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Whatistheneedfor thisreport?

Á Sustainabilityhasbecomea core requirementfor investorsand we havebeen seeingan

everincreasingamountof capitalbeingdirectedtowardssustainableinvestments.

Á In Europetoday,roughly50%of all AssetsUnderManagement(AUM)canbe classifiedas

sustainableassets.

Á Hospitality is the real estate sector that is most exposed to the changing tides of

sustainabilitydemandsfrom investors,with high exposureand sensitivity to consumer

demandscoupledwith the strongrelationshipbetweencosts,energyconsumptionandthe

efficiencyof such. Thissituationnaturallypresentsboth risksandopportunities.

Howhasthe situationevolvedandwhatisthe outlook?

ÁWith countries reinforcing commitments to carbon reduction with the recent COP26

conference we expect regulations and reporting standards to move forward with

standardisingrequirementsfor sustainabilityto bebuilt into all investments.

ÁWe have alreadyseen this with updates to Markets in FinancialInstrumentsDirective

(MiFID II) and the recent Introduction of the ISSB. Going forward we see such

developmentsfurther pushingcapitaltowardscertifiablyΨǎǳǎǘŀƛƴŀōƭŜΩinvestments.

Whatdoesthismeanfor hospitality?

Á Increasingrisk of assets becomingΨǎǘǊŀƴŘŜŘΩin the long-term, but also increasing

opportunity,with the greatestopportunityreservedfor thoseagileenoughto moveearly.

Á Profitmaximizationintegratedwith riskminimization.

ÁOpportunity for a continuingcycleof value creation coming from: enhancedconsumer

demand(increaseddemandwith reducedprice sensitivity),reducedoperatingcostsand

accessto cheaperdebt instruments.

Á Thekeyto this cycleof valuecreationis the accessto cheaperfinancingwhichenablesthe

transition. Generally,the consensusin the markethasbeenthat greenfinanceinstruments

arepricedbetween15and25basispointscheaperthanconventionalfinanceproducts.

Á In hospitalitywe haveseenthis gapwiden to 132.5 bps. Thisis becausehospitalityhasa

potentiallyvery lucrativecycleof valuecreation,due to its highsensitivityto sustainability

factorson both the revenueandcostlines.

Summary of Key Points

Lower Operating Costs

Higher Occupancy Levels

Higher ADRs and RevPAR 

Access to Cheaper Financing 

Lower Exit Yields

Increasing 
Operating 
Leverage 

Europe United States Japan

$14T
48.4%

$12T
25.7%

$2.2T
18.3%

Canada

$1.7T
50.6%

Australia & 
New 
Zealand

$0.7T
63.2%

$92T
Total Assets Under Management 

Sustainable Assets as Proportion of Total AUM:
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Executive Summary

Introductionto ESGandTheNeedForThisReport:

Á Today, more than ever, organisationsare expectedto take into accounta wide rangeof

non-financial considerations,broadly relating to Environmental,Socialand Governance

(ESG)factors. Ultimately, the framework seeksto promote greater responsibilityand

transparency,andhasrecentlybegunto gainwidespreadlegitimacyin the financialworld.

Á 2020 was a bumper year for purely sustainablefund managersin Europe,with Assets

UnderManagement(AUM)surpassingthe $1 Trillionfor the first time. Today,it hasrisen

to $1.4 Trillion, with more than 50% of all moneyflowing into funds in Europegoingto

sustainableinvestments.

Á Accordingto Morningstar,2021/22 hasbeen expectedto be the period over which ESG

impact investing truly enters the mainstream. With sustainabilityupdates to MiFID II

coming into force in 2020, requiring investment managersto ask clients about their

sustainabilitygoals,andthe veryrecent introductionof the ISSBby the IFRSFoundation,a

significantstep in briningconsistencyto ESGreportingstandards,we expectthat an ever

increasingamountof capitalwill flow in the directionof sustainableinvestments.

Á Thisrapidly evolvingsituation bringsboth gravedangersfor those who fail to react, yet

unboundedopportunity for thosewho canadapt,and particularlythosebraveenoughto

beearlymovers.

Á Historically,the HospitalityIndustryƘŀǎƴΩǘbeenknown to be quickon its feet. However,

the industryhasbecomemore agileand able to react to situationsas they play out; This

has been demonstrated through the increasingadoption of technologyin the last few

yearsandtheƛƴŘǳǎǘǊȅΩǎreactionto the pandemic. TheHospitalityIndustryis perhapsthe

most exposedreal estate sector to ESGfactors and, therefore, it representsa huge

opportunityfor thoseableto graspit.

ÁWith the evolvingsituation we see opportunities to not only maximizeprofits but also

minimizeexposureto risk,both from a regulatoryandconsumerdemandperspective.

ÁWeseeprofit maximizationcomingfrom a matrixof enhancedconsumerdemand,reduced

operating costs and accessto cheaperdebt instruments,with an expectationof yields

differentialswideningoverthe long-term.
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Executive Summary

TheΨ9Ωin ESG:

Á As we discussfully in ά{ŜǘǘƛƴƎtŀǊŀƳŜǘŜǊǎέ(page 9), the focus of this report is on the

Environmentalaspectof the ESGframework.

Á More concretethan socialandgovernancefactorsin termsof easein whichKeyPerformance

Indicators(KPIs)canbemeasured,we haveseengreenfinancemechanisms,andspecifically

debt instruments,emergemost rapidly and prominently in the evolvingsustainableESG

financesector.

Á SinceGreen Financedebt instrumentsare the crux of this report and what we have

labelledΨ¢ƘŜOpportunityof theIƻǊƛȊƻƴΩΣthe focusison the reasonsfor the emergenceof

suchdebt instruments,the instrumentsthemselvesand what this meansfor the broader

realestatesectorandthe hospitalityindustryspecifically.

EnvironmentalRisk- RealEstate& Hospitality:

Á In both the realestateandhospitalitysectorsit ishelpfulto breakdownthe environmental

impacts into: The ConstructionPhaseand the OperationalPhase, and also The Supply

Chainsof each.

Á Theinitial constructionis obviouslya muchmoreconcentratedimpactovera short period

of time whileoveroperationsthe impactis incrementaloverthe entire lifecycle.

Á Thereport discusseshow it is important to increaseresourceefficiencyacrossthree key

areas: Energyand Water Consumption,and WasteManagement,discussingwhere the

optionscurrentlystandin termsof improvingefficienciesin thesekeyareas.

ÁWe discussthe argumentfor retrofitting, which is a crucial piece of the puzzlewith it

estimatedthat 95%of buildingsthat existtodaywill still bearoundin 50years.

Á There are however, presently, significant obstaclesin terms of costs, with financial

incentivesnot fully aligned,evenat the governmentallevel.

ÁWe seenew buildsaswhere the mostάōŀƴƎfor yourōǳŎƪέcanbe had. With buildingin

sustainable elements across the lifecycle, into design, construction and operation

unlockinggreatervaluewhilealsohavinga positiveimpacton the widerenvironment.
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Executive Summary

TheOpportunityof the Horizon: GreenFinancein RealEstate& Hospitality:

ÁWhile issuancesof green bonds (the first green debt instruments)began in 2007, the

sector only begun to really gain traction in 2013 with the first issuanceof a corporate

greenbondandthe first single$1 billion+ bondbeingissued.

ÁGreenFinancein real estatealsoemergedat this time, with Unibail-Rodamco-²ŜǎǘŦƛŜƭŘΩǎ

2014greenbondissuanceofϵ750million,with issuancesreallytakingoff in 2017.

Á In hospitality,the new sub-sectorsof debt instrumentsŘƛŘƴΩǘarrive until 2019. Activity

begunto get off the groundin 2019, with 4 notableEuropeangreenbond offeringsand

greenloanagreements,but it wasbroughtbackto earthin 2020with the pandemic.

Á 2021 has seen activity begin to pick up again, of note is Qatari5ƛŀǊΩǎ£450 million

syndicatedloan for their conversionof the former US Embassyinto a hotel, which is

contingent on the construction process and final building itself meeting specific

sustainabilitycriteria.

ÁGiventhe nascentstageof developmentof the sector,availabledatais thin on the ground.

Conclusionshowevercanbe drawnfrom the wider marketand initial transactionssuchas

the verypublicandtransparentWhitbreadbondissuance.

Á Researchfrom French asset managersAmundi suggest that the average so called

άgreeniumέon green finance products (lower interest and coupon rate payments,for

borrowersandbondissuers,respectively)isbetween15and25basispoints.

Á²ƘƛǘōǊŜŀŘΩǎissuanceof two green bonds in February2021, the most significantgreen

issuancein the hospitality sector, was an important step, particularlygiven the public

nature of the issuance. The couponrates (interest payments)for the two bondswere

between70 bpsand132.5 bpscheaperthan the equivalentcostof financefor a similarly

rated (BBB-) issuance,suggestingthat the greeniumfor hospitalitycould be significantly

higherthan15to 25bps.

Á Thismakessenseas Hotels are in a unique position, with high sensitivityto consumer

preferencesandveryhighenergyintensity. TheOpportunityof the Horizonfor hospitality

is therefore, a continuingcycleof valuecreation through lower operatingcosts,higher

RevPAR,cheapercostof financingandlowerexityields.
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WhatisESG?

Today,more than ever, businessesare expectedto take into accounta wide rangeof non-

financial considerations,broadly relating to Environmental,Socialand Governance(ESG)

factors:

- Environmentalcriteria concernthe way in whichorganizationsinteract with their physical

environments.

- Socialcriteria concernthe way in which an organizationinteractswith society,and the

relationshipsthat it haswith all stakeholders.

- Governancecriteria are the most inward lookingof the ESGframework,concerningthe

internalsystemsof practice,controlsandprocedureswithin organizationsthemselves.

ARecentbut RapidlyEvolvingHistory:

Á TheESGframeworkemergedaspart of a joint initiativebetweenUNSecretaryGeneralKofi

Ananand the CEOsof major financialinstitutions as part of the UN GlobalCompactin

January2004, with the term Ψ9{DΩofficiallycoinedin the UN GlobalCompactstudy and

subsequentconferencetitled:ά²ƘƻCares²ƛƴǎέ.

Á In 2006, the releaseof the ¦bΩǎPrinciplesfor ResponsibleInvestment(PRI)markedthe

first step in actually requiring companies to incorporate ESGfactors into financial

evaluations.

Á Initially,63 companiessignedthe PRI,with an initial combinedAssetsUnderManagement

(AUM)of $6.5 trillion. Asof 2020 there were a more than 3,000 signatories,with AUM

havingballoonedto morethan$100trillion.

Introduction: Environmental, Social, Governance 
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Research Scope 

SettingParameters:

Á Asa high-level framework,ESGfactorsnaturallytake into accounta very broad rangeof

considerations.

Á Thisresearchreport is focusedon the areawherewe seethe most imminentandglobally

prominentrisksbut alsothe greatestopportunityςEnvironmentalConcerns.

EnvironmentalConcernsandDebtInstruments: TheOpportunityof the Horizon:

Á It is in this area,wherewe seesignificantopportunity,both in accessingcheaperfinancing

whilealsoattractinga widercustomerbasethat is lesspricesensitive.

Á Thereport will addressgrowingissuesrelating to the broaderenvironmentand the role

that businesseshaveto play, then movinginto a discussionof the risksas they relate to

real estate and the opportunities presentedby the emergenceof GreenFinancedebt

instruments,andfinallyfocusingon the riskspresentedto the HospitalityIndustryandthe

opportunitiespresentedby the recentemergenceof greenfinancein hospitality.

SocialandGovernanceConsiderations?

ÁWhileSocialandGovernancefactorsalsoplaya significantrole, they areverymuchΨǎƻŦǘŜǊΩ

characteristicsthat areconsiderablyharderto quantify.

ÁGiven the nascent stage of development of frameworks for sustainabledebt capital

financing, the factors of Social and Governanceare far less integrated into rating

proceduresandrequirementsfor loansthanEnvironmentalfactors.

Á Socialand Governanceconsiderationsdo have an important role to play in terms of

influencingconsumerdemand, however, for the purpose of this researchwe will be

focusingon EnvironmentalConcernsand the emergingopportunities in combattingthe

risks.

The Environmental Crisis & Business

Real Estate & Environmental Risk

Opportunity: Green Finance

Hospitality & Environmental Risk

Opportunity: Green Finance
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TheEin ESG:

Á Arguablythe most prominent,andcertainlythe most globallysignificantaspectof the ESG

framework is the Environmentalaspect,specificallyrelating to the ClimateCrisisand the

associatedrisks. Theissueof ClimateChange,andthe ClimateCrisis,areveryuniquein their

scope,affectingeveryoneGlobally,givingthe issuea uniqueglobalnecessityfor action.

MisalignmentBetweenShort-term InterestsandLonger-TermGoals:

Á Historicallythe sciencehas faced significantresistance,stemmingfrom both issueswith

graspingthe magnitudeof the situationthat we face,but alsothe more populistaspectof

governments and corporations putting economic interests ahead of longer-term

environmental concerns, that have a tendency to require disruptive, expensiveand

unpopularpoliciesto beput in place.

ChangingRhetoric:

Á Therhetoric surroundingthe ClimateCrisishasgrown louder and louder sincethe turn of

the Millenniumto the point whereit is at today,whereit hasbecometoo loud to ignore. In

the UK,polls from IPSOSMori showthat at least85% of Briton are now concernedabout

climatechange,with the majority(52%) veryconcerned.

Á Thesedevelopmentsarealignedwith the increasinglyclearnatureof the evidence. With an

undeniablyclearcorrelationbetweenGlobalPopulation,GDP,FossilFuelEmissionsandthe

levelsof AtmosphericCO2 (graph2).

IncreasingGovernmentalAwarenessandCommitment:

ÁWhile the UN has done significantwork relating to bringingbusinesspracticesand ESG

factors into alignment since the turn of the Millennium, the issue of ClimateChange,

directly, was most prominently brought to the fore with the ParisClimateAgreement

(2015).

Global Environmental Risk ςAn Overview 
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UnderstandingFutureEnvironmentalRisk:

ÁWith Globaltemperaturesrising at an averageof roughly0.18°C per decade,the World is

predictedto surpassa 1.5°Cincrease,relativeto pre-industriallevels,which is consideredto

be theάǎŀŦŜƭƛƳƛǘέby2050.

ÁWhile the numbersseemsmallin the grandschemeof things,suchincrementaldifferences

are anticipatedto havegraveimplications,most significantlywith extremeweather events

increasingin both severityandfrequency.

TheRoleof Business:

Á Businesseshavehada significantrole in the emergenceof the situationthat we find ourselves

in today, with the commercialsector being responsiblefor an estimated 18.2% of CO2

emissionsin the UK in 2020. This impact obviouslywidenswith the definition of business

whichcanencompassall sectors.

Á Asa result,businessesalsohavea significantrole to playgoingforward. It hasbecomelessof

a questionof whether businessescanafford to take into accountsuchfactors,and more of

whethertheycanaffordnot to.

TheImpactonBusiness:

Á TheClimateCrisispresentsa numberof different risksto businesses,both in terms of direct

risksas a result of a more volatile climate (PhysicalRisk) but also risksthat relate to their

responseto the issue and their role. Thesecan be categorizedas: ReputationalRisk;

RegulatoryRisk; TransitionalRisk; andultimately,ExistentialRisk.

Á Suchrisksare not evenlydistributedand presentthemselvesmost prominentlyto industries

that aremostentrenchedin their pollutingways.

ÁOnthe other sideof this,therearesignificantopportunitieson the horizonfor businessesthat

embracethe needfor this transition,both in termsof mitigationof the riskslistedabovebut

alsoin a moreactive,positiveeconomicsense.

Global Environmental Risk ςFuture Environmental Risk and the Role of Business 

Sources: IPCC, BBC, Gov.UK, FT, Schatz Senate Gov, Vox, The Guardian.
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Global Environmental Risk ςEvolving Regulatory Environment

Lackof ClearandConsistentSustainabilityReportingStandardsin Business:

Á Historicallythere havebeenissueswith integratingsustainabilityconcernsinto businessand

financialdecisionmaking.

Á Suchissueshavestemmedfrom a lackof clearand consistentstandardsacrossgeographies

andjurisdictions,andalsoa lackof implicationsfor followingor not followingstandards.

TheISSB:

Á At the beginningof November2021, the InternationalFinancialReportingStandards(IFRS)

Foundation announceda series of significant developmentsincluding the International

SustainabilityStandardsBoard(ISSB).

Á Theformation of the ISSBis part of an effort to establisha globalconsensusfor climateand

sustainabilitydisclosuresmoregenerally.

Consolidationof FragmentedReportingEnvironment:

Á The ISSBwill consolidatethe ValueReportingFoundation(VRF)and the ClimateDisclosure

StandardsBoard(CDSB)to establishasingleglobalstandardssetter for sustainability.

Á Consolidationof global standardsthrough the IFRSFoundationwill likely give the new

standardsettingboardandaddedamountof legitimacyamongbusinesses,followingon from

the Foundationswork in standardizingaccountingprinciplesanddisclosures.

Implicationsfor Business:

ÁWhilecurrently(at the time of writing) in the veryearlystages,the moveto establisha global

standardssettingbodyfor sustainabilityisgoingto havefar reachingconsequencesacrossthe

capitalstackof businesses,investors,andlenders.

Á Establishingsucha wide reachingstandardfor reportingsustainabilityissuesin a commonly

acceptedwaywill further increasethe onuson businessesincorporatingsuchissues.

VRF CDSB

IFRS

ISSB

Sources: Accountancy Age, London Business School, IFRS. 



What is Being Done About It?

An Introduction to Green Finance


























































