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“We believe being proactive with net-zero
buildings now will create better performing
assets and generate positive outcomes for
investors over the long term”

Blackhorse Mills, London

Key takeaways

•

The
	
built environment is a major contributor to carbon
emission: residential buildings, alone, account for 14% of
UK carbon emissions

•

Against
	
this backdrop, we believe now is the time to focus
on net-zero carbon residential buildings and bring existing
assets into line with the highest achievable energy
efficiency standards

•

•

Net-zero
	
standards can be a key differentiator in the
Build-to-Rent (BtR) sector, helping to drive higher
occupancy and let-up rates and potentially higher rents in
future, in our view. This strategy is likely to displace the
need for future high retrofit costs
We
	 believe being proactive with net-zero buildings
now will generate positive long-term outcomes for
investors, as valuations become more robust and assets
future-proofed

1. Department for Business, Energy & Industrial Strategy (BEIS)/ULI.

The built environment accounts for 40% of global emissions,
with the residential sector contributing 14% of carbon
emissions in the UK alone1. The UK government’s commitment
to achieving net-zero emissions by 2050 will have material
implications for real estate owners, operators and occupiers.
Build-to-Rent (BtR) assets, by being relatively new, are already
likely to meet existing energy efficiency standards. But with
regulation and policy changes increasingly focused on
improving energy performance to support climate objectives,
we believe assets will need to perform beyond minimum
standards – or risk obsolescence and devaluation in the future.
This structural trend will have important ramifications for the
sector. We firmly believe that being proactive with net-zero
buildings can now generate positive outcomes both from an
environmental, social and governance (ESG) perspective, as
well as a financial one.
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West Tower, Deansgate, Manchester

Applying net zero to residential buildings
Broadly speaking, achieving net-zero emissions refers to
reducing greenhouse gas emissions with the aim of balancing
those produced with those absorbed by the earth’s atmosphere.
Although it isn’t the only greenhouse gas, carbon dioxide is the
most significant.
Currently, there is no agreed definition as to what constitutes a
net-zero carbon residential building but there is growing
consensus from several industry bodies. At LGIM, we adhere to
the standards set out by the London Energy Transition Initiative
(LETI) and the UK Green Building Council (UKGBC).
These standards cover both the construction and operation of
residential buildings and focus on:

•

Reducing
	
embodied carbon – the emissions associated with
construction

•

Reducing
	
energy supplied to the building from non-green
sources

•

Reducing
	
the energy use in buildings with the aim of reducing
total Energy Use Intensity (EUI) to be equal to or less than 35
kWh/m2/yr for residential buildings as best practice

•

The
	
measurement and verification of annual energy use and
renewable energy generation

2. Savills/BPF, UK Build to Rent Market Update – Q2 2021, July 2021.
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Practically, this can be achieved using low carbon structural
components (such as low carbon concrete) in the initial design
and construction, carbon offsetting, or the use of on-site
renewable energy. Reducing the carbon energy supplied to the
buildings can be achieved by improving overall building
insulation through the incorporation of features such as triple
glazing or additional insulation in roof and wall spaces, and
maximising on-site renewable electricity using solar panels. Low
carbon heating systems will also ensure that any heating and
hot water used are not generated using fossil fuels.
Occupier behavioural changes from residents in the building will
also be important in achieving a net-zero carbon building. We
believe the more direct relationship between asset owners and
residents in the BtR sector is helpful as residential asset owners
will have more scope to influence residents’ behaviour.
The relatively nascent status of BtR as an asset class, compared
with other commercial assets in the built environment, provides
unique conditions for investors to lead on environmental
considerations. With 68%2 of the existing BtR pipeline in
planning or under construction, investors and asset owners are
provided with an opportunity to integrate net-zero carbon
standards into their designs from the outset and demonstrate
best practice to future-proof their buildings.
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In our view, the wider societal focus on emissions’ reduction
results in two new structural risks - although both can be actively
managed to provide investors with better risk-adjusted, longterm returns. They are consumer risk and legislative risk.

Consumer risk
Consumer attitudes towards products and services are
changing, with an emphasis on sustainable values. Furthermore,
government surveys show that concerns around climate change
remain high among members of the public. Approximately 80%
of those surveyed in the BEIS public attitudes survey expressed
concerns about the environment3.
In terms of who should have most responsibility for tackling the
effects of climate change, respondents saw government
legislation playing the biggest part (34%) with the general public
choosing to make supportive lifestyle changes coming
second (26%)4.
We believe that these attitudes are likely to gather momentum
over the longer term, with consumers paying closer attention to
their own personal carbon impact. As Figure 1 shows, changing
behaviours around how we live in our homes can play a
significant role in reducing carbon emissions.

The charts below show that consumers already look to reduce
energy use in their homes as a way of playing their part in tackling
climate change. Climate change awareness is particularly
prominent among the younger generation, who make up a large
proportion of residents in the private rented sector. Indeed, almost
half (43%) of residents are aged between 16 and 355.

Figure 1: Impact of behaviour changes on CO2 emissions
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3. BEIS Public Attitudes Tracker March 2021, Wave 37.
4. BEIS Public Attitudes Tracker March 2021, Wave 37.
5. MHCLG English Housing Survey 2019-20.
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Figure 2: Main reason for everyday life behaviour changes
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Source: BEIS Public Attitudes Tracker Wave 37, as at May 2021.

We believe climate change awareness is an opportunity for
differentiation in the BtR sector. As consumers learn to distinguish
between homes in terms of their carbon impact, net-zero carbon
homes are likely to become a more attractive proposition, in our
view. Additionally, it provides ‘good’ corporate landlords with an
opportunity to showcase their environmental credentials.

Legislative risk
As part of the government’s commitment to net-zero carbon
emissions by 2050, residential buildings will have to meet strict
energy efficiency standards going forward.
The government’s ‘Future Homes Standard’ is expected to come
into effect in England by 2025. This will mean that all new
homes must incorporate low carbon heating and world-leading
levels of energy efficiency. The aim is for new homes to produce
75 - 80% less carbon emissions compared to current levels.
We believe there is also potential for future legislation around
carbon emissions. One area where there has been much debate
is around carbon pricing, whereby governments may choose to
tax products and services that emit greater carbon emissions
above suggested levels. This may in turn make it notably costlier
to own, and operate, residential buildings which do not meet the
necessary requirements.

Mustard Wharf, Leeds
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We have already seen such legislation introduced in Germany. In
January 2021, the government introduced an indirect CO2 tax via
a national emissions trading system. Through the purchase of
emissions certificates, suppliers of fuels and gas paid an energy
tax, giving them ‘a right’ to pollute. The suppliers then passed the
costs of buying the certificates directly onto consumers,
resulting in higher energy costs.
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Currently, in Germany, the cost is fully borne by the consumer.
But there is ongoing public debate about whether this should be
shared with landlords or, a less likely outcome in our view,
landlords bearing the full cost. It could be that a carbon tax
regime is introduced in the UK given the similar carbon emission
commitments.

How net-zero considerations can drive performance
Attracting consumer demand
With consumers increasingly aware of their own carbon impact,
we believe that they may begin to actively choose to rent homes
with demonstrable lower energy needs over those without in
future. Data from EY highlight that 68% of consumers want to
use less energy for heating and appliances in their homes over
the next five years6.
Additionally, the uplift in standards to meet a net-zero carbon
target will ultimately mean a more cost-efficient building with
lower energy bills. Consumers are likely to find this more
attractive compared to buildings not meeting those standards.
There is also evidence that consumers are willing to pay a
premium for sustainable consumer goods. Survey data from
YouGov showed that 57% of consumers were willing to pay
more for environmentally friendly products, as opposed to 24%
who would not7. This was particularly the case amongst younger
consumers, with 69% of consumers aged under 21 and 63% of
consumers aged between 21 and 40 willing to pay more for
sustainable products. This compared with 53% of over 40s who
were willing to pay more.

Box Makers Yard, Bristol

Spring Wharf, Bath

6. E
 Y, If consumers hold the key to greener future, how can energy companies unlock it? 2021.
7. Y
 ouGov, Global Willingness for Sustainability, April 2021.
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Evidence around similar behaviours within the housing market is
limited. Robust and conclusive data on the precise impact of
energy efficiency measures in isolation are not currently available.
However, there is evidence to suggest that consumers are willing
to pay a premium when associated with energy efficiency.

Practically, delivering net-zero buildings will mean increased
upfront development costs relative to those meeting the current
minimum building regulations. The UKGBC has carried out an
initial feasibility analysis on the cost implications for meeting
net-zero standards.

According to a study undertaken by Savills, homes in Elmsbrook,
the UK’s first eco-town, were sold at a premium compared to
other new-build homes in the surrounding area. The data
showed that there was typically a green premium for larger
homes, where the selling price was 8% higher than that of
comparable new-build homes.8

Its focus was on additional costs brought on by design changes
under two scenarios: firstly, an “intermediate” scenario which
would deliver the reduction in EUI to meet 2025 net-zero targets;
and secondly, a “stretch” scenario which would reduce EUI to the
35 kWh/m2/yr best practice target.

Obsolescence and its impact on valuation
The importance of focusing on net zero now forms a key part of
risk management. With more government regulation and
taxation changes likely, it is plausible that energy intensive
buildings could become notably more costly to own and occupy.
Any residential building built to standards that fall below the
‘Future Homes Standards’ will need to go through retrofit works
in future.
This, in turn, could impact the valuations of assets both through
reduced income - the market reflecting the higher energy cost
and reduced demand for those assets in lower rents - and high
capex costs to retrofit assets up to minimum standards.
Given the long-term investment horizon for BtR, we believe that
the significant capex requirements required to retrofit across a
portfolio will be detrimental to performance over the medium to
long term, relative to the upfront costs involved in delivering net
zero from the outset.

Blackhorse Mills, London

8. Savills, Is there a green premium for new homes? May 2021.
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The cost uplift for the “intermediate” scenario was estimated as
a 3.5% increase in costs compared with current design
standards. This compared with a 5.3% increase in costs which
was estimated to meet the “stretch” scenario.

Conclusion
Meeting net-zero ambitions will require a fundamental
transformation in the construction and operation of residential
buildings. But, to support the behaviours required to avoid the
adverse effects of climate change, we believe it is both essential
and inevitable.
As investors with long-term time scales, a key task for us is to
future-proof our investments and ensure they are resilient to a
changing world. Ensuring our existing, and future, assets meet
the standards that can align with a net-zero carbon world now
will do that. In this regard, we believe being proactive with
net-zero buildings now will create better performing assets and
generate positive outcomes for investors over the long term.
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Contact us
For further information about LGIM Real Assets, please visit www.lgim.com/realassets or email contactrealassets@lgim.com

Disclaimer
The information contained in this document (the ‘Information’) has
been prepared by Legal & General Investment Management Limited,
or by Legal and General Assurance (Pensions Management) Limited
and/or their affiliates (‘Legal & General’, ‘we’ or ‘us’). Such
Information is the property and/or confidential information of Legal &
General and may not be disclosed by you to any other person without
the prior written consent of Legal & General.
No party shall have any right of action against Legal & General in
relation to the accuracy or completeness of the Information, or any
other written or oral information made available in connection with
this publication. Any investment advice that we provide to you is
based solely on the limited initial information which you have
provided to us. No part of this or any other document or presentation
provided by us shall be deemed to constitute ‘proper advice’ for the
purposes of the Pensions Act 1995 (as amended). Any limited initial
advice given relating to professional services will be further
discussed and negotiated in order to agree formal investment
guidelines which will form part of written contractual terms between
the parties.
Past performance is no guarantee of future results. The value of an
investment and any income taken from it is not guaranteed and can
go down as well as up, you may not get back the amount you
originally invested.
The Information has been produced for use by a professional
investor and their advisors only. It should not be distributed without
our permission.
The risks associated with each fund or investment strategy are set
out in this publication, the relevant prospectus or investment
management agreement (as applicable) and these should be read
and understood before making any investment decisions. A copy of
the relevant documentation can be obtained from your Client
Relationship Manager.
Confidentiality and Limitations:
Unless otherwise agreed by Legal & General in writing, the
Information in this document (a) is for information purposes only and
we are not soliciting any action based on it, and (b) is not a
recommendation to buy or sell securities or pursue a particular
investment strategy; and (c) is not investment, legal, regulatory or tax
advice. Any trading or investment decisions taken by you should be
based on your own analysis and judgment (and/or that of your
professional advisors) and not in reliance on us or the Information.
To the fullest extent permitted by law, we exclude all representations,
warranties, conditions, undertakings and all other terms of any kind,
implied by statute or common law, with respect to the Information
including (without limitation) any representations as to the quality,
suitability, accuracy or completeness of the Information.
Any projections, estimates or forecasts included in the Information
(a) shall not constitute a guarantee of future events, (b) may not
consider or reflect all possible future events or conditions relevant to
you (for example, market disruption events); and (c) may be based on
assumptions or simplifications that may not be relevant to you.

The Information is provided ‘as is' and 'as available’. To the fullest
extent permitted by law, Legal & General accepts no liability to you or
any other recipient of the Information for any loss, damage or cost
arising from, or in connection with, any use or reliance on the
Information. Without limiting the generality of the foregoing, Legal &
General does not accept any liability for any indirect, special or
consequential loss howsoever caused and on any theory or liability,
whether in contract or tort (including negligence) or otherwise, even
if Legal & General has been advised of the possibility of such loss.
Third Party Data:
Where this document contains third party data ('Third Party Data’),
we cannot guarantee the accuracy, completeness or reliability of
such Third-Party Data and accept no responsibility or liability
whatsoever in respect of such Third-Party Data.
Publication, Amendments and Updates:
We are under no obligation to update or amend the Information or
correct any errors in the Information following the date it was
delivered to you. Legal & General reserves the right to update this
document and/or the Information at any time and without notice.
Although the Information contained in this document is believed to
be correct as at the time of printing or publication, no assurance can
be given to you that this document is complete or accurate in the
light of information that may become available after its publication.
The Information may not take into account any relevant events, facts
or conditions that have occurred after the publication or printing of
this document.
Telephone Recording
As required under applicable laws Legal & General will record all
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