


 

Green financial instruments getting their day in the sun

Partnership set to unveil sustainable mortgage-backed securities
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As the United Nations convention on climate change takes place in Bali this week and next week, a consortium of U.S. political and financial decision makers are in the process of introducing a financial product they say could reduce pollution enough to halt climate change within the next five to 10 years.

The Capital Markets Partnership in Washington is on track to introduce so-called green or sustainable mortgage-backed securities, backed by "green building" mortgages.

A meeting to launch the product is planned for February at the New York Stock Exchange.

The partnership includes companies such as Citigroup Inc., JPMorgan Chase & Co. and Wachovia Securities LLC.

It also has the backing of San Francisco Mayor Gavin Newsom, California Treasurer Bill Lockyer and Robert Congel, chief executive of The Pyramid Cos., a large commercial real estate developer based in Syracuse, N.Y.

Spearheading the effort is Michael Italiano, president and chief executive of the Institute for Market Transformation to Sustainability and co-founder of the U.S. Green Building Council, both of Washington.

"The decision to develop sustainable MBSs came seven years ago due to the successful introduction of previous building standards, which were then mandated by the major rating agencies for all mortgage-backed securities. This resulted in 95% U.S. market penetration in under five years," Mr. Italiano said.

Likewise, the Capital Markets Partnership expects 70% to 90% penetration in five years, adding almost $800 billion a year to the U.S. economy.

Widespread market acceptance is the key to pollution reduction.

"Buildings generate most of the world's climate pollution from electricity and heating. On average, certified [green] buildings for MBS pools have 50% less conventional energy and climate pollution," ac-cording to a report released by the Capital Markets Partnership.

How will such market penetration come about?

"If the ultimate securities purchasers bid up a green MBS offering, the investment bankers could offer a lower cost of capital to developers," said Dan Winters, a member of the partnership and president of Evolution Partners Real Estate Advisors LLC, a Washington-based real estate advisory firm. "That would drive the market for green buildings."

Commercial green MBSs will be based on the growing inventory of certified green buildings, but residential green MBSs could be trickier, according to Bill Renner, director of single-family financing with the National Association of Home Builders in Washington.

"Houses today are being built to higher energy standards, and if the vast majority of new homes already meet energy standards, they might not be that different," he said.

Residential green MBSs "may work if the mortgages themselves offer something to the consumer, such as lower interest rates or closing costs," Mr. Renner added.

"These incentives will come naturally when ratings agencies confirm that 'green mortgages' are a better credit risk, subsequently lowering interest rates for consumers," said Tomek Rondio, owner of MortgageGreen Inc., a Larkspur, Calif.-based mortgage brokerage firm. "There's lots of interest but limited products."

Mr. Rondio defined a green mortgage as one that "in every way conceivable mitigates climate change and reduces carbon emissions."

MortgageGreen offers an overlay of environmentally focused services to all its loan programs, including a free green-rating evaluation for the purchased property.

Can green MBSs transform the building market so quickly?

"I think it's a stretch to say that something like [green MBSs] would push the market so fast," said Russell Campaigne, a residential architect who specializes in green buildings.

"It all comes down to how you're setting your standards — 'green' is a very vague term," added Mr. Campaigne, a partner in Campaigne Kestner Architects of Guilford, Conn.

"I suspect the threshold of what is considered green will be low. It also depends on how well the builders get educated on how to qualify for these mortgages," he said. "In this slow housing market, however, I do think many builders will become more creative and turn to green design to move the buildings they have."

Demand for anything green is high, said Steve Schueth, president of Colorado Springs, Colo.-based First Affirmative Financial Network LLC, which has about $702 million in client assets under management and specializes in environmental investing.

"If fixed-income funds started to invest in [green MBSs], then it becomes part of a story a financial adviser can tell a socially conscious client," he said.

