clients across multiple jurisdictions.
COVID-19 and the lockdowns in various countries over the past few months have brought many of us
back to basics in several ways – not least of which is the positive impact we have witnessed on the “E”
factor – the environment.

When it comes to investments, while not disregarding the stock market, an asset class that has come under
intense scrutiny and debate during lockdown is real estate. With increased online shopping, work from
home (WFH) and exponential expansion of digitalization, will this mean the end of some sectors of real
estate or a major transformation?

As countries gradually lift lockdown restrictions, allowing society to work its way through
an evolving COVID-19 environment, most investors, asset managers and service providers are convinced
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that a reset button is being pushed. In this brave new world, environmental, social and governance (ESG)
factors will come to the fore. Statistics show that ESG-focused funds have performed well and continue to
attract investment inflows. This, combined with the changing investor views of not only Gen Z and
millennials but also the preceding generations, will change the mindset with a focus not only on the “E”
factor but also “S”- social - and “G” - governance – factors.

The topic of stranded assets, that is obsolete or devalued assets, will drive investors and managers alike to
make long lasting changes in their choice and make of investments. What will be critical is to ensure that
ESG is not simply a marketing tool but that people “live” the change. Measurements and standardization
will be key differentiators and there is no doubt that technology will play a vital role.
The EU is ideally positioned to take advantage of the legislative and regulatory changes that it has
pioneered when it comes to ESG investing. Key initiatives include increased transparency and disclosures,
taxonomy, and bringing in suitability tests and sustainability risks when it comes to investing and
managing assets.

As a leading European financial and investment fund center for both traditional and alternative assets,
Luxembourg has seen the real estate asset class grow substantially over the last few years and has taken
advanced steps in ESG and sustainable finance initiatives. ESG reporting guidelines from the
Luxembourg Stock Exchange and the launch of the real estate label by Lux Flag - as well technological
advances taken by the asset servicing industry, - will all help to further and achieve the new goals being
set in the rapidly evolving COVID-19 environment.

DATA MANAGEMENT IN THE U.S.
Brian Paik, Founder and CEO of Ievers Consulting offering Institutional Investment Technology
and Solutions
A key challenge in the United States, when tracking ESG is determining how to collect and incorporate
non-financial risk factors. Given increasing pressure on General Partners to report back to investors on
the environment of their portfolio companies, tracking social and governance footprints accurately and
analysing relevant data is quite critical. Currently, investors are moving away from top-line scores and
seeking greater substance. When looking at public companies, market data sources such as MSCI will
pull ESG reports from several companies. However, the list and coverage for public companies may
not be complete and sourcing the relevant information for private companies is even more challenging.
Within general partnerships, the RFP process also has a growing number of ESG-related questions for
GPs to answer, and as a result they will mandate that their portfolio companies track this data.

Having established the need to document ESG factors, the question becomes how to standardize and
track this information. The Sustainability Accounting Standards Board (SASB) brought together
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investors and industry leaders to determine the material aspects across industries and created a
framework for companies to report on ESG factors. Material considerations related to ESG may be
found in 10-K annual reports, but the higher-level intent was to create common metrics. If consistently
tracked it can also be used to create standard questionnaires for creating, sourcing, and structuring this
data into a database. For example, key common factors for the real estate industry include energy
management, water management, tenant sustainability and resources management, and climate change
adaption. Contextual considerations by property subsector relate to number of assets, leasable floor
area, percentage of indirectly managed assets, and average occupancy rate.

The true technical challenge is to not only standardize the information to enable essential aggregate
analysis and reporting capabilities, but also to establish a standardized data collection methodology to
build a meaningful database with front-end analytics.
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