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The polarisation of  
the office market

and 20% less space, so it’s a fairly balanced picture. 
We also asked them for the key factor influencing 
property choice. Number one was public transport; 
number two wellness; number three value and 
number four client and customer accessibility. It is 
pretty clear that in a post-COVID world our office 
tenants have become much more focused on people’s 
needs than the traditional drivers of cost and value. 
In terms of downsizing and streamlining, it’s been 
fairly immaterial so far. I can probably count on one 
hand the meaningful conversations we’ve had and the 
discussion has normally only been on around 10 to 
20% of space.”

“Our wider tenant engagement strategy and 
business-as-usual tenant interactions also generate 
a lot of insight. For example, in the early days of the 
pandemic, when our Italian team were the first to 
see and feel the impact, they were then able to share 
experiences with the wider platform so our teams 
could mobilise for similar circumstances.” 

This cross-border collaboration and the ability 
to compare experiences continues to bear fruit for 
Cromwell, uncovering a range of attitudes to offices 
and occupier requirements across the regions. For 
example, Finland has remained pretty stable and 
is a good example of a market where occupiers are 
watching and waiting while they continue to assess 
the impact of hybrid working. In the Netherlands on 
the other hand, we’re seeing tenants more actively 
investing in their space, adding more leisure areas, 
break out rooms and casual meeting space. Whereas 
in Poland, attitudes are more aligned to consolidation 
and streamlining space. In Italy, Cromwell’s office 
occupancy is getting back up to around 75% and the 
office leasing market has generally recovered well.

The office sector is definitely one to watch. Over the 
next decade, there’s going to be a bifurcation between 
the quality office space that businesses want to occupy 
and the unloved space that will become obsolete 
because it’s too expensive to make sustainable or 
support new ways of working.

Rather like the tsunami that hit the retail sector 
a few years ago, everyone can see that change is 
coming, but the impact may not be as catastrophic for 
investors this time around. Far from it, according to 
Tom Duncan, head of research and investment 
strategy at Cromwell Property Group (Cromwell) 
in Europe. “There’s a huge opportunity in the office 
sector”, he says. “Prior to interest rates going up, there 
was already a shortfall in space across Europe. Now 
that rates have started rising, our research suggests 
around one million square metres of office space 
has been removed from the development pipeline, 
accentuating the supply / demand imbalance into the 
future. On top of that, only around 20% of existing 
office stock in developed markets is thought to be 
ESG compliant and sufficiently specified for hybrid 
working, both key requirements for occupiers in  
the future.”

While it’s easy to assume that an economic 
downturn will limit the appetite of occupiers for 
new space and their ability to afford higher rents, the 
reality this time is more complex. “In the short-term, 
we’re expecting occupiers to be cautious and stay put. 
In the medium term though, we think that demand 
for quality space will reassert itself strongly and this 
will be reflected in performance. Rents represent a 
tiny proportion of the total operating cost for most 
businesses: approximately 9% compared to payroll 
which accounts for around 89%. We believe that’s 
significant given that it’s now widely 
documented that offices play such an 
important role in attracting and  
retaining talent, especially at a time  
when employment is running at an all-
time high and the competition for talent 
is fierce.”

Understanding the motivations of 
occupiers and the type of space they 
need is going to be critical for investors 
in offices over the next decade. “Our 
annual tenant surveys are a direct line 
into this”, says Stephen Cahoon, Head 
of European Asset Management at 
Cromwell. “We asked them how they 
saw their office space requirements 
changing in the coming 12 months. 
55% said no change; 25% more space 
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In many jurisdictions, we’re only one year into the 
return to the office, so drawing long-term conclusions 
is not a straightforward process. It is clear though 
that questions about the future of the office have been 
raised. Businesses and importantly their employees 
around the world have realised they can operate 
and survive without a physical office if they have to. 
However, what they’ve also learned is that the remote 
model has significant drawbacks to productivity, 
creativity and social cohesion within a business. Also, 
in an environment where businesses are competing 
fiercely over attracting and retaining top talent, 
especially among the younger generations, the  
quality of your office and workplace has become a 
significant consideration.

Cahoon, says: “Quality will always win. Coming 
to the office is now a choice so people have to feel the 
‘value add’ of doing so. We found in another recent 
survey of attitudes to the office that the commute 
was the thing people liked the least whilst face-to-
face interaction was the thing that people found 
most valuable. Occupier demand is going to be far 
more selective than it has been; much more focused 
on micro location, individual asset specification 
and amenity. Anything that doesn’t meet those 
three considerations and isn’t credible from an ESG 
perspective is likely to see capital devaluation.”

Market dynamic and  
investment opportunities
As the market adjusts to a new interest rate regime and 
risk return profiles, it’s going to be really important to 
differentiate between short-term volatility and long-
term market trends. Although the economic outlook is 
uncertain, this isn’t a re-run of the GFC.

“I don’t think there’s going to be too much distress 
in the office sector because the real estate sector 
in general is much better positioned than it was 
during the last financial crisis,” says Duncan. “Debt is 
relatively low and it’s been secured cheaply. Investors 
have been more prudent acquiring stock and the 
development pipeline hasn’t got out of control, 
combined with the lack of stock in some of the key 
locations like London and other big cities where’s 
there’s a lot of occupier demand.”

“That said, a lot of investors are overweight to 
offices right now and we’ve started to see a few come 
to market attempting to sell these portfolios. I think 
this is predominantly because they don’t want to incur 
the hassle and capital expense of converting these 
assets over the next few years. As investors look to 
get this type of stock off their books, it’ll lead to some 
mispricing and opportunities for investment managers 
with the expertise and due diligence capability to take 
these assets on.”

Cahoon adds, “This scenario plays to our value-
added skill set pretty well. We’ve been active and are 
very comfortable in this space, acquiring good quality 
buildings in the best secondary locations which require 
hands-on asset management. Many investors who hold 
stock like this have been unable to dispose of it over 
the past two years because there’s been no liquidity, 
but now they’ll probably be nearing or may even 
have breached planned disposal dates, and becoming 
impatient to sell. This will create opportunities for 
people who know these markets and have a track 
record of value-added investing from previous  
market cycles. 

Cromwell has had an established 
in-house ESG team for some time in 
Australia and Europe, which means 
they were already incorporating ESG 
into many of their investment decisions 
before the recent acceleration and 
prioritisation of ESG in real estate.

“Carbon reduction strategies are no 
longer a nice to have. They’re now a 
must have and the associated costs for 
building improvements and upgrades 
can by pretty material and in some cases 
may not have formed part of acquisition 
underwrites when these buildings were 
acquired. Thankfully it’s been more of an 
extension of existing initiatives than a 
step change for us” says Cahoon.

Unlike some of the more popular 
real estate sectors like light industrial 
and logistics where competition for 
assets has been intense and yields have 
tightened considerably, there has been 
a lingering uncertainty over offices due 
to the pandemic and the adoption of 
hybrid working. Critically, this means 
there has been less yield compression as 
the market hasn’t got ahead of itself and 
therefore will have less far to fall.

“If you can keep building during 
the cycle or own stock that is really 
well specified and suitable for modern 
occupation, I think you’re going to be 
well placed once we’re through the short-
term challenge to see rental growth in the medium 
term,” says Duncan.

Meeting demand for this type of scarce future-
proofed office is top of the agenda at Cromwell. The 
business is currently leveraging its office experience 
from Australia, where 99% of the portfolio is offices, 
and its 770,000 sqm+ office portfolio in Europe, to 
create just this type of space.

Florian Hoyndorf is Cromwell’s head of 
development in Europe and works closely with the in-
house development team in Australia, based in Sydney. 

The Group recently sold an office on [Mary Street] in 
Brisbane which included an attractive co-working area 
which proved to be a major draw for new occupiers, 
following a transformation of a ‘dead space’ on the 
ground floor. 

Hoyndorf, says “It’s the ability to share this kind of 
knowledge across the business and hemispheres that 
sets us apart. It’s one thing to buy into the theory and 
an entirely different matter having the conviction to 
put this into action, “which is exactly what Cromwell 
has been doing in Europe.

At Kildean Business Park in Scotland, Cromwell, 
in partnership with Stirling Council, has developed a 
prime [core] office complex occupied by M&G. Every 
aspect of the project was aligned with ESG and the 
future of the office in mind. From the appointment 
of Bowmer + Kirkland as the local contractor 
partner to the amendment of the plans post COVID 
to incorporate more meeting rooms and flexible 
workspace. During the course of the development, an 
estimated £900,000/€1.1 million of ‘Social Impact’ 
was added to the project through a range of activities 
including CO2 savings, staff volunteering, contracts 
with local SMEs and staff school visits. The completed 
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building has enhanced facilities including a café/
terrace, external gym equipment, large seating area for 
meetings, herb garden and even a yoga area.

In Italy, the team is completely transforming 
an office building in Milan on behalf of Singapore 
Exchange-listed Cromwell European REIT. The 
€25.7 million redevelopment of Nervesa 21 building 
is located in an urban oasis in the upcoming Porta 
Romana district of Milan. Comprising of 10,000 sqm of 
office space with planned LEED Platinum’ and ‘WELL 
Gold’ level certifications, the building is an excellent 
example of the sort of sustainable, collaborative office 
space that is increasingly in demand from occupiers.

For investors, there will be some excellent 
opportunities in office over the next phase of the 
real estate investment cycle and into the future. 
Despite the coming of age of hybrid working, we’ve 
established that employers and most importantly 
perhaps, employees, see them as vital. The incoming 
ESG regulations, combined with a broader social 
acknowledgement that the future office must 
be sustainable, will only accentuate demand for 
compliant and desirable office space in a market where 
this type of space is in scarce supply. By investing 
intelligently in assets fit for the future regulatory 
environment and employee needs, investors that time 
their entry well stand to make attractive returns over 
the long-term.
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