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The US spends about 18% of its GDP on health care. In 2016, that 

equaled $3.2 trillion, or $10,000 per person. No matter how 

the current political debate on health care, and ultimately, 

the regulation on health insurance, plays out, these costs 

are set to rise. Baby boomers are retiring, the 

US population is aging, and the incidence of 

chronic diseases, such as arthritis, heart condi-

tions, and obesity, is soaring. Chronic disease 

drives US health care spending, with 5% of the 

people accounting for 50% of total health care 

spending. These structural trends will continue 

to create major liabilities for the government, 

businesses, and private individuals.

 At the same time, the health and wellness in-

dustry, which is focused on disease prevention 

and general improvement of fitness, has just 

passed the $1 trillion revenue mark. The lion’s 

share of this trillion is made up of beauty and 

anti-aging products ($679 billion), followed by 

fitness and “mind and body” exercise ($390 

billion) and healthy eating, nutrition, 

and weight loss ($277 billion). Clearly, 

healthy living is on people’s minds, and 

we are willing to (voluntarily) spend 

significant amounts of money on it.

 What do both trends have to do 

with real estate? As it turns out, the 

real estate sector is at the nexus of the 

debate on both health-care costs and 

healthy living. The $11 trillion com-

mercial real estate market provides the 

shelter where much of the population 

spends its time working, shopping, eat-

ing, sleeping, and relaxing. It has been 

asserted that, on average, Americans 

spend an astonishing 90% of their 

time indoors. “Indoors” thus has a sig-

nificant effect on the air Americans breathe, the food they eat, 

and the (casual) exercise they exert during the day. And while 

“indoors” suggests protection against outdoor elements, con-

centrations of air pollutants, which may cause eye irritation, 

headaches, coughing, and chest tightness, can sometimes be 

higher inside than outside. Thus, people are trapped in build-

ings that directly influence their health, their lifestyles, and 

thereby the likelihood of incurring disease, both incidental 

and chronic. But that is just the pessimistic view, based on the 

moral hazard of the real estate sector. On the bright side, the 

commercial real estate sector has the opportunity to contrib-

ute a partial solution to the massive burden that health-care 

costs put on society through passive measures designed to 

prevent disease. Building owners can benefit from the health 

and well-being craze by offering better buildings that cater to 

the needs of an industry generating more than a trillion dol-

lars in revenues.

The Effect of Buildings on Health and Well-Being
Buildings can influence health in many ways. Although 

the topic may seem new to many, developers, regulators, 

and scientists have worked on such issues as minimum 

ventilation rates since the 1970s. The need for energy ef-

ficiency brought on by the oil crisis initially led to tighten-

ing up buildings and reducing venti-

lation rates. While good for reducing 

energy consumption, this brought 

the “sick building syndrome” to the 

real estate industry, following internal 

buildup of indoor pollutants and in-

creased levels of carbon dioxide (CO2). 

 A large body of research exists on the 

effects buildings can have on the health 

and well-being of occupants. The list 

of factors is long, including comfort, 

air quality, water, light, nourishment, 

and exercise. Comfort is the factor that 

anybody in commercial real estate is 

typically most familiar with. Property 

management can deal with calls be-

cause employees are too cold or too hot. 

But thermal considerations are not trivial for occupants. Re-

search has shown that employee performance decreases 6% 

in cool temperatures and 4% in warm temperatures. There 

are now apps, such as Comfy, that let occupants manage 
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the temperature in their parts of a building, overcoming the 

common complaint of workspaces that are too cold—in 

summer. In addition, acoustic considerations are increasing-

ly important, with changing workplace layouts. When these 

changes are not accompanied by measures to reduce noise, 

employee performance may decrease by as much as 66%. 

 Air quality is another important issue: you can’t see or 

smell CO2, but it has strong effects. A generally accepted 

level of CO2 is 800 to 1,000 parts per million (ppm), above 

which performance is affected. But while some office spaces 

average CO2 levels of 950 ppm, many have levels that are 

double that. A recent Harvard study provides compelling ev-

idence that buildings with high levels of CO2 significantly af-

fect the cognitive function of occupants. Cognitive function 

is a measurable quality that corresponds 

to the ability to make decisions, perform 

analyses, and complete other tasks. The 

Harvard research (on top of similar stud-

ies elsewhere) clearly shows that spaces 

can enhance or diminish cognitive func-

tion, with direct implications for work 

quality and productivity. And of course, 

it does not stop with CO2; air pollutants 

such as volatile organic compounds from 

paint, carpets, and furniture are often at 

levels that induce headaches and are as-

sociated with increased absenteeism. And 

no, this is not just in Shanghai or London 

on a smoggy winter day; this happens in 

buildings across the US. 

 Lighting is paramount for retailers, but 

its relevance does not stop there. Lack of 

natural light, which is prohibited under 

building codes in many countries but 

not in the US, is considered the number one health hazard 

by 36% of psychologists and psychiatrists. Indeed, recent 

research shows that focused work increased by 15% for 

those employees who had access to natural light and views. 

More-advanced spaces are now fitted with circadian lighting, 

which emulates the natural environment, changing the color 

spectrum of light throughout the day.

 Of course, there are many health-related factors beyond 

building equipment and fit-out. At its basic, the location of a 

building may be more convenient for foot or bike commuters. 

And the food amenities in a building as well as in its direct 

surroundings directly affect the quality of nourishment and 

the extent to which occupants will venture outside the work-

place during the day. These factors influence exercise, which 

is far from trivial. Physical inactivity is the fourth-leading risk 

factor for mortality. Sitting is the new smoking—calorie burn-

ing drops to less than 1 per minute for a person sitting for a 

prolonged period of time. It’s easy to see how buildings and 

health are deeply intertwined, but consider how challenging 

it can be to find and use the stairs instead of the elevator in a 

typical office building or hotel.

Impact on the Commercial Real Estate Sector
While all of this may sound far away to some real estate inves-

tors, reality dictates that they too will be affected. As always, 

the triangle of building users, investors, and regulators will 

drive disclosure of and demand for “healthy” buildings. For 

now, this demand is led by users who are on the receiving 

end of the building. Tenants, their employees, and customers 
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are directly affected by negative health characteristics, but they 

are also the ultimate beneficiaries of health-related building 

improvements. Users are increasingly starting to care. For of-

fice space, the financial services sector remains the single most 

important client, and it is exactly in this industry that produc-

tivity matters. If productivity can indeed be improved by 8% 

to 11% as a result of better air quality (as claimed by recent 

research papers), and assuming that this improvement would 

directly translate into output, about $142 billion would be add-

ed to the US economy per year. Firms in the financial services 

sector are taking notice: Citadel, Deloitte, Google, Macquarie 

Bank, and TD Bank are among the corporations with a clear 

focus on workplace health and employee well-being.

 But health and well-being are not confined to just office 

occupants. Many of the largest retailers, including Walmart, 

have long understood the critical importance of air quality, 

temperature, and lighting. For example, daylight has been 

found to be as reliable a predictor of sales as other more tradi-

tional measures of retail potential, such as parking area, num-

ber of local competitors, and neighborhood demographics. For 

retailers, these factors contribute to employee retention and 

engagement and customer dwell time. 

 Hotels that offer wellness features in rooms command sig-

nificant increases in revenue per available room. (MGM offers 

such rooms in its Las Vegas MGM Grand property.) Moreover, 

application of emerging indoor sensing technology allows 

property owners to monitor indoor environmental conditions 

and identify problems before they generate guest complaints. 

The net result is that efforts to improve indoor conditions pro-

vide the basis for premium services and risk mitigation. 

 Similar opportunities exist for health-care facilities and 

senior-care facilities. A long line of academic research demon-

strates associations between indoor space quality and patient 

recovery time and stress. The net result is faster recovery times 

and reduced costs. 

 Of course, homes (the multifamily as well as the single-fam-

ily rental market) are paramount when it comes to health: who 

does not want to rent an apartment that is free of toxics, short 

on CO2, and long on natural light?

Measurement and Certification
While “hot” and “cold” are easy to measure, air quality and 

many other health-related metrics are not. At least, that was 

the case until recently. The rise of the Internet of Things now 

puts a slick-looking air-quality measurement device in the 

hands of consumers for less than $50. It is just a matter of time 

before tenants reach out not with cold calls, but with CO2 calls. 

 Besides buildings, Google, in partnership with Aclima, has 

just launched its first map showing air quality right down to 

a specific block. Through Google Street View, the air quality 

in all the US will soon be made transparent. These block-by-

block data immediately inspire potential home buyers to ask 

questions about relative air quality across sets of comparable 

homes. This kind of comparison can influence purchase 

decisions and change valuations. For a landlord or broker 

searching for space, perhaps good or bad air quality in an 

area may at some point affect the location choice for the next 

corporate headquarters.

 But building owners do not need to sit and wait. Similar 

to consumer devices measuring air quality, institutional-grade 

sensor systems are now integrated into lighting fixtures or, 

comparable to energy meters, can be placed at low cost in 

existing buildings. Technical solutions for better lighting are 

available. Ventilation rates in a building can easily be adjusted, 

where the increased efficiency of HVAC systems can offset po-

tential increases in energy consumption. Modern office space 

doesn’t just require higher ceilings and flexible work spaces; 

tenants want vertical connections in a building other than the 

standard elevator. (As a low-cost solution, some building own-

ers are opening up the stairwells in buildings to tenants.)

 While many building features have standard measures or 

classifications, such as Class A, B, or C for quality, or an Energy 

Star label for energy efficiency, the health features of a building 

will require similar measures of transparency. Equally, build-

ing owners want to signal their proactive approaches toward 

incorporating measures to improve air quality, lighting, noise 

absorption, and other health metrics. To measure the multiple 

dimensions of health in a commercial building, certification 

plans are emerging in the market. The most prevalent scheme 

is the WELL Building Standard, developed and administered 

by the International WELL Building Institute. Comparable 

to LEED, Leadership in Energy and Environmental Design, 

a scheme aimed at measuring the sustainability of buildings, 

WELL measures the quantitative performance of buildings 

across seven dimensions of health and certifies buildings Sil-

ver, Gold, and Platinum.

 Another mature scheme is operated in Australia, where the 

government’s National Australian Built Environment Rating 

System provides measures for both energy efficiency and in-

door environmental quality. These ratings show that top-qual-
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ity properties can provide both energy efficiency and superior 

indoor environments. The twin ratings are helping redefine 

high-quality properties in the competitive Australian market.

What Should Prudent Investors Do?
In today’s volatile environment, in which technological 

changes have disrupted (and continue to disrupt) a wide 

range of industries, it is easy to ignore change and dismiss 

the role of buildings as contributors to health outcomes. 

But with tenant demand rising, developers and owners are 

increasingly incorporating health and well-being features 

into construction and fit-outs. 

 Some well-known examples include 425 Park Avenue in 

New York City, developed by L&L Holdings, which was the 

first building in NYC to register for WELL Certification. This 

high-profile development incorporates a number of health-

focused features, including increased ventilation rates, ac-

cess to natural lighting, and floors connected by staircases. 

The CBRE headquarters in Los Angeles was among the first 

to explicitly focus on health and well-being, which was 

fully integrated in the refurbishment of the downtown LA 

office. This was the first office space in the world to become 

WELL Certified. Anecdotally, CBRE reports that “employ-

ees are happier and more productive than they were before; 

they feel healthier, and they would not choose to go back 

to a traditional way of working.” Many large developers and 

owners have made commitments to develop WELL Certified 

buildings, including Lend Lease, Hines, Oxford Properties, 

Sino-Ocean, and others.

 While buildings may last for centuries, tenant preferenc-

es are changing. The choice between a building that reduc-

es productivity and increases sick leave and a building that 

enhances well-being and increases revenue is not hard. The 

real estate industry has the unique opportunity to provide 

at least part of the solution to the overwhelming problem 

of rising health-care costs through passive prevention mea-

sures that start in buildings. Leading property companies 

will seize this opportunity to differentiate their assets and 

stay ahead of potential challenges from increasingly aware 

occupants. It’s time for the commercial real estate industry 

to live up to this challenge. n
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