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About the Milken Innovation Center Fellows Program

The Milken Innovation Center Fellows Program accelerates Israel’s economic growth through
innovative, market-based solutions for long-term economic, social, and environmental challenges.
Our goal is to accelerate Israel’s transition from a Start-up Nation to a Global Nation with solutions

that others can replicate.

The Program awards annual fellowships to outstanding Israeli graduate students. We train and
deploy some of Israel’s best and brightest young professionals to create pragmatic financing and
economic policy solutions.. Our applied research and Financial Innovations Labs® are a launching
pad for transformative change, using innovative financing mechanisms, programs and policies to
bridge social, regional, economic and productivity gaps within Israel and between Israel and the
world.

In addition, Fellows craft their own projects during their internship aimed at barriers to job
creation and capital formation in Israel. The Fellows’ research, carried out under the guidance of an
experienced academic and professional staff, support business and policy makers to shape
economic reality in Israel. The program offers the ultimate training opportunity, combining real-life

work experience with applied research.

Throughout the year, Fellows receive intensive training in economic and financial analysis, public
policy and research methods. They acquire tools for communication and presentation, policy
analysis, leadership and project management. The fellows participate in a weekly research training
workshop where they work with senior economic and government professionals, business leaders,
and top academic and financial practitioners from Israel and abroad. They also participate in an
accredited MBA course, taught at the Hebrew University School of Business Administration by Prof.

Glenn Yago.

Fellows Program alumni can be found in senior positions in the public and private sectors. Some
serve in key positions in government ministries while others work at private-sector companies or
go on to advanced graduates studies at leading universities in Israel, the United States and Great

Britain.

The Fellows Program is a non-partisan. It is funded, in part, by the Milken Institute and other

leading philanthropic organizations and individuals in the United States and Israel.
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This paper evaluates the business case for the construction of green office buildings while
quantifying the benefits — both direct and indirect — resulting from improved indoor environmental
quality (IEQ). Green building construction provides both direct and indirect benefits: direct benefits
mainly include savings on operating and maintenance costs; and indirect benefits affect building
users by reducing illness, curtailing employee turnover and absence, increasing personal and
organizational productivity, and boosting overall satisfaction. While there is difficulty in quantifying
these benefits, studies conducted worldwide indicate that green office buildings increase
productivity and improve the health and wellbeing of the buildings’ users. Given the fact that direct
savings in operating and maintenance costs of green office buildings constitute only a small fraction
of their overall economic benefits, the business case for green building construction is
overwhelming.
Research Question

e How can the indirect benefits of building green office buildings be evaluated to calculate the

return on investment?
e What are the indirect benefits associated with green office buildings in relation to

conventional office buildings?

Research Structure

The first chapter of this paper provides a literature review that establishes the theoretical basis for
the positive effect that green buildings have on their users because of higher IEQ. The second
chapter presents an economic model that estimates the benefits and costs of green building
construction, the net present value of constructing green office buildings in Israel, and the return on
additional investment that green construction requires. In addition, the model estimates the
macroeconomic impact of green building on workforce productivity in the Israeli market. The
discussion section in the third chapter presents additional data regarding green building sector: the
reduction of healthcare expenditures due to green building; mapping the value chain of economic
stakeholders in the green building market; an overview of the barriers to implementing green
building in Israel; and the business case for green employment buildings on the basis of data
regarding the scope of the office market in Israel. In the conclusions chapter, the paper
recommends policy measures to overcome existing barriers and areas for follow-up research.
Based on international experience of green building, outlined in the literature review, the economic
model presented in this paper evaluates Israel’s increased adoption of green construction
techniques in the value of economic output, welfare, and health using the method of benefit

transfer. By transferring the benefits, the net present value of green building adoption can be
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estimated, along with the return on investment. The analysis show that a modest estimate of a 3%
increase in productivity that can be attributed to green building, together with an average monthly
productivity of NIS 37,100 per employee (NIS 445,700 per year), results in an annual production
increase of approximately NIS 13,400 per employee, or NIS 669 per square meter, and over NIS
12.5 million for the structure shown in the reference study. This increase in productivity adds
about NIS 11.5 billion per year to the Israeli economy. In Israel, high-productivity industries (such
as finance, insurance, real estate, and business services) are relatively large and account for one-
third economy’s total productivity. Low-productivity sectors such as wholesale and retail trade are
relatively small. Owing to their dominant presence, an increase in the high-productivity industries’
productivity would be highly significant and beneficial to Israeli economy. This increase might
narrow the gap in productivity between Israel and the rest of the developed countries in the OECD.
In many cases, cost-benefit analyses of green building do not differentiate between those who bear
costs and those who benefit, making identifying the market failure difficult. This is a challenge when
building green building economic models and mapping the value-chain of stakeholders. The
increase in productivity that the economic model offers might be beneficial for the tenant, but not
for the building owner, except when they are one and the same (a situation that is uncommon in
Israel). In the event in which the owner is not the tenant, it is assumed that the increased output
will be compensated by higher rent and property value, shorter marketing time, etc. so that the
profit will be for both the lessee and the owner.
Several factors account for this market failure in Israel. First, the Israeli real estate market is largely
controlled by companies that build income-producing real estate as an investment (for both sale
and rental). Few of these properties are designated for entrepreneurs’ own use. Second, there is a
lack of information on several levels:
1. The investor market (entrepreneurs) is currently unable to reflect all the green building
benefits in the rental price of the assets, thereby reaping a higher yield.
2. The tenant market is unable to choose an improved product because it lacks knowledge about
the significance and value of green office buildings.

3. The market is not efficient enough to quantify all the costs and benefits of green building.

In the event of failure in the green building market, the State of Israel must intervene and
encourage investment in this type of construction to improve the health and productivity of its
residents. Since the main obstacle today is lack of knowledge, this paper recommends that the State
provide resources to increase awareness of and access to the information regarding of green

building techniques to dispel the uncertainty regarding economic viability of green construction.
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It is also important to note that economic viability varies not only according to stakeholders, but
also by type of structure. As this research shows, a green office is economically viable due to
improved employee productivity. A green school, however, does not necessarily gain financial
return on its investment due to better academic performance of the students. Therefore, diverse
types of government support are needed to promote green building in different sectors.
Understanding both the types of costs and benefits and their distribution among the various
stakeholders is essential to identifying the incentives of each, and to formulating an efficient and
effective public policy (see Kot and Katz, 2013).

The paper further recommends that the Israel consider policies to encourage the renovation and
conversion of existing structures to green buildings. The surplus of office space supply in Israel,
particularly in the country’s center, may provide an opportunity to advance quality green
construction. Excess supply in the coming years will force entrepreneurs to compete for each
tenant. Therefore, developers should consider converting existing old office spaces into green
buildings to attract high-quality tenants.. With the cost of the conversion being relatively low, and

considering its many benefits, this type of construction has great viability.
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