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SUSTAINING SUSTAINABILITY IN LARGE REAL

ESTATE INVESTMENT MANAGEMENT FIRMS

Executive Summary. In this exploratory paper,

we examine real estate managerial decisions; spe-

cifically, who is responsible in large real estate in-

vestment management for sustaining sustainability

at the firm and asset operational level. These de-

cisions are distinct from the acquisition of sustain-

able buildings. We employ 93 semi-structured in-

terviews conducted with professionals at direct

lenders, executive search firms, life insurance com-

panies, owner-operators, private equity funds,

publicly-traded REITs, third-party real estate ser-

vice firms, and tax credit syndicators. Results in-

dicate five unique approaches to sustaining sus-

tainability at the asset and firm level: corporate,

property manager, asset manager, and consultant

driven, as well as stand-alone strategies. Further,

interviewees suggest that the value proposition of

sustainability initiatives can be enhanced through

management collaboration to leverage unique data

streams.

Dustin C. Read

Andrew R. Sanderford

By the end of 2016, ,38% of the office building

stock in the top 30 U.S. markets had been certified

with an ENERGY STAR or LEED eco-label, with a

number of buildings having both. Representing

nearly 50,000 buildings and an area of ,7 billion

square feet (CBRE, 2015 & 2016), this trajectory ev-

idenced an important segment of growth in demand

for sustainability in the commercial property mar-

ket. A significant increase in demand for, or at the

very least interest in, sustainable single-family

homes (Sanderford, McCoy, and Keefe, 2017),

multi-family buildings (Bond and Devine, 2016a),

retail space (Thompson, 2007), and industrial facil-

ities (Harrison and Seiler, 2009) has also been ob-

served over the last two decades. With rising market

shares and increased data availability, the attendant

empirical research (e.g., Miller, Spivey, and Flor-

ance, 2009; Eicholtz, Kok, and Quigley, 2010; Wiley,

Benefield, and Johnson, 2010; Devine and Chang,

2017) supports the hypotheses of early scholarship

(Pivo and McNamara, 2005) that investing in sus-

tainable real estate is often good business practice.

Investors can do well and do good concurrently.

Indeed, a number of positive effects from sustain-

ability across different types of real estate are iden-

tified in the literature including superior asset val-

ues, premium rents (though not rent rate growth

premiums), attractiveness to capital markets, advan-

tageous technologies generating operational econo-

mies, lower occupant churn, and the need to offer
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fewer incentives to attract and retain tenants. Two

broad conclusions might be drawn from this body

of scholarship. First, sustainability is substantively

dynamic and exists as a part of many management

decisions. Firms are implementing complex agendas

that capture value at acquisition and also during as-

set, portfolio, and firm operations (Muldavin, 2010).

Second, given the dominant research focus on sus-

tainable asset acquisitions, there is a need to ex-

amine who could be responsible for sustaining the

sustainability (and by extension the value proposi-

tion) of assets within portfolios and as part of

broader firm-level operations. Given the substantive

dynamism of property sustainability, management

teams must be adroit in the way they work and as-

sign responsibility for these important strategic tasks

(Hopkins, Read, and Goss, 2017).

While there is substantial evidence that real estate

investors are embracing sustainability in meaningful

ways, there is limited consideration in the literature

as to who should be charged with creating durable

competitive advantage, or put more plainly, sustain-

ing sustainability after acquisition. It stands to rea-

son that real estate asset managers may be well

suited for the task because they are typically charged

with maximizing the value of the individual prop-

erties in their portfolios (Read, Hopkins, and Goss,

2016). However, real estate fund managers may also

have an incentive to participate in sustainability in-

itiatives as a result of their return-driven responsi-

bilities at the portfolio level (Larsen, 2010), whereas

property managers may seek to exploit sustainability

as a means of optimizing operations and creating the

‘‘small monopolies’’ (Graaskamp, 1993) that come

from intense familiarity with facilities. These inter-

related motivations suggest multiple roles in the

management hierarchy may be charged with sus-

taining sustainability after acquisition and promot-

ing it within the organizations they represent.

In this paper, we focus on responsibility for sustain-

ability relative to both properties and firm opera-

tions, not on the initial acquisition decisions relative

to sustainable buildings. We build on recent work

by Devine and Yonder (2017), who examine how

the benefits of eco-certification agglomerate within

U.S. and international REITs. By decomposing cash

flow streams, their work helps illustrate the distinct

channels through which sustainability practices

contribute to firm value. Both property operations

and firm-level value aggregation are noted. Here,

focusing on the decisions and roles of asset man-

agers vis-à-vis sustainability, we make a contribu-

tion to the portfolio management literature.

Drawing on the results of a series of semi-structured

interviews conducted with 93 knowledgeable real

estate practitioners working in asset management or

in conjunction with asset managers for some of the

largest real estate investment and service firms in

the U.S., we address the following research ques-

tions: (1) How are large real estate investment man-

agement firms grappling with the process of sustain-

ing sustainability following asset acquisition? (2)

What roles do asset managers play in the process?

(3) What steps, if any, are being taken to improve

asset management practices to enhance the value

proposition of sustainability when focused on asset

and portfolio operation and firm operational deci-

sions (as distinct from initial acquisitions of sustain-

able properties)?

Analysis of the interview data suggests little consen-

sus in practice or perception, with some firms calling

on their asset managers to play extensive roles in

sustainability initiatives and others allocating the re-

sponsibility elsewhere in their real estate manage-

ment hierarchies. These decisions appear to be

driven by a combination of corporate culture and

prevailing beliefs about how the benefits associated

with sustainability manifest themselves in the per-

formance of real estate investment portfolios. The

interview results also indicate that a growing num-

ber of firms are reevaluating their approach to sus-

tainability by encouraging cross-disciplinary collab-

oration, frequently led in whole or in part by asset

management departments. And while many such

efforts were reported to be in their infancy, inter-

viewees generally perceived them to have great

promise in helping real estate investment manage-

ment firms embrace sustainability in ways accretive

to operational efficiency, revenues gains, and cor-

porate social responsibility mandates.
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LITERATURE

The oil crisis of the 1970s and the issuance of the

Brundtland Commission report in 1987 catalyzed

conversations about sustainability across dozens of

industries. Building upon triple-bottom-line and

corporate social responsibility discussions that oc-

curred in management, finance, law, and allied

fields, real estate scholars have assessed sustainabil-

ity within the built environment. Indeed, three ar-

eas related to the focus of this paper have been

examined in the real estate literature: (1) the incor-

poration of sustainability into real estate investment

decisions; (2) the value proposition of sustainable

real estate; and (3) the allocation of responsibility

for sustainability initiatives within firms.

Broadly, the arc of these sub-sections within the lit-

erature suggests that real estate investment man-

agement firms pursue sustainability initiatives for

different purposes and are confronted with tradeoffs

when evaluating their benefits. Moreover, imple-

menting sustainability initiatives has been shown to

yield significant economic and financial benefits.

While researchers suggest that asset managers can

play a role in areas associated with sustainability in-

itiatives (e.g., cost reductions and revenue growth),

it is unclear how, if at all, they have been tasked

with sustaining sustainability for the real estate in-

vestment management firms in which they work.

Given the exploratory nature of this paper and our

research questions, in this section we provide a se-

lective review of the research from both the real es-

tate finance and economics literature, as well as

conversations occurring in real estate property and

facilities management, to highlight the need for fur-

ther work in this area.

Incorporating Sustainability into Real

Estate Investment Decisions

The real estate investment process logically forces

real estate executives and managers to confront

trade-offs. Relative to sustainability, managers must

evaluate how to balance social and environmental

needs while concurrently generating minimum ac-

ceptable rates of return. The sustainable real estate

literature illustrates the framework of tradeoffs

clearly. Several studies including Batty (2006), Fel-

lows (2006), Liu (2006), Heywood and Kenley

(2008), Pivo and McNamara (2008), and Eicholtz,

Kok, and Quigley (2010) articulated the competing

values and market, resource, temporal, environ-

mental, process, technology, and policy factors pres-

ent within sustainable real estate investment

decisions.

While understanding the context in which decisions

are made, investors must also focus on specific areas

when evaluating sustainability in real estate. Ellison

and Sayce (2007), in a paper presaging the creation

of the Global Real Estate Sustainability Benchmark

(GRESB), articulated measures that provide man-

agers with substantive guidance. They stressed that

investors should evaluate an asset’s operational ef-

ficiency, climate control, pollutant reduction, water

consumption and waste, waste management, loca-

tional efficiency, and building (material) quality

prior to investment. Pivo (2008) provided a deeper

discussion of individual firms implementing specific

actions around each of these topics. Larsen (2010)

extended the line of inquiry and emphasized the im-

portance of evaluating tenant demands, potential

gaps between perceived and realized benefits from

technologies and programs, and the need to gener-

ate internal (firm) and external (clients/tenants/

etc.) benefits when analyzing sustainability invest-

ment decisions.

In a complementary fashion, managers’ perceptions

of sustainability have also been explored in the lit-

erature; a critical step in peeling back the complexity

of incorporating the concept in real estate invest-

ment decisions. Warren-Myers (2012) studied large

commercial property owners and found heavy em-

phasis on resource efficiency. Wilkinson (2013)

found that Australian managers’ understanding of

sustainability was predominantly technical and fi-

nancial; a finding that complemented the market

complexity and ratings scheme requirements and

system operations described in Gabe and Rehm

(2014). Though it appears that resource conserva-

tion and operational efficiency lead the sustainabil-

ity research, Ang and Wilkinson (2008) posited that
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technical and financial lenses were not the only

ones through which investors understood sustain-

ability. Along with Lee and Chan (2010), these au-

thors found that some investors were motivated by

the corporate social responsibility mandates within

their firms and as a result pursued sustainability in-

vestments for social rather than financial reasons.

Literature on the obverse of the investment deci-

sion, the operation of real estate assets as facilities,

provides an important perspective about incorporat-

ing sustainability into real estate decisions. Where

facilities managers generally oversee the operational

aspects of real estate assets (Wood, 2006), their

work helps create value through resource efficiency

initiatives (Shah, 2007). Analyzing perceived obsta-

cles to sustainable facilities management practice,

Elmualim et al. (2010) and Wright and Wilton

(2012) found that facilities managers believed

though investors may be motivated by corporate so-

cial responsibility goals, obstacles to sustainability

program implementation included time constraints,

path dependency, lack of senior management

knowledge and appreciation of sustainability, and

lack of financial resource allocation.

For real estate investment managers, it is critical to

appreciate the dynamic and complex nature of sus-

tainability when working to incorporate it into in-

vestment and operational strategies. Failing to do so

may limit their ability to create and sustain a com-

petitive advantage across investment, operations,

and within their firms.

Assessing the Value Proposition of

Sustainable Real Estate

A dominant theme in the scholarship on sustain-

ability in commercial real estate has been the study

of its value proposition. The importance of this large

cluster of studies is difficult to understate as the

work examines risk-return questions and illustrates

the complexity and diversity of the contextual set-

tings in which sustainability initiatives are evaluated

from a financial perspective.

Initial work by Kats et al. (2003) analyzed the cost

differentials between green and traditional commer-

cial construction and found a slight sustainability

premium. Additional research from RICS (2005),

Pivo (2005, 2008), Scheer and Woods (2007), Pivo

and McNamara (2008), and Sayce, Sundberg, and

Clements (2010) laid the foundation for future

econometric analyses by introducing concepts from

the triple-bottom-line, corporate social responsibil-

ity, the extent to which a fiduciary obligation to

consider sustainability criteria in real estate invest-

ment exists, and the data infrastructure needed to

make adequate evaluations.

From this foundation, Miller, Spivey, and Florance

(2008) published the first examination of the busi-

ness case for sustainable commercial real estate in-

vestment, providing the first evidence that green

certified buildings traded at higher prices and com-

manded higher rents than did traditional compara-

ble buildings. Eicholtz, Kok, and Quigley (2010),

Pivo and Fisher (2010), Fuerst and McAllister

(2011), and Wiley, Benefield, and Johnson (2011)

confirmed the value proposition existed and added

incrementally to the evidence base (e.g., that sus-

tainable buildings have lower tenant churn and

higher occupancy than similar traditional buildings).

More recent work revealed increased probability of

tenant re-leasing, lower tenant improvement ex-

penses, and increased tenant satisfaction in eco-

certified buildings (Devine and Kok, 2015). Holter-

mans and Kok (2017) confirmed prior value

proposition research across time and found that

green buildings had higher rent, occupancy, and

pricing levels than non-green buildings. They also

contributed a significant new finding; that is, that

green buildings have not outperformed similar non-

green buildings on rental rate growth.

While much of the sustainable real estate research

has focused on office assets and the perspectives of

office portfolio owners (e.g., Newell, 2008), the ev-

idence base has been expanded to include studies

on industrial, multi-family, and residential real es-

tate. Importantly and qualitatively, the evidence

from these asset classes tends to point to similar con-

clusions. The business case for sustainable real estate

is strong and empirically supported. Eicholtz, Kok,

and Yonder (2012) and Sah, Miller, and Ghosh

(2013) discerned that REITs with greater numbers
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of sustainable buildings in their portfolios have su-

perior stock prices and are more attractive to inves-

tors, echoing comments about attractiveness to cap-

ital from Larsen (2010). Devine and Yonder (2017)

extended this line of inquiry. They decomposed U.S.

and international REIT income streams and iden-

tified the unique channels through which value

from sustainable buildings flow and agglomerate.

Additionally, An and Pivo (2017) studied the value

proposition from the debt investors point of view

and discovered that owners of sustainable buildings

were less likely to default on their mortgage obli-

gations. Devine and Chang (2017) modeled the ben-

efits of sustainable buildings to retail space users

(tenants) and noted that LEED certified retail bank

locations captured above average deposits and de-

posit growth. Harrison and Seiler (2012) examined

industrial property transactions and found that sus-

tainable facilities traded for premium prices, al-

though only in markets that favored more liberal

political candidates. In the first study on multi-

family transactions, Bond and Devine (2016a) ob-

served a rental premium for sustainable properties

in the U.S. Similarly, although using different data

sets, both Bloom, Nobe, and Nobe (2012) and Kok

and Khan (2012) discovered that homes with sus-

tainable attributes commanded premium prices

when compared to similar traditional homes. Kaza,

Quercia, and Tian (2014) investigated the probabil-

ity that owners of sustainable homes would default

on their mortgage obligations, finding that there

was a significantly reduced odds.

In addition to the value proposition research, there

has also been a focus on next generation questions

about how sustainability spreads across markets,

tenant preferences, and the role of certifications in

the market place. For example, Sanderford, McCoy,

and Keefe (2017) identified many of the factors, in-

cluding policy and climate, associated with increased

diffusion of green housing certifications across the

U.S., echoing the findings of Kok, McGraw, and

Quigley (2011) analyzing the same phenomenon in

the office market. Further, Robinson, Simons, Lee,

and Kern (2016) detailed tenant preferences within

sustainable commercial buildings. Additionally,

Freybote, Sun, and Sun (2015) observed that a sam-

ple of condominiums in sustainably certified neigh-

borhoods (e.g., LEED ND) did not sell for premium

prices, although they were still highly desirable

housing units. Pivo (2014) noted that locationally

efficient affordable multi-family buildings were less

likely to experience mortgage default. Additionally,

and rather importantly, the literature has also re-

vealed that sustainability can increase the reputa-

tion and attractiveness of firms to capital (Larsen,

2010) and that sustainability in real estate is more

broad and complex than eco-certification programs

(Warren-Myers, 2012).

With respect to the sustainable technology, policy,

and decision making, Koebel et al. (2015) discov-

ered that climate, market, and policy factors each

influenced U.S. homebuilders’ choices to install

highly energy-efficient windows in new homes.

Sanderford, Keefe, Koebel, and McCoy (2015) ex-

tended these findings to water distribution, HVAC,

and other technology decisions. Bond and Devine

(2016b) confirmed that public policy tools play a

critical role in the adoption of green housing tech-

nology, drawing on earlier work from Kontokosta

(2011), Simons, Choi, and Simons (2009), and Sim-

coe and Toffel (2014) on the trajectory of policy sup-

porting sustainability in the real estate markets.

Together, the value proposition literature and the

literature building upon it point towards an increas-

ingly complex and multidimensional understanding

of sustainability. It seems clear that while more than

simply buying eco-certified buildings, sustainability

agendas can create value at the property, portfolio,

and firm levels across dimensions of cost, revenue,

transaction, capital attraction, and firm reputation.

However, it is also clear that there is an opportunity

to dig more deeply into the operation of sustainable

buildings. As asset operation is a channel through

which value accrues in sustainable buildings, it is

increasingly important to develop a more refined

understanding about who, in the management

chain, is responsible for sustaining the value prop-

osition of sustainable real estate after acquisition

and across time. Digging deeper into management

responsibility will also reveal more about asset and
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firm operational decisions that real estate invest-

ment management firms must confront around

sustainability.

Allocating Responsibility for Sustainability

Initiatives

While the economic case for sustainable real estate

investments has been examined extensively in re-

cent years due to the increasing availability of data

germane to this line of inquiry, Warren-Myers

(2012) noted that much less attention has been de-

voted to the work of the parties responsible for

bringing the financial benefits to fruition. Hopkins,

Read, and Goss (2017) contended that this is a no-

table gap in the literature because many real estate

practitioners have access to unique sources of infor-

mation that may allow them to contribute to sus-

tainability initiatives in significant ways. For exam-

ple, portfolio managers, asset managers, property

managers, and third-party consultants often have

very different levels of familiarity with investment

strategies, market conditions, tenant demands, and

building systems (Christudason, 2002; Wai-chung

Lai, 2006; Carswell and Smith, 2009; Bayer, Gam-

ble, Gentry, and Joshi, 2010; Kyro, Heinonen, and

Junnila, 2012; Zeiba, Belniak, and Gluszak, 2013)

that are all part of the sustainability equation. Ep-

stein and Roy (2001) posited that these differences

create a need to understand how those involved in

real estate investment management interact and as-

sume responsibilities, which by extension has im-

portant implications for the study of sustainability

(Smid and Nieboer, 2008; Larsen, 2010; Muldavin,

2010; Andelin, Sarasoja, Ventovuori, and Junnila,

2015).

There is also a need to examine how real estate in-

vestment management firms allocate functional re-

sponsibilities for sustaining sustainability initiatives

post acquisition because recognized best practices

appear to be somewhat limited in the field. Falken-

bach, Lindholm, and Schleich (2010) emphasized

the point by arguing that many such firms fall vic-

tim to the ‘‘circle of blame,’’ where ambiguous and

evolving demands encourage real estate practition-

ers to express commitments to sustainability, while

simultaneously attributing a lack of progress in the

area to other members of their respective organi-

zations. This type of behavior can generate tension

between individuals working in different real estate

management capacities at a time where competitive

pressures are increasing the need for both collabo-

ration and cooperation (Palm, 2013; Muczynski,

2015). As a result, there is a need to identify more

comprehensive approaches to sustainability, as well

as management strategies that have proven effective

in practice (Hopkins, Read, and Goss, 2017).

DATA & METHODS OF ANALYSIS

In the context of this extant literature and the di-

versity of professional practice, this exploratory

study draws from a population of 257 of the largest

real estate investment and service firms in the U.S.

compiled with the assistance of trade journal rank-

ings. Executives working in real estate asset man-

agement or in conjunction with asset managers at

each of these organizations were asked to participate

in semi-structured interviews exploring the state of

the industry and the professional responsibilities of

those employed therein. Approximately 36% ulti-

mately agreed to be interviewed, creating a sample

comprised of 93 individuals working on behalf of

direct lenders, executive search firms, life insurance

companies, owner-operators, private equity funds,

publicly-traded REITs, third-party real estate service

firms, and tax credit syndicators.

The interviews were conducted over the telephone

and typically lasted between 30 and 60 minutes. A

series of prompt questions were provided to the in-

terviewees in advance to guide these conversations.

Similar to many other studies found throughout the

real estate literature, this approach was chosen to

encourage interviewees to interact with the research

team in a rather informal manner and candidly dis-

cuss their perceptions about a host of real estate is-

sues relevant to their particular line of work (Dixon

and Pottinger, 2006; Levy and Lee, 2009; Palm,

2013; Read, Hopkins, and Goss, 2016). The follow-

ing prompts consistently elicited responses about

sustainable real estate management practices even

though the term sustainability was not specifically

presented to the interviewees by the research team:
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n Based on your experience, what are the pri-

mary roles and responsibilities of asset man-

agers? How do they differ from property

managers and portfolio managers?

n Based on your experience, please describe

any areas in which the roles and responsi-

bilities of portfolio managers, asset manag-

ers, and property managers tend to overlap.

What steps can be taken to address

redundancies?

n Based on your experience, how do asset

managers allocate their time? What profes-

sional responsibilities tend to receive the

most attention? What professional respon-

sibilities receive too little attention?

n Based on your experience, please describe

any policies or procedures asset managers

are responsible for developing/implement-

ing to ensure operational consistency at the

property level across their portfolios?

n Based on your experience, what recom-

mendations would you offer to improve

communication and collaboration among

portfolio managers, asset managers, and

property managers?

Consistent with exploratory social science tech-

niques, the interview transcripts were analyzed us-

ing guidance from Thomas (2006), among others.

The research team relied on inductive logic to assess

the underpinning structure of real estate managers’

responsibilities and to examine the processes, tools,

and strategies they use to guide them in creating

value and minimizing risk. Though there are noted

limits to this approach, the findings on sustainability

and responsibility for it in the property and firm op-

erational decision chain rose out of the survey pro-

cess. Evident from the interview questions, these

topics were not directly tested using a deductive in-

terview question and hypothesis testing protocol.

Instead, that these themes that welled up within re-

spondents’ answers to broader questions suggested

an important set of ideas to explore relative to real

estate managerial decision making.

Purposeful sampling was chosen as the most appro-

priate means of selecting research participants be-

cause it ensured all interviewees had sufficient

knowledge of the topics of interest (Levy and Peter-

son, 2013), whereas telephone conversations were

used to collect the data because they have proven

to be an efficient way of obtaining input from a na-

tional sample of real estate executives (Hopkins,

Read, and Goss, 2017). Interview transcripts were

independently reviewed by members of the research

team at the end of data collection to identify notable

trends and/or themes related to sustainability. More

specifically, attention was devoted to identifying the

parties responsible for sustaining sustainability ini-

tiatives within a given organization and the per-

ceived reasons for allocating these responsibilities in

the manner described. The coding procedures were

designed to both explore the practices adopted by

industry leaders in this particular area and limit the

risk of researcher bias in the interpretation of inter-

view results (Roberts and Henneberry, 2007). Sev-

eral unique, yet interrelated, approaches to sustain-

ing sustainability emerged organically through this

process.

INTERVIEW RESULTS & DISCUSSION

While there is a great deal of variability in the way

large real estate investment management firms ap-

proach sustainability, the results of our interviews

suggest five alternatives are rather pervasive in in-

dustry. They can be identified according to who is

primarily responsible for exploring, promoting, and

maintaining sustainability within an organization.

The first approach is corporate-driven, the second

property-manager driven, the third asset manager-

driven, the fourth consultant-driven, and the fifth

stand-alone. Each reflects different underlying be-

liefs about the benefits real estate investors derive

from various sustainability initiatives, as well as di-

vergent perspectives regarding the parties best

equipped to ensure such initiatives translate into

higher property values and rates of return.

Each approach appears to have strengths and weak-

nesses that real estate investment management

firms must consider when determining how they

should embrace sustainability and ultimately incor-

porate it into their management practices. The in-

terviews also offer some evidence that firms ex-

periencing the greatest success in the area of
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sustainability are integrating features of the five dis-

parate approaches into singular and cohesive man-

agement platforms, often led in whole or in part by

asset management departments or professionals.

What follows is a distillation of the results of the

interviews described in the data and methodology

section. Each section describing an approach con-

tains a brief discussion of the associated positive and

negative externalities or implications.

Corporate-Driven Approaches

Firms adopting corporate-driven approaches to sus-

tainability are often motivated by a belief that they

serve as an effective means of raising capital in

the global marketplace for the acquisition of

institutional-quality real estate assets. Thus, senior

executives and portfolio managers are intimately in-

volved in crafting strategies that are conspicuous in

nature and easily communicated to debt and equity

providers. An asset manager working for a private

equity fund concisely summarized this approach,

stating: ‘‘Our sustainability commitments are all

about what we convey to the client or investor.’’

Some of these commitments come in the form of

company-wide corporate social responsibility man-

dates, while others are narrowly tailored to appeal

to investors in specific real estate funds or managed

accounts. Common examples include pledges to re-

duce water and energy consumption, participle in

GRESB reporting, and maintain environmental

designations such as LEED or ENERGY STAR. These

objectives are built into property-level business

plans at the time assets are purchased and relayed

to asset managers and property managers for

implementation.

The primary advantage of promoting sustainability

in the top-down manner described is that it links

real estate investment management firms’ efforts to

the demands of capital market participants, thereby

helping ensure financial resources are available to

bring goals to fruition. Corporate-driven strategies

also send a signal that sustainability is an organiza-

tional priority that must be taken into account when

management decisions are made.

Nonetheless, and echoing the literature, the ap-

proach is not without its shortcomings because strat-

egies developed at the corporate level do not always

reflect feedback received from asset managers and

property managers who are more familiar with the

physical attributes of the properties in their portfo-

lios, the characteristics of the real estate markets in

which they are located, and the demands of the ten-

ants in place. Overlooking the views of these pro-

fessionals may therefore impinge on a firm’s ability

to promote sustainability in ways that simultane-

ously aid in fundraising and improve the operational

efficiency of the properties in their care. There is

also the potential threat of firms becoming compla-

cent if they wait for unequivocal signs of market

demand for sustainable design features or operating

practices rather than proactively seeking out new

opportunities.

Property Manager-Driven Approaches

Property manager-driven approaches to sustainabil-

ity are in some ways the antithesis of corporate-

driven approaches because resource conservation

efforts come about in a bottom-up manner. They are

frequently adopted by real estate investment man-

agement firms that do not perceive sustainability to

be of critical importance to either the capital provid-

ers they pursue or the tenants they serve due to the

markets or property types in which they invest. Sus-

tainability initiatives are therefore only put in place

when there are defined cost savings and relatively

short-term payback periods.

A director of property management working for an

owner-operator described this approach to sustain-

ability as follows: ‘‘Sustainability isn’t an explicit

part of our strategy, [but] we are always looking for

ways to improve efficiencies and increase returns

that come from the ground-up on an ad hoc basis.’’

Echoing the literature, property managers were per-

ceived to be in the best position to identify these

opportunities because of their understanding of

building systems and maintenance issues.

Since property manager-driven approaches to sus-

tainability are opportunistic in nature, they may en-

courage creative thinking and the exploration of in-

novative ways of solving practical problems at the
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property level. Furthermore, emphasizing cost sav-

ings increases the probability of sustainability initia-

tives contributing to resource conservation rather

than being put in place simply for marketing

purposes.

The challenge lies in keeping property managers fo-

cused on sustainability in light of their other pro-

fessional responsibilities, while not getting frustrated

in the event the recommendations they make are

not followed by the asset managers or ownership

groups to whom they report. ‘‘Sustainability initia-

tives are hard and they take time to implement,’’

opined an asset manager working on behalf of an

owner-operator. ‘‘There is a lot of pressure to get

budgeting and business plans done, so adding more

work [for property managers] isn’t easy.’’ It may also

prove difficult for some property managers to con-

ceptualize sustainability in ways that extend beyond

maintaining environmental certifications or admin-

istering ‘‘green’’ lease provisions, as these tasks are

often under the prevue of operational personnel

who have few other responsibilities related to

sustainability.

Asset Manager-Driven Approaches

Real estate investment management firms that

charge their asset managers with promoting sustain-

ability frequently do so because they believe these

professionals are uniquely well positioned to assess

whether such efforts are accretive to the investment

strategies guiding their portfolios. As an asset man-

ager working for an insurance company noted: ‘‘We

view asset managers as owners’ representatives and

feel like sustainability fits into our group for that

reason.’’

Individuals working in this capacity use the infor-

mation available to them to determine whether

environmental certifications, sustainability-oriented

capital improvements, or refined management prac-

tices are likely to enhance a property’s competitive

profile or bring operating expenses in-line with

market norms. They may also consider whether

new policies or procedures related to sustainability

are needed for an entire portfolio to improve oper-

ational performance. Asset managers engage in

these activities by tracking market conditions, con-

ducting financial analysis, and monitoring sustain-

ability commitments made to investors, among

other things. Some firms adopting this approach to

sustainability have dedicated sustainability directors

in asset management departments, while others do

not.

Empowering asset managers to take the lead on sus-

tainability can make a great deal of sense as these

real estate practitioners are typically evaluated ac-

cording to their ability to hit targeted rates of return

and maximize property values over defined holding

periods. This creates an incentive for them to use

both the proprietary and nonproprietary data at

their disposal to consider how investments in sus-

tainability are likely to impact revenues, costs, and

the attractiveness of their properties to the real es-

tate capital markets. Asset managers are also heavily

involved in capital budgeting and the oversight of

property management and leasing teams. This re-

quires them to identify sustainability initiatives with

the greatest potential to increase investment yields

and convey that information to onsite personnel in

clear property-level business plans. These are by no

means easy tasks, as indicated by an asset manager

working for a publicly-traded REIT: ‘‘Sustainability

influences so many areas of our company that it’s

tough to know where to deploy resources first.’’ An-

other asset manager working for an insurance com-

pany added that asset managers must not only make

these tough decisions, but also ‘‘put together ana-

lytics to show the value to our tenants and clients.’’

Consultant-Driven Approaches

Rather than tackling sustainability internally at the

corporate, property management, or asset manage-

ment level, some real estate investment manage-

ment firms elect to outsource a portion of the re-

sponsibility to third-party service providers with a

high level of expertise in the area. Consultant-

driven approaches to sustainability such as this

come in a variety of different forms that range from

the procurement of energy audits and other à la

carte services on a one-off basis to much more ro-

bust and customized arrangements designed to help

a firm reduce the environmental impact of its entire



Dustin C. Read and Andrew R. Sanderford

28 u Vol. 24, Issue 1, 2018

real estate portfolio over the long term. Between

these two extremes, many firms choose to adopt the

sustainability platforms of sophisticated third-party

property management companies working on their

behalf, while requiring their portfolio managers and

asset managers to continuously explore ways to use

sustainability initiatives to help raise money and en-

hance the competitive position of individual prop-

erties. Unsurprisingly, these consulting arrange-

ments are structured in a goal-dependent manner

and are heavily influenced by the characteristics of

the clients served.

Outsourcing arrangements can be beneficial because

they provide real estate investment management

firms with a great deal of flexibility. One of the con-

sultants interviewed highlighted this point: ‘‘Sus-

tainability is largely market specific or tenant spe-

cific [and] we have a sustainability group and a

whole group of project managers that can imple-

ment a variety of different strategies.’’ Another in-

terviewee employed by a private equity fund men-

tioned another potential advantage of outsourcing

associated with specialization: ‘‘Working with large

operators across the country helps you see trends in

property management’’ and ‘‘what your competitors

are doing in the marketplace [related to sustain-

ability].’’ Both of these benefits were perceived to be

significant in scenarios where real estate investment

management firms were still ‘‘feeling their way’’ in

the realm of sustainability and open to considering

alternative ways of achieving their financial goals.

On the other hand, a reported downside of out-

sourcing sustainability initiatives was the threat of

creating redundancies in the management hierarchy

with internal and external parties looking at the

same issues.

Stand-Alone Approaches

Stand-alone approaches to sustainability generally

involve the creation of a dedicated position, com-

mittee, or department solely responsible for lever-

aging resource conservation to the benefit of indi-

vidual buildings, real estate portfolios, or an entire

real estate investment management firm. They are

motivated by a belief that sustainability initiatives

can create meaningful value on a number of fronts

and must be continually vetted to keep up with

emerging market trends. Some firms hire sustain-

ability directors that report directly to senior man-

agement, while others form standing committees or

‘‘green teams’’ comprised of practitioners from dif-

ferent departments who engage in collaborative

activities to take advantage of their unique

perspectives.

The former of these strategies benefits from focus

and the latter from interdisciplinarity, which can be

combined in some instances, as described by an as-

set manager working for an owner-operator: ‘‘We

have a sustainability department and sustainability

manager who brings concepts to the asset manage-

ment team for specific buildings or the portfolio as

a whole. We implement when we can for social re-

sponsibility, marketing, and economic efficiency

reasons.’’ Whomever is responsible for sustainability

initiatives in this type of setting may serve in an

advisory role or have a great deal of autonomy to

direct the work of asset management and property

management professionals.

Accountability is the fundamental advantage of

stand-alone approaches. By charging a select indi-

vidual or group of individuals with responsibility for

identifying, evaluating, and advising on all matters

related to sustainability, firms create important

touch points within their organizational hierarchies.

This may prove essential to sustaining sustainability

because it can get lost in the shuffle in situations

where the parties charged with such initiatives also

have a number of other professional responsibilities

that demand their attention. As one of the asset

managers interviewed suggested: ‘‘Someone has to

take leadership and have a passion for [sustainabil-

ity] or it will die on the vine.’’

The most notable disadvantage of stand-alone ap-

proaches stems from the difficulty in implementa-

tion. Since individuals, committees, and depart-

ments responsible for sustainability initiatives

cannot do their work alone, they must be able to

communicate effectively with both senior manage-

ment and operational personnel to convey their

ideas. This challenge led an asset manager working

for an owner-operator to state: ‘‘Sustainability is a
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work in progress in our company, so is consistency

in expectations.’’ Sentiments such as this were rel-

atively common among real estate investment man-

agement firms interested in increasing their com-

mitments to sustainability, while nonetheless

struggling to identify the most beneficial ways of do-

ing so.

The Need for Collaboration and

Cooperation

The five approaches described above appear to be

accurate representations of the ways in which many

real estate investment management firms allocate

responsibility for sustainability. However, they do

not tell the whole story because several interviewees

noted that the organizations they work for are tak-

ing steps to break down disciplinary boundaries in

an effort to promote greater collaboration and co-

operation. For example, some stated that senior ex-

ecutives within their firms were increasingly calling

on both asset managers and property managers to

help craft corporate sustainability policies. Others

pointed out that defined channels of communica-

tion were being put in place within their firms to

facilitate the exchange of ideas related to solar en-

ergy, smart water usage, LED lighting programs, and

environmental certifications, just to name a few top-

ics. Still others reported investing in the develop-

ment of internal expertise in the area of sustain-

ability, while retaining external consultants when

necessary to fill knowledge gaps. All of these ex-

amples arguably reflect the growing importance of

sustainability in the real estate investment manage-

ment industry and the corresponding impact on the

companies operating therein.

Cross-disciplinary endeavors in the sustainability

space were acknowledged as important for a num-

ber of reasons. First, individuals working in different

capacities throughout real estate investment man-

agement firms were noted to not only have spe-

cialized knowledge bases, but also access to

unique sources of data and information that allow

them to make valuable contributions to decision-

making processes. Second, ongoing communication

amongst such individuals was deemed necessary to

ensure all members of management teams under-

stand the corporate goals related to sustainability,

their relation to investment strategies, and the prac-

ticality of implementation at the property level.

Third, leveraging the expertise of individuals with

different backgrounds was identified as being fun-

damental to communicating the value proposition

of sustainability to investors in terms grounded in

an understanding of both real estate and capital

markets.

Enhancing the Value Proposition

Among the interviewees describing integrated ap-

proaches to sustainability, many highlighted the im-

portance of keeping it simple when possible. Port-

folio managers and asset managers were encouraged

to create a list of sustainability initiatives that should

be considered for all properties under management,

while simultaneously establishing ‘‘payback bench-

marks’’ that trigger ‘‘expedited review or near au-

tomatic approval’’ of capital improvements recom-

mended by operators. These strategies were

perceived to promote a combination of top-down

and bottom-up thinking about sustainability. ‘‘We

are working on formalized ways to encourage [our

people] to share information through established

systems,’’ said one of the asset managers inter-

viewed. ‘‘It is hard when you own as many assets

as we do, but we are focusing on identifying best

practices across product types and requiring a jus-

tification when asset managers decide not to pursue

them.’’

Emphasis was also placed on the need to make in-

vestments in information technology with the ex-

plicit objective of accommodating efforts to push

rents and reduce costs through resource conserva-

tion. Category management software was presented

as one such example. ‘‘Analytics are increasingly im-

portant,’’ said an asset manager working for a

publicly-traded REIT. ‘‘We have notice systems that

immediately make us aware when things are out-

side the norm so we can respond.’’ Real estate in-

vestment management firms were perceived to be

ill-equipped to fully leverage their institutional ca-

pacity in the area of sustainability without systems

such as these in place to facilitate the free flow of

information across departmental boundaries. In-

vestments in new technology were therefore viewed
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by many of the interviewees as one way of helping

skeptics reconsider sustainability initiatives and

view them as ‘‘value creating opportunities, not just

red ink.’’

Finally, several of those participating in the research

spoke of the importance of creating a corporate cul-

ture where sustainability is viewed as an ongoing

commitment to process improvement, rather than

simply a means of conveying a ‘‘green’’ corporate

image or appealing to select tenants via environ-

mental certification programs. This can be a chal-

lenge when real estate practitioners conceptualize

sustainability and operational efficiency as separate

and distinct issues, as reflected in the following com-

ment made by an asset manager working for a

public-traded REIT: ‘‘Our asset managers aren’t

really involved in sustainability initiatives. They

should always be looking for efficiencies through

the implementation of systems and procedures, but

[sustainability] isn’t a front and center priority.’’

Changing these perceptions may prove necessary for

a real estate investment management firm to em-

brace sustainability in ways likely to yield long-term

financial benefits.

SUMMARY & INDUSTRY IMPLICATIONS

The real estate literature has grown to include dis-

cussions and analyses of sustainability. At present, it

includes research focused on incorporating sustain-

ability into real estate investment decisions, the

value proposition of investing in an array of types

of sustainable real estate, and discussions about who

is responsible for implementing sustainability initia-

tives within real estate firms after property acquisi-

tion. Focused on large real estate investment man-

agement firms, this exploratory study drew upon

the findings from 93 semi-structured interviews

conducted with professionals at direct lenders, ex-

ecutive search firms, life insurance companies,

owner-operators, private equity funds, publicly-

traded REITs, third-party real estate service firms,

and tax credit syndicators. Our objectives were to

explore how large investment management firms

were sustaining sustainability following asset acqui-

sition and to examine who was responsible for it

within the management chain.

The interview data, when analyzed inductively, sug-

gested five types of strategies employed by large real

estate investment management firms to sustain sus-

tainability. These firms utilized corporate-, property

manager-, asset manager-, and consultant driven

approaches or several stand-alone approaches. In-

terviewees also suggested that the value proposition

of sustainability could be enhanced by promoting

collaboration between asset and property managers;

leveraging unique sources of information relative to

revenues and expenses; ensuring conformance with

firm investment strategies; more adroitly commu-

nicating the value proposition to different stake-

holders; and working to build institutional knowl-

edge within firms.

While there is evidence in the literature that sug-

gests that multiple members of the management

chain, including asset managers or the asset man-

agement function within firms, can influence each

part of the value proposition of commercial real es-

tate, there has been limited discussion of who is re-

sponsible for sustaining sustainability after property

acquisitions. For large real estate investment man-

agement firms, one could make a strong case that

the asset manager is well positioned to help create

and maintain the durable competitive advantage de-

scribed in the sustainable real estate literature; how-

ever, there does not appear to be sufficient evidence

or opinion to suggest consensus. As the first and de-

scriptive step in exploring who is responsible for sus-

taining sustainability within large real estate invest-

ment management firms, this paper offers initial

conclusions. However, given the size of the industry

and the growing importance of sustainability to it,

more research is needed to examine issues of re-

sponsibility for sustaining sustainability in large

firms.

With respect to research-practice implications, as

real estate investment management firms continue

to refine the way they approach sustainability, there

is a need for further applied research examining po-

tential barriers to cross-sector collaboration within

these organizations. This is necessary because there

are reasons to believe competitive pressures may

prevent sustainability initiatives from remaining the

exclusive domain of any one person or department
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over the long term. Furthermore, attention must be

devoted to the unique characteristics of firms that

may make one approach to sustaining sustainability

more appropriate than another. This type of

context-specific analysis is important because real

estate investment management firms are by no

means homogenous. By focusing on these issues,

there is an opportunity to gain a better understand-

ing of how firms can more effectively sustain sus-

tainability within their organizations in ways that

are accretive to both the value of individual prop-

erties and the performance of the real estate profes-

sionals charged with their oversite.

Additionally, the findings suggest a need for a nu-

anced push for education among industry partici-

pants and researchers alike. In this study, the inter-

viewees were active participants in the management

of existing real estate assets seeking to create mini-

mum acceptable rates of risk-adjusted returns. Their

observations about responsibility for and utilization

of sustainability in property and portfolio operations

were separate and distinct from the responsibility

for and analysis of acquisitions of properties bearing

some sustainability marker (e.g., eco-labels or cer-

tifications). At the least, this suggests the importance

of developing greater understanding about the dif-

ferences between construction and design certifica-

tions and those that focus on multiple life-cycle and

operational aspects of in-situ facilities. The results

also point to the need for continued discussion

about real estate managerial decision making among

researchers and practitioners. Articulating who is re-

sponsible for value creation, who is responsible for

sustaining or magnifying value, and how sustain-

ability influences managerial strategy continues to

be an important conversation.
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