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Executive Summary: Bridging 
the Split Incentive for 
Passivhaus Projects 

Jason Quinn, Sustainable Engineering Ltd. 

The Problem: A Fundamental Barrier to Scale 

The "split incentive" is one of the most persistent barriers preventing Passivhaus from becoming the industry 

norm, particularly in the speculative development and rental markets. In simple terms, the party investing the 

upfront capital to achieve the Passivhaus standard (the developer or initial owner) is not the same party who 

reaps the long-term financial and non-financial rewards (the tenant or subsequent owner). 

While the Passivhaus premium can be minimal or even non-existent on well-run projects, the focus for many 

investors remains on the initial capital cost. They pay for the better envelope and systems, while the occupant 

enjoys drastically lower energy bills, superior comfort, better health outcomes from filtered fresh air, and a 

quieter home. Because the market has been slow to properly price these long-term benefits into the initial sale 

price or rental rates, the return on investment for the developer can seem murky or too far in the future. This 

misalignment privatises the cost and externalises the benefit—the exact opposite of a sustainable business 

model—and causes many promising projects to stall. 

It's critical to acknowledge, however, that the split incentive is sometimes used as a convenient excuse. In 

reality, the roadblock can be a simple fear of the unknown, perceived risk, or a lack of understanding of the true 

value proposition. For mission-driven clients, such as community housing providers, the "why" of the 

project—delivering warm, healthy homes—often transcends a simple financial calculation. Framing is 

important, especially when dealing with the public. See our PH Champion Course here.  

Bridging the Gap: A Multi-Stakeholder Approach 

Overcoming the split incentive isn't about a single silver bullet; it's about deploying a range of strategies 

targeted at every player in the building ecosystem. 

1. For Developers & Owners: Rethink the Model. The most direct solution is to eliminate the split entirely. 

Business models like Build-to-Rent (BTR), where the developer retains long-term ownership, 

perfectly align the incentives. The owner invests in quality and durability and is directly rewarded with 

lower operational costs, reduced vacancy rates, and higher asset values. Beyond ownership, innovative 

financial tools like Green Leases (sharing efficiency costs/benefits with tenants) and the Metered 

Energy Efficiency Transaction Structure (MEETS) can create win-win scenarios. 

Critically, developers need to get better at marketing the full value proposition. Stop leading with watts 

and R-values. Start selling the tangible benefits that competitors can't offer: unparalleled thermal 

comfort, constant fresh air, acoustics, and the peace of mind that comes with a durable, high-quality 

asset. 

https://sustainableengineering.co.nz/passive-house-champion/


19 June 2025 

2/3 

 

 

2. For Policymakers: Change the Rules of the Game. Policy is a powerful lever for reshaping the market. 

Mandating higher performance standards, as seen in Brussels, makes the Passivhaus "premium" a 

moot point by forcing the entire industry to lift its game. Requiring energy performance disclosure at 

the point of sale or lease makes a building's efficiency visible and, therefore, valuable. Financial 

incentives like tax rebates or grants can de-risk early adoption, while zoning incentives (e.g., 

expedited permitting or floor area exclusions) can provide non-financial returns that offset upfront 

costs. 

3. For Designers & Builders: Own the Outcome. The technical team is on the front line. Championing an 

Integrated Design Process (IDP) is non-negotiable for optimising design and eliminating unnecessary 

costs. It's our job to present clients with a clear Life Cycle Cost (LCC) analysis that proves the long-

term financial wisdom of building better. Most importantly, we must deliver on the promise. This 

industry is rife with "green-washing" and empty claims. The term "Passivhaus principles" has 

become a meaningless shield for those who don't want to do the hard work. Third-party certification 

is the only antidote. It provides the credibility and performance guarantee that underpins the entire 

value proposition. 

4. For Residents & Valuers: Drive and Recognize Value. Ultimately, the market responds to demand and 

recognized value. As more residents experience and demand the comfort and health benefits of 

Passivhaus living, the market will follow. The final, crucial link in the chain is valuation. Emerging 

data, like Domain's "green premium" research in Australia, shows that energy-efficient homes are 

already commanding higher sale prices. As valuers become more adept at quantifying the financial 

benefits of lower operating costs, lower risk, and superior quality, the ROI for the initial investor 

becomes undeniable. 

The split incentive is a significant, but entirely surmountable, barrier. By working across disciplines to change 

business models, policies, design processes, and market perceptions, we can bridge the gap and unlock the true 

value of high-performance buildings. 

Key Takeaways 

• The Split Incentive is real, but it’s also a convenient excuse. Often, it’s just a mask for fear of risk or 

plain old inertia. Don't let it be a conversation-stopper. 

• If you hold the asset, the split disappears. For Build-to-Rent, universities, or anyone building their 

"forever home," the business case for Passivhaus is an absolute no-brainer. You pay once for quality 

and reap the operational savings forever. 

• Stop marketing energy savings. Start marketing comfort and health. Nobody gets excited about 

kilowatt-hours. People get excited about not being cold, not hearing their neighbours, and not 

breathing in mould spores and traffic fumes. Sell the experience, not the spec sheet. 

• "Passivhaus principles" is puffery. "Certified Passivhaus" is proof. If a project isn't certified, it's just 

an empty claim. Certification is the quality assurance mechanism that gives owners, tenants, and 

financiers the confidence that they're getting what they paid for. Don't devalue the standard. 
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• Policy can drag the market forward. Mandates (like in Brussels) and mandatory performance 

disclosure (like in NYC) level the playing field and force everyone to compete on actual, measurable 

performance. 

• The "Green Premium" is here. Valuers are finally starting to catch on. Data shows that high-

performance, energy-efficient homes are worth more. This is the final piece of the puzzle that makes 

the developer's upfront investment explicitly profitable. 

 


