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Offices – re-calibrating
a mature asset class
This paper is part of a series examining how future
trends will impact key asset classes, including
Office, Residential and Retail & Logistics.
One common angle for all asset classes will be to
assess the impact of the COVID-crisis on industry
developments and the acceleration of trends.

Offices will remain on investors’
menu in ‘lower for longer’ interest
rate environment.
Offices are a mature asset class and at the heart of many international investors’ real
estate portfolios. Institutional investors continue to value the office segment for its high
transparency and its secure long-term income from top tenants. Consequently, offices
will benefit from the overall growth of real estate portfolios. For example, more than 70%
of PATRIZIA investors intend to grow the real estate share in their portfolios over the next
five years, of which 16% even intend to expand their real estate ratio by more than 10%.
As offices have traditionally been the preferred asset class for institutional investors,
their appetite for office investments remains strong. According to CBRE, offices are the
preferred property type for institutional investors in France, Germany and the Nordics.
About 84% of institutional investors want to invest in offices in the next two years,
according to ANREV.
The interest in offices is backed by the shift of investors to real assets for stable
cash flows, as the ‘lower for longer’ environment remains and makes investments in
government bonds and fixed income comparably unattractive.
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New concepts of working increase
polarisation of performance.
The pandemic cleared offices and forced a massive remote-work experiment. Given the
upheaval involved, it is unlikely that the world of work will return to the way it was once
the crisis passes.
However, in a sense, COVID-19 only accelerated many of the trends that were already
evident. Working concepts were being rethought before COVID-19 struck and the use
of office space reimagined. Occupiers are increasingly demanding better quality space
where the office design supports collaboration, new ways of working and creative work
– which makes refurbishments and new office concepts more important.
We expect the structural increase in remote working brought by the COVID shock to
create more polarisation within each market. Surveys suggest some occupiers may
require less but better-quality space post-COVID due to reduced office presence. In
addition, the COVID shock will be a medium-term headwind for demand – although
demand will differ significantly between cities.

People driven industries look for
new office concepts and services.
With the shift of economic growth to Professional Services, Technology, Life Science
and other human capital focused industries, the demand for high quality office space
for creative collaboration and comprehensive service offerings becomes preeminent.
The growing office demand from these industries will lead to an increasing use of
technology re-shaping how teams interact and drive efficiency and more flexible spaces.
Also, the trend of ‘property or space as a service’ will continue to become a more
important office concept to provide occupiers with more flexibility. The market for
flexible offices will increase significantly over the medium term with landlords providing
a growing service portfolio.
Against this backdrop, rent premiums will be achieved through provision of higher level
of service, enhanced satisfaction and productivity.

Across Europe, however, it is projected that there will be a decrease in the need for
office space by up to 20%. As a result, value creation will increasingly be driven by
capital expenditures in refurbishments for new, attractive offices concepts.
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The office of the future is green.

Getting to the ‘core’ becomes
more difficult, as other office
strategies are in flux.

Offices will not only change regarding the optimal usage of working space in the postCOVID world, but also in the application of technology and environmental standards.
Offices are expected to become a frontrunner in environmental standards including
energy savings, the usage of renewable energy and waste management.

The core is narrowing in the post-COVID world. While the core market in prime locations
will remain stable, weaker rental growth, higher capital expenditures and increasing shifts
in B locations make the view beyond core more controversial and strongly differentiated
– with increasing risks and opportunities for investors.

As a mature asset class, investors are increasingly looking at the ESG footprint of
their offices and intend to increase the reporting on ESG figures against the backdrop
of increasing demands from their investors and stakeholders. More than 77% of
institutional investors plan to stop purchasing non-ESG products by 2022 (Source:
PWC). And, PATRIZIA’s institutional investors expect to increase ESG reporting on a
portfolio (87%) and property level (77%) over the next 5 years.

Significant trends are reshaping the criteria occupiers use to assess prime locations.
Apart from ongoing economic structural changes, these include a greater emphasis on
ease of access to the office, which in some prime cities is casting assets located on
the periphery in a more favourable light. Consequently, the definition of core locations
beyond the Central Business District in A-cities is also becoming more ‘fluid.’

With rising expectations concerning green offices, the importance of smart buildings
and the application of smart technologies to better manage energy consumption and
to gather and report the relevant data at property level are increasing.
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Accordingly, investors need to have deep understanding of local markets to identify the
opportunities beyond the highly competitive core prime locations.
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There are many rising stars among
European cities – younger, more tech
driven and with high living quality.
Office occupational fundamentals were robust before 2020, with increasing
concentration of economic activity in the major cities, a moderate supply cycle and
low vacancy rates. While A-cities – such as Madrid, Munich, Paris, London or Vienna
– are likely to remain the top core locations, we see a lot of movement towards
the Northern European cities that have younger demographics, strong science and
tech clusters, robust infrastructure, can be quickly accessed from international
destinations and have a high quality of living.

Many opportunities for management
‘close to the asset’ in a market in
transformation.
With the shifts in the office market, it will become important to deeply understand local
market dynamics and what occupiers want in the hybrid working future. Also, the trend
towards new working concepts will put increasing focus on amenities, services, health &
wellbeing as well as flexibility. Thus, the office market will offer attractive opportunities
for further developing office concepts and locations through management ‘close to the
asset’ and with deep local expertise.

Northern European cities with strong economic prospects and low vacancy should
remain resilient and retain attractive medium-term rental upside. These cities include
Amsterdam, Copenhagen and Oslo as they are well positioned to outperform given
their strength in key knowledge sectors of the economy.
As the office sector is inherently cyclical, some cities are more exposed to a rise
in vacancy and fall in rents during the current recession. For markets where the
economic hit will be more severe (for example, Italy) or the speculative development
pipeline is relatively high, risks will remain on the downside in the short-term.
The shrinking core, the marked movement to the periphery in A-cities and the growth
of Northern European cities all point to the fact that a broader diversification across
European office markets will become more important for investors.
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Key PATRIZIA strengths in offices

Close to assets,
tenants, and investors

Managing close to
the property

Broad international
expertise

Strong Office track record
and dedicated team

• PATRIZIA’s strong
European reach

• Pan-European Asset
Management team of
around 170 experts

• Own, specialised Real
Estate research team

• More than 16 billion EUR AuM

• Office experts on
the ground in 24
offices covering Fund
Management, Asset
Management and
Transactions

• Dedicated Asset
Management team for
Office (specialists)
• Development teams in
Germany and UK

• Strong capabilities in data
analytics for investment
decisions
• ESG team to support
development of greener
buildings / offices
• Technology & Innovation
team providing insights to
innovations around smart
buildings
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• Flagship funds with strong
investments in Office, for
example, PanEuropean,
TransEuropean,
Gewerbeimmobilien Fund Series
• 37 years of Real Estate
experience
• Close to 50 years of Office
experience (PanEuropean)
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Cover image: PATRIZIA purchased Lenbachplatz
6, a landmark mixed-use, multi-tenanted building in
Munich, Germany in April on behalf of an institutional
client. The 3,053 sqm listed building, built in 1904 by
the prominent German architect Emanuel von Seidl,
has a state-of-the-art refurbishment undertaken in
2019, which included modernising the building’s
facilitates, as well as installing new windows and
renovating the roof to maximise energy efficiency.
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