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Introduction 
Investors today are demanding. Investment returns are no longer judged 
solely in financial terms, but increasingly factor in wider societal and 
environmental impact. 

Physical assets, particularly infrastructure and real estate, have a critical role to play in 
facilitating the transition towards a more sustainable economy and a greener world. As 
ultimate asset owners, investors are deeply engaged in the issues, and incorporating 
environmental, social and governance (ESG) considerations is a fundamental part of an asset 
manager’s duty to their clients. Incorporating ESG is just as important – if not more so – for 
real assets than for public equity or bonds.

Measuring the impact of ESG investing is often challenging. Although some metrics might 
seem comparatively easy to get a handle on (think of the energy consumption of a green 
building, for example), most are nuanced. How much social good might come with a new 
school or hospital, for example? Or how can governance risks be compared in complex 
infrastructure projects?

This report focuses on the impact that real assets have on climate transition  and the role they 
play in supporting United Nations’ Sustainable Development Goals (SDGs). It demonstrates 
that, despite the disclosure limitations inherent in this largely private asset class, investors 
can have a meaningful influence through investing in real assets. By selecting managers who 
have clear ESG policies and actively engage in assets and their broader ecosystem of 
stakeholders, they can ensure that investment principles are properly aligned with their own 
ESG goals.

 “Investors can have a 
meaningful influence 
on outcomes.”
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For illustrative purposes only. Source: Aviva Investors, January 2019. 
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Sustainable real assets 
 Investments in real assets are fundamental 
for sustainable development

Real estate and infrastructure are at the core of our 
collective ability to deliver more sustainable 
development.  

By 2030, the world population is projected to reach eight billion, 60% 
of whom will be city dwellers. Meeting the needs of our generation, 
let alone those of our children, will require significant investment in 
new buildings, transport, data networks and energy supplies to 
support urban growth. The need to house at high density and use 
resources sparingly will only become more pressing in the future.

Beyond cities, the United Nations’ Sustainable Development Goals 
(SDGs) will not be delivered without a fundamental rethink of our 
investments into infrastructure and real estate. While infrastructure 
development is one of the 17 SDGs, at least six of the others will not 
be met without significant investment in real assets (see Figure 1).

Nowhere is the impact of real assets more obvious than in the global 
warming debate. Without significant efficiency improvements, the 
investments needed to support economic and social development 
will generate ever greater emissions. The carbon dioxide emitted 
from buildings is currently projected to grow by 56% by 2030.1 Given 
that heating and powering buildings accounts for 41% of current 
energy use  (see Figure 2) and emits around 20% of greenhouse gases 
worldwide, integrating environmental factors is essential. However, 
the transport and industrial sectors are also heavy energy users and 
greenhouse gas emitters. 

The quality of new build and improving the efficiency of existing 
infrastructure and buildings will therefore have a critical role in 
delivering a greener future. To achieve it, there will be significant 
investment opportunities for real asset investors. 

Just taking current environmental policies into account (which, as 
they stand, are not sufficient to deliver the 1.5 degree goal), the 
International Energy Agency2 estimates that some US$60 trillion of 
energy-related investment is needed by 2040. More than half of this  
(55 per cent) relates to real assets, including investment in renewable 
energy generation and power distribution networks, transport and 
buildings (see Figure 3). For example, renewable energy capacity 
(including wind, solar, biomass and hydropower) needs to triple 
worldwide by 2040 to achieve current targets. Growth is needed right 
across the globe. Even in a mature market like Europe, forecasts 
suggest that renewable capacity will need to double.

1.   World Economic Forum: Environmental Sustainability Principle for the 
Real Estate industry 2016.

2.   International Energy Association, World Energy Outlook 2018.
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Social benefits: establishing the true value of infrastructure 

Beyond their environmental importance, real assets also play a critical role 
in the operational life of any society. Efforts to establish its real value are 
stepping up: designers, planners, engineers, consultants, technical 
specialists, academics and investors are all grappling with how to capture 
its worth.

“A lot of the dialogue on creating value has been focused on the public sector rather than 
engagement with local users and communities”, according to Darryl Murphy Head of Infrastructure 
Debt, Aviva Investors Real Assets. “The infrastructure industry needs to provide hard evidence, 
backed up by data, and focus on delivering better outcomes to the public,” he says.

“Social value is intangible and difficult to quantify, articulate and demonstrate,” say 
consultants at Arup, who have been considering different valuation methodologies. 
Communities evaluate worth in different ways, but without understanding the subtleties, the 
parameters for decision-making can be limiting. Arup believes it is possible to assess real 
world impacts, “to make value visible, to show who is benefitting and how” from different 
developments, which could enhance decision-making.

Failure to do this is perhaps one of the reasons that public enthusiasm for private 
involvement in infrastructure has dimmed. (This is not the case from an institutional 
investment perspective – appetite for cash flows from quality infrastructure is undimmed).

Source: Making the Total Value Case for 
Investment In Infrastructure and the Built 
Environment, ARUP, at at November 2018.

 “The infrastructure 
industry needs 
to provide hard 
evidence, backed 
up by data, and 
focus on delivering 
better outcomes 
to the public.” 
Darryl Murphy
Head of Infrastructure Debt, 
Aviva Investors Real assets

5 Methodologies that aim to capture value include:

1    UK government 
five-case model

The UK Treasury model is designed to assess whether a project is affordable, in line with 
strategic objectives, represents value for money and how it will be delivered.

2    Natural Capital An approach capturing the value of nature and ecosystems by mapping nature’s benefits to society 
and exploring different development scenarios.

3    Social Value A non-prescriptive approach to capturing value, which considers health and wellbeing, local 
community benefits, skills, training and education.

4    Five-capitals  
Model

Extends outside financial metrics. Economic, built, human, social and natural capital assets are all 
taken into account.

5    Total Value Combines traditional economic concepts of value with parts of the Social Value and Natural Capital 
models, focusing on the value that might accrue to beneficiaries of specific infrastructure assets.
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The financial case
 Fiduciary duty to investors and society

Few among us would question that building a school, or a hospital makes a 
positive contribution to society. Yet built without careful management of its 
community and environmental impact, the very same building can be 
viewed quite negatively by the community. 

Beyond macro views, there are micro-level considerations in the frame. Owners of assets, 
particularly large buildings or public infrastructure, need to maintain a Social Licence to 
Operate (SLO). Without a SLO, asset owners may experience operational disruption or even 
incur write-downs on their investments. In that sense, ESG considerations are vital for any 
real asset investment. 

The investment industry can exert significant influence in the way that these assets are built 
and operated. But evaluating projects is a complex process, which involves weighing up 
potentially conflicting factors – for example, scope to create jobs and enhance services, but 
also impacting local ecosystems. Once up and running, even factors like assessing energy 
efficiency, which seem straightforward, might depend on how costs are shared and whether 
accurate data can be consolidated.3 

Whether building a school, a power plant or a business centre, ESG factors are very relevant in 
investment decision-making. “The debate about a potential conflict between fiduciary duty 
– needing to act in the best interests of another party – and ESG incorporation still rumbles on 
in some circles, but it is now largely considered outdated”, according to Mark Versey, Chief 
Investment Officer, Aviva Investors Real Assets. “The conversation has moved on. 
Incorporating environmental, social and governance considerations is a fundamental part of 
an asset manager’s duty to clients, and in the best interest of investors. It can help generate 
value and limit losses from inappropriate risk-taking. 

The regulation is also moving to recognise this. For example, the European Commission is 
proposing to amend various financial directives (MiFID, UCITS and AIFMD) to require ESG to 
be integrated into investment process and risk management.

3.   ESG data: Check your meter readings. 
IPE Real Assets. January/February 2019.

 “Incorporating 
environmental, social 
and governance 
considerations is a 
fundamental part of 
an asset manager’s 
duty to clients.” 
Mark Versey
Chief Investment Officer, Aviva 
Investors Real Assets
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ESG and investment returns 

While ESG integration in real assets makes sense from a moral standpoint, 
it can also enhance investors' financial returns. 

Of course, sensitivity to ESG issues is not just about minimising risk. ‘Positive ESG’ is also 
about enhancing returns. But, unlike public equities, real assets are largely privately owned, 
and it is therefore more difficult to show the extent to which positive ESG screening  
creates value.

In general, though, it is easier to demonstrate positive impacts for environmental rather than 
social and governance factors. “While it may be tempting to see climate-related issues just as 
risks or costs, there is in fact growing evidence that more sustainable, ‘green’ buildings tend 
to outperform conventional properties,” according to Richard Levis Assistant Fund Manager, 
Real Estate, Aviva Investors Real Assets. They are valued more highly, generate higher rent 
and achieve better occupancy rates, as set out below.

Figure 4.  How much can green buildings enhance investment returns?

The World Economic Forum’s 2016 report titled Environmental Sustainability Principles for 
the Real Estate Industry quotes 11 studies quantifying how much green buildings can 
enhance value.

While green buildings are more efficient and cheaper to run, their financial outperformance is 
also due to growing demand from the increasingly environmentally-aware population.

Meanwhile, research on assessing the financial benefits of incorporating social factors into 
investments continues. A recent report by the World Green Building Council highlighted case 
studies showing how integrating health and wellbeing features in green buildings reduced 
employee absenteeism and improved well-being, thereby contributing to enhancing 
companies returns.

Research from the Harvard TH Chan School of Public Health in the US goes further. It claims 
higher cognitive function scores for workers in green buildings, compared with counterparts 
in buildings that failed to achieve green certification4 (although it’s early days for research in 
‘buildingomics’, and sample sizes are small).

4.  Your building might be making you sick. 
The Harvard Gazette. February 14, 2018 
https://news.harvard.edu/gazette/
story/2018/02/your-building-might-be-
making-you-sick-joe-allen-can-help/

 “While it may be tempting 
to see climate-related 
issues just as risks or 
costs, there is in fact 
growing evidence that 
more sustainable, 
‘green’ buildings 
tend to outperform 
conventional properties.”
Richard Levis
Assistant Fund Manager, Real Estate, 
Aviva Investors Real Assets

Price +0-19%

Rental value: +0-5%

Occupancy value: 2-20%

Source: WEF, 2016  
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Case studies: the risk of inaction and benefits of ESG integration 

Unlike pure investment returns, ESG risks and returns are comparatively difficult to 
demonstrate and even harder to measure. Yet ignoring those factors can be fraught with peril,  
as demonstrated below.

Understanding ESG Risks

In the UK, public sentiment has shifted against the Private Finance Initiative (PFI), 
reflecting concern about private owners perceived to be reaping excessive profits from 
participating in inflexible contracts. Exacerbated by the fall of the facilities management 
and construction services company Carillion, this sentiment contributed to the 
announcement in 2018 that new PFI procurement would be discontinued.

PFI was initially conceived to harness the skills and capital of the private sector. Each 
investment had to demonstrate value for money for the public purse prior to approval.  
But insufficient engagement by some private operators, combined with inappropriate 
governance to reconcile financial and social objectives, tainted its reputation.

Despite having made a positive social contribution in the majority of cases, a failure to integrate ESG factors –  
mainly governance – has curtailed investment opportunities and increased operational risks.

Governance risks – UK Private Finance Initiative 

Real assets have potential to offer long-dated stable cash flow. However, obsolescence 
risk can be triggered by regulatory or legal change, as well as the physical condition of 
the asset. 

One example might be the early retirement of coal fired power plants, before the end of 
their useful life, as a result of changing environmental policy. Germany recently 
announced a plan to phase out its coal fired power plant by 2038, which is expected to 
cost an estimated €40bn in support for the affected regions.

Environmental risks – Obsolescence

Capturing ESG benefits

In addition to saving 10,000 tons of carbon (the equivalent of approximately 16,000 
households’ consumption), the wind farm in Scotland was developed with great care 
over its local impact. 

A Habitat Management Plan was put in place to provide wetland habitat for wildlife,  
and a community fund established to support charitable community projects. 
Households near the site have also been able to benefit financially through a discount 
scheme on their electricity bills. This approach enhances the positive impact of the 
investment on the local community, beyond direct environmental benefit. 

Environmental – Enhancing value by investing in a 25MW wind onshore farm. 
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New infrastructure is essential to support economic development in emerging markets.  
Yet few investors have appetite to invest in emerging markets that rank poorly on public ESG 
benchmarks, due to concerns related to transparency or corruption, for example.

By setting up a dedicated structure and working alongside a multilateral organisation with 
deep public-sector knowledge and strong governance, an experienced investor provided 
significant long-term debt to refinance more expensive debt funding transport

and power projects in an African country. 

The structure ensured that the disbursements achieve their intended aim and generated significant benefits for the 
country in terms of a) improving the sovereign debt profile and b) injecting liquidity to the domestic banking sector. 

Social – Supporting infrastructure development in emerging markets

As discussed above, the lack of alignment between private shareholder and public 
communities has negatively impacted  
the PFI program. To address these concerns, the Welsh government has developed a new 
mutual investment model to involve the private sector in the construction and operation 
of public infrastructure.

Like PFI, MIM schemes involve private partners building and maintaining public assets, in 
exchange for a fee by the Welsh Government to cover the cost of construction 
maintenance and financing. 

To address critics of PFI, the contract includes the obligation for the private bidders to deliver genuine community 
benefits and adhere to ethical employment standards. Incorporating ESG goals in the contractual relationship 
between private and public parties should ensure parties’ interests are better aligned.

Welsh Goverments's Mutual Investment Model (MIM)
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This major mixed-use regeneration development scheme located in the heart of 
Aberdeen, is situated in both Aberdeen’s retail and civic centres, and presented the 
opportunity to create a vibrant new development with internal and external spaces that 
improved the environment yet was also commercially viable and brought an attractive 
return to the council. The developer has implemented several measures to ensure the site 
operates in an environmentally sustainable way in its life cycle. The development boasts:

• Several sustainability measures to ensure the site operates efficiently throughout its 
life-cycle leading to significant energy and emissions savings

• The site has been developed to incorporate a sustainable design throughout, achieving EPC rating ‘A’ as well as 
BREEAM ‘Excellent’ 

• Invested into the local economy and new jobs being brought to the city centre via high profile tenants.  Bold and 
innovative, this development has transformed this important part of Aberdeen, delivering results for all and 
acting as a catalyst for further regeneration throughout the city.

Through these actions, the development enabled a positive employment impact on the community while carefully 
managing its environmental impact.

Environmental and social – Mixed-use regeneration development scheme
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 ESG integration and the regulation factor  

Given this backdrop, it is no surprise that demand for Social Responsible 
Investment (SRI) funds has been growing – yet true ESG integration extends 
beyond the SRI investment universe, and extends to all investment activity.

Investors’ demands are expected to continue to grow among institutional and retail investors 
alike – for instance, 86 per cent of millennials (those born between the early 1980s and 2000) 
say they are interested in ESG investing and are twice as likely to invest if social responsibility 
is part of the value-creation thesis.5 Regulation is also playing a role, linked to managing 
underlying assets (for example, with minimum energy efficiency ratings or maximum nitrogen 
oxide (NOx) emissions), promoting long-term thinking and requiring more investors 
disclosures. For instance, a recent summary of responsible investment legislation by the UN 
PRI showed almost 300 policies have been introduced in the world’s 50 largest economies 
between 2013 and 2018 supporting consideration of long-term value drivers, including ESG.6

In Europe, MiFID II and the UK Department for Work & Pensions demand that end-clients  
and trustees of pension schemes take ESG preferences into account, which should drive 
significant inflows into ESG strategies. The EU proposal to require institutional investors  
to disclose the procedures they have to integrate ESG risk considerations into their 
investments and the potential profitability impacts will also certainly drive further  
demand for ESG integration.7

5.   Are Millennials democratising 
sustainable investing? Wealth 
Management. 6 March 2017.

6.   Global Guide to Responsible 
Investment Legislation. UN PRI. 
https://www.unpri.org/policy-and-
regulation/global-guide-to-
responsible-investment- 
regulation/207.article

7.   EU sets out plan for investor 
sustainability disclosure rules. 
IPE. 7 March 2019
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To keep pace with investor demands and regulation, embedding ESG considerations 
meaningfully into real asset investments will be a key differentiator in the future.  

“Remember that ESG risks may take longer to materialise in private companies,” says 
Laurence Monnier, Head of Quantitative Research, Aviva Investors Real Assets. “They are often 
less visible, yet given the long tenor and lower liquidity of these investments, they are also 
more difficult to exclude from the portfolio after acquisition. ESG integration is therefore 
crucial for these assets to retain their strong benefit as portfolio diversifier.” 

ESG integration should cover all the phases of investment, from sourcing to selection, 
management and disposal. ESG integration is an investment approach which incorporates 
ESG considerations in all investments, rather than selecting investment for specific impact.

Integration is different from exclusion, and can be more impactful. For example, oil and gas 
storage assets are a critical component of a country’s infrastructure, but they can pollute. 
Such environmental risk will generally be identified at the due diligence phase in the 
technical reports. An infrastructure debt manager integrating ESG into its investment process 
might decline to lend to a company where potential environmental concerns have been 
highlighted in the technical report, but could lend to similar assets where technical advisers 
have confirmed that all environment risks are properly managed.

An equity investor considering the same asset may take a different approach, and price in the 
cost of remediating the environmental issues post-acquisition. A positive environmental 
impact can be achieved in that context, which may not have happened if the sector had been 
avoided by ESG conscious investors. 

By integrating ESG throughout the investment and asset management process, or selecting 
an asset manager with a strong integration focus, investors can avoid some of the risks 
outlined above and ensure that their portfolio is well protected against ESG risk.

 “ESG risks may 
take longer to 
materialise in 
private companies, 
but ESG integration 
is crucial for real 
assets to retain 
their strong benefit 
as portfolio 
diversifier.” 
Laurence Monnier
Head of Quantitative Research, 
Aviva Investors Real Assets

Origination Due Diligence Approval Asset Management / 
Development

Reporting
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The data challenge
Seeking transparency: access to data is patchy, but improving

In the public market, investors have established benchmarks and tools at 
their disposal to reflect their ESG preferences and guide their investment 
strategies. Numerous ESG data vendors such as MSCI and FTSE Russell 
provide these tools. 

“This provides a lot of data for listed companies, but it also adds complexity, as the providers 
use different methodologies”, as Stanley Kwong, ESG analyst at Aviva Investors, points out. 
For example, at times the carmaker Tesla has been rated ‘positive’ by one ESG vendor, but 
‘negative’ by another. However, these benchmarks do allow asset managers to have a 
measure of a company’s ESG performance prior to investing – something which is not readily 
available in private markets.

Tools can also be used to measure companies’ environmental impact and their alignment 
with Paris Agreement goals using “carbon footprints” measures. While these measures are 
imperfect, the public market is already moving beyond ESG benchmarking and carbon foot 
printing. Other, more granular, rating tools are also being developed.

In private markets, ESG disclosure is more limited. Leading fund managers and investors  
are encouraging the development of industry ratings and benchmarks, such as the Global 
Real Estate Sustainability Benchmark (GRESB) for real estate and infrastructure. These 
initiatives are designed to increase transparency and lead to a more harmonised approach  
for real assets.

Nevertheless, there are significant differences between the real asset benchmarks and their 
public bond and equity market equivalents. 

• Public benchmarks assess individual companies, while owners of private assets often 
report at fund level

• A public equity investor can ‘screen’ based on benchmarks, while a real asset investor  
often cannot

• The benchmarks view ESG through different lenses

So, while the intent is the same (benchmarking ESG performance), the factors considered in 
the assessment are different. In part, this reflects the level of data available to many 
infrastructure and real estate owners, which can be quite granular in terms of environmental 
impact, but more limited in terms of employee and board. For instance, the ‘governance’ 
measures can be very different for a private, asset-owning special purpose vehicle and a large 
publicly-listed company. The analysis of the social aspect for public companies is focused on 
employee management, while the asset-backed survey measures engagement with external 
parties including community and tenants.

 “In private markets, 
ESG disclosure 
is more limited, 
but leading fund 
managers and 
investors are 
encouraging the 
development of 
industry ratings 
and benchmarks.”
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MSCI Rating factors for REITS

Factors ESG Key Issues

E Climate Change • Green buildings
• Tenant and property manager
• Engagement

• Urban site investment criteria
• Green certification performance

S Human Capital • Layoffs and restructuring
• Training and development
• Employee satisfaction

• Employee retention and turnover
• Diversity

G Corporate Governance • Board skill, diversity & 
independence, audit,  

• Pay oversight & alignment

• Ownership and control 
• Accounting (revenue & expense recognition, valuation)

GRESB rating factors for Real Estate

Factors Key issues Measures

E Climate Change • Energy consumption
• Energy efficiency

• Flooding
• Water

Stakeholder engagement

Natural Resources • Water use

Pollution & Waste • Waste management
• Building materials

• Contamination Building certification

S Human Capital • Employee stakeholder 
engagement

• Child labour

• Labour management 
relationship

Performance indicator

Management

Product Liability • Building safety • Resilience Policy and disclosure

Stakeholder Opposition  
/Management

• Asset/property managers
• Consumers
• Tenants
• Government / local authority

• Community 
• Investors/ shareholders
• Supply chain

Risk and opportunities

G Corporate Governance* • Bribery & corruption
• Executive compensation

• Shareholder rights Monitoring and  
management system

To illustrate this, the factors covered by MSCI for Real Estate Investment Trusts and those 
considered by GRESB for Real Estate investments are compared below.
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Limited impact measures should not detract investors from  
ESG alignment

The participation rate in ESG surveys is rising – but they do not yet cover a 
high proportion of the real assets investment universe. While large 
companies and asset managers have the necessary resources to report, 
smaller projects (for example, a wind farm) often lack the manpower and 
time to prepare detailed ESG reporting.

This limitation may explain why negative screening has been the most common approach 
adopted by real asset investors in ESG strategies to date. Exclusions policies exclude 
companies or sectors considered to have a negative impact. However, there is a potential 
drawback; they may also result in transferring the ownership of ‘ESG sensitive’ assets to 
investors who may be less concerned about ESG than short-term financial returns. This ‘moral 
hazard’ can be avoided by considering new investments in terms of the actions that the 
owner can take to improve ESG impact or performance.

As an alternative to exclusions, active investment strategies tilted towards positive impact  
are increasingly gaining traction. But, as stated above, some impacts are simply easier to 
measure than others.

Figure 5 demonstrates the carbon savings generated by a specific infrastructure fund through 
its renewable investments, for example. The fund with c. £950m AUM was producing enough 
energy to power over 260,000 homes and saves approximately 250,000 tons of CO2 equivalent 
each year – a significant impact. The graph shows the benefit reducing over time, primarily 
because the power generation mix in the country of the fund is becoming cleaner. 
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 “Some impacts 
are simply easier 
to measure 
than others.”
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However, measuring the carbon impact of a new road is more difficult. Will it increase 
pollution by allowing more traffic, or reduce it through lower congestion? Furthermore, how 
will the shift to electric vehicles impact the equation?

Measuring the full ‘social impact’ of a new infrastructure or building is even more elusive, 
beyond simple measures such as local employment or direct community benefits. The tools 
available to measure the ESG impact of real asset investing will no doubt continue to expand, 
but could remain incomplete.

The difficulty in measuring the full impact should not detract investors from aligning their 
investment strategies with their beliefs, says Barry Fowler, Managing Director, Alternative 
Income, Aviva Investors Real Assets. “Thematic funds investing in sectors with positive 
environmental and social impacts allow investors to ensure that their portfolio is better 
protected against ESG risk, and help deliver positive outcomes to investors and society.”

Conclusion
Real assets have a tremendous role to play in contributing to sustainable development. This 
impact can be more readily measured in terms of carbon or water consumption, but 
infrastructure and buildings also impact the health, well being and development of their 
users and the community they serve. By integrating ESG, real asset investors can make a real 
difference. Measuring this impact remains however an imprecise science. 

The lack of precise metrics should not deter investors from impact investing. Over time, it is 
likely that more consensus will develop over the best tools to measure some of the impacts 
that are more complex to capture. In the meantime, thematic investment strategies and ESG 
integration already give investors the opportunity to select funds and managers whose 
investment focus is aligned with theirs.

 “Real assets have a 
tremendous role to 
play in contributing 
to sustainable 
development.”
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Key risksus at 
The value of an investment and any income from it can  
go down as well as up. Investors may not get back the 
original amount invested. Where funds are invested in real 
estate / infrastructure, investors may not be able to switch 
or cash in an investment when they want because real 
estate/infrastructure may not always be readily saleable. 
If this is the case we may defer a request to switch or cash 
in shares or units. Investors should also bear in mind that 
the valuation of real estate is generally a matter of valuers’ 
opinion rather than fact.


