
 

Climate change could make real estate worth
billions obsolete unless owners act now

July 8 2019, by Kevin Muldoon-Smith And Paul Michael Greenhalgh
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From the school strikes for climate, to Extinction Rebellion protests and
calls for a Green New Deal, citizens around the world are putting
pressure on their governments to prevent global warming more than 2°C
above pre-industrial levels.
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In the UK, these efforts have met with some success—the government
has declared a "climate emergency" and promised to reduce greenhouse
gas emissions to net zero by 2050. Even so, skepticism persists in some
quarters: the chancellor of the exchequer, Philip Hammond, has argued
that the UK government's goal may be unaffordable, based on estimates
that the transition to a zero-carbon economy could cost up to £1 trillion.

Of course, there is likely to be significant public money spent on
renewable energy transition and carbon offsetting. The costs of assets
made obsolete by climate change policy—such as unexploited fossil fuel
reserves—is also potentially huge.

But the problem with perspectives like Hammond's is that they don't
balance the cost of acting now against the cost of doing nothing. In the
UK and around the world, people live and work in buildings that are
typically powered, heated and cooled using energy from fossil fuels. If
these buildings are not retrofitted with energy efficiency measures, there
is a real risk they will be rendered obsolete by policies aimed at reducing
greenhouse emissions.

A valuable asset

Research at Northumbria University has examined this situation in
relation to international real estate. The global value of real estate is
estimated at US$217 trillion – that's roughly 2.7 times the GDP of the
entire world. Of this, $162 trillion worth is residential, $29 trillion worth
is commercial and $26 trillion worth is agricultural land.

A conservative estimate is that global real estate consumes 40 percent of
global energy annually and accounts for more than 20 percent of
international carbon emissions. So it's hardly surprising that international
agencies have identified real estate and the built environment as key
contributors toward global warming and a major target of international
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efforts to reduce greenhouse gas emissions.

One of the most comprehensive approaches to reducing building energy
use can be seen in the European Union (EU). A 2010 directive on energy
performance made it mandatory for all European properties to hold an
energy performance certificate and monitor energy use from heating and
air conditioning. The government of England and Wales has used these
energy performance certificates to enforce minimum standards of
energy efficiency for privately rented family homes and commercial
properties.
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Since April 2018, any commercial property with an energy performance
rating below E (that is, those properties with F and G ratings) has been
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deemed illegal to let (although there are some exemptions related to
maximum cost of improvements). By 2020, the plan is for these same
rules to apply to residential property—which includes shared homes,
nursing and care homes and blocks of flats.

A less daunting prospect

In England and Wales, it is estimated that 10 percent of residential
property stock (worth £570 billion) and 18 percent of commercial stock
(worth £157 billion) does not meet these minimum standards. If these
properties are not retrofitted to become more energy efficient, they will
become obsolete and lose value, since the owners will no longer be
allowed to let them.

Put this way, the cost of achieving an energy transition is less daunting,
because the cost of not acting is equally (if not more) expensive. It's even
reasonable to expect benefits to the economy from the growing building
retrofit industry.

If all international governments adopted similar minimum energy
efficiency standards as the UK—and assuming the same proportions of
property stock are potentially obsolete—the risk value for residential
real estate property assets can be estimated at US$16 trillion and US$5
trillion for global commercial assets (based on their global vale,
mentioned earlier).

A timely riposte

The potential cost of not acting in the real estate sector should provide a
catalyst for the transition to more energy efficient buildings. It should
also provide a riposte to those who worry about the cost of transitioning
to net zero emissions. Indeed, there's a clear need for investors and
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property owners to move beyond green-washing and reduce the carbon
emissions of real estate before costly regulation and enforcement sets in.

Ignoring climate change exposes real estate assets to the risk of
permanent disruption—especially now that the potential impacts of 
global warming are being widely acknowledged. Clean technology is 
becoming more affordable and consumers are adopting principles of
environmental sustainability. Indeed, it's already becoming more
common for investment managers and financiers to demand that
companies disclose business model exposure to climate change, while
investors are starting to take advantage of exposed assets.

It makes sense for property owners to plan for the introduction of
powerful new climate-related policies in the coming years. Adapting
existing buildings and constructing new developments that are not reliant
on fossil fuels—though perhaps costlier in the short term—can create a
more resilient, and therefore valuable, asset in the longer term.

This article is republished from The Conversation under a Creative
Commons license. Read the original article.
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