COMMERCIAL
BUILDINGS

DRIVERS FOR RESOURCE
EFFICIENCY

Although there is no silver bullet for improving resource efficiency in commercial
buildings, BEES is contributing to a greater understanding of the triggers that might
drive resource optimisation.
By Kay Saville-Smith, Research Director, Centre for Research Evaluation and Social Assessment

I

mproving the energy efficiency and
thermal performance of New Zealand
homes has been on the agenda for many
years, and rightly so. BRANZ’s Household
End-use Energy Project (HEEP) demonstrated
the national burden of energy consumption
from our dwellings, the poor amenity value
gained from energy consumption and trends in
appliance use likely to drive its increase in the
future.
However, this focus on the residential sector
has meant energy consumption in commercial,
office and retail buildings has been neglected.
BRANZ’s Building End-use Energy Study
(BEES) provides a research-based response
to energy consumption in that sector. And
there is a need for it – overseas data shows
that commercial buildings are significant,
and generally inefficient, users of energy. For
instance, researchers from the MIT Center for
Real Estate in the United States have found that,
on the basis of floor area, energy consumption

in residential buildings is less than half that of
commercial office buildings.

Challenges of energy efficiency
Designing and building energy-efficient
buildings is a profound challenge. Pett and
Ramsay suggest that the commercial building
sector supply chain is characterised by inertia.
Occupiers’ and tenants’ needs have little
impact, and stakeholders persistently rationalise
the failure to deliver technically achievable
energy efficiency outcomes by alleging barriers
presented by other stakeholders. This vicious
circle of blame (see Figure 1) is compounded by
the problem of split incentives and associated
moral hazards.
Where tenants pay directly for energy, the
building owner has no direct incentive to improve
building or plant. Where tenants’ access to
energy is by way of their rental agreement, there
may be no incentive to install plant or behave in
ways that maximise energy use.

Addressing split incentives
Mechanisms have been developed to incentivise
the commercial sector to design, build and
manage buildings for energy efficiency. There
have been attempts to address split incentives
through green leases, building accreditation
schemes and sophisticated building monitoring
and technical management. The efficacy of
those mechanisms is being debated overseas,
and their applicability to New Zealand must also
be questioned.
BEES found that 14.5% of non-residential
buildings are fully or partly owner-occupied and
are not subject to the same split incentives as
landlord-tenant arrangements. On the other
hand, 72.1% of the premises in BEES pay directly
for their electricity. This gives landlords limited
incentive to deliver energy-efficient buildings.
Split incentives may not be the main reason for
low levels of energy efficiency, as landlords and
property managers bring differing imperatives
to building ownership and management.

Occupiers
‘We would like to have environmentally
efficient buildings to fulfil our policy
commitments, but there aren’t any.’

Investors

Constructors

‘We would fund environmentally
efficient buildings, but there is no
demand for them.’

‘We can build environmentally
efficient buildings, but the developers
don’t ask for them.’

Developers
‘We would ask for environmentally
efficient buildings, but the investors
won’t pay for them.’

Figure 1: The commercial building ‘vicious circle of blame’. (Source: Pett and Ramsay, 2003, Energy efficiency in commercial offices: Who can transform the market?)
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DIY landlords or investors
Preliminary in-depth BEES interviews indicate a
stark contrast between those who supply and
manage non-residential buildings as a form of
self-employment and those who see their main
goal as generating value for investors.
The former take a do-it-yourself approach to
building management. This is directed at:
❚❚ reducing direct and indirect costs through
labour substitution
❚❚ ensuring tenants are non-complaining rather
than mirroring building performance
❚❚ securing a steady, not necessarily
maximised, income stream
❚❚ being accountable to no one but themselves.
Among these DIY landlords, there tends to be
low-level tenant monitoring, refurbishment and
outfitting and a variety of lease mechanisms.
Where extensive refurbishment and outfitting
are undertaken, it is often cosmetic in nature
and directed to reconsolidating or splitting up
space. There is no recognition of, nor interest
in, energy efficiency.
For those whose buildings are primarily an
investment, maximising returns and acquiring

build
ings with strong income potential is im
portant. Management focuses on reducing the
operation costs of a building and attracting and
maintaining tenants willing to pay premium prices.
These landlords and property managers are
concerned with:
❚❚ building performance, including energy and
water consumption performance
❚❚ building systems such as air-conditioning and
other operating systems that drive costs
❚❚ maintenance and replacement costs.

Similar goals, different approaches
The goal of cost reduction is not significantly
different from that of the self-employed
landlords – investor landlords just go about it
differently. Significant effort is put into bench
marking building performance and identifying
what can be improved. Improving building
performance, especially through close building
management, is seen as offering real returns in
new and existing older buildings.
Achieving good energy and water consumption
performance are important aspects of a building
for attracting tenants. However, there are limits

to the return on resource efficiency, particularly
with the new policy settings around tax and the
international recession.

BEES contributes through research
The diversity of residential buildings and these
profound differences in approach to building
management reinforce the view that there is no
silver bullet for improving resource efficiency in
commercial buildings.
BEES contributes by:
❚❚ identifying and classifying the different types
of landlords and building managers in New
Zealand
❚❚ establishing the quantum of non-residential
stock associated with each type
❚❚ establishing the relative resource
consumption in buildings operated by those
landlord segments
❚❚ exploring the range of specific triggers
in each segment that might drive the
optimisation of resources.
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