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What COVID-19 will mean for the London
office market.
Millions of words have been spilled on the
impact COVID-19 will have on society. What will
its effect be on commercial real estate markets?
There is general agreement that the pandemic
will be a powerful catalyst, accelerating a number
of key trends that were already in play.
For some sectors, the wind is only blowing in one
direction. High street retail and leisure property
were already struggling, and their challenges are
set to increase. Conversely, industrial property –
in particular, logistics and warehousing – is likely
to prosper as more and more people shop online.
What is much less clear is how COVID-19 will
affect our working lives – and especially the role
of the office. Are we about to witness its slow
death as working from home becomes the new
normal? Will city centre offices be abandoned in
favour of out-of-town sites? Could this even
spark a rural renaissance?

Our view is that offices are here to stay, but with
significant changes in terms of role and design.
We also believe that city centre locations will
continue to dominate. However, there will be
pronounced shifts in the popularity of different
areas within cities. This will be particularly true in
London.
Overall, the office market is entering a period of
high disruption. The good news is that this will
create rich opportunities for smart, nimble
investors.
More dispersed workforces
We’re all familiar with the charts the Government
used to kick off its daily coronavirus press
conferences. One regular data point is the
percentage of adults in employment who worked
from home at some point during the previous
week. The figure in May was 39%, compared to
12% in 2019.
That’s a huge increase, but it’s worth digging into
the numbers a little deeper.

A survey by the Chartered Institute of Personnel
and Development [1] last year found that 5.3% of
jobs were worked mainly from home, and a
further 24.3% of people worked from home
occasionally. The option was also available to
another 8.5% but they chose not to exercise it.
Add those together and you get to a total that’s
almost identical to the Government’s 39%.
Looked at from this perspective, COVID-19 has
been a forced experiment on a mass scale.
Everyone who can theoretically work from
home has had to do so, either for the first time
or on a much more extended basis. The key
question is: will this change working behaviours
in the long run?
For higher-skilled professional and managerial
occupations (the heartland of traditional office
environments), the answer seems clear. Whilst
the vast majority will still spend most of the
week in the office, more people will work from
home more often. Recent research in the UK [2]
suggests that more than 80% now expect to work
from home at least one day a week. In the USA,
it’s 56%.[3]
Few businesses will go as far as Twitter (who
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have said that staff can work remotely “forever”
if they choose), but most will be keen to
accommodate these expectations. This is partly
to do with employee well-being and a growing
belief that an improved work/life balance can
bolster both mental health and productivity. But
many companies have also spotted the
opportunity to reduce running costs, especially
in terms of rentals. Even if they have to pick up
a proportion of a worker’s home expenses, as
Switzerland’s highest court has just ruled [4], the
benefits to the bottom-line will be sizeable.
From the conversations we’ve had with a variety
of tenants, the consensus is that they’ll be
looking to occupy 1/3rd less space than
previously; with a concomitant fall in the rents
they’re willing to pay. This implies market
shock on a seismic scale. Even if the reality
proves less dramatic, we believe this level of
demand shrinkage is a sensible starting point for
future planning.
Re-defining the role of the office
As the average number of workers on site at any
one time falls, the role of the office
fundamentally changes. Whilst there will

inevitably be differences by business sector, the general trend will be away from the office as the
place where you do your routine 9-to-5 work. Instead, its primary purpose will be as a centre for
creativity and collaboration.
This has obvious implications for size, design and configuration. It will place an increased
premium on space that is physically fluid, easily adjustable, oriented around ‘working together’
rather than stand-alone desks, and overtly inspiring.
When you add in the likelihood of lasting concerns over hygiene security and social distancing, it
also means that control will become a key driver of demand. We believe that there will be
significant impetus towards smaller offices with their own front door, and a drift away from largescale schemes with multiple tenants and crowded common parts. There may also be an upswing
in the owner-occupied market.
When considering the impact on the London office market, these dynamics are likely to favour
the West End over the City. In most cases, the available space is naturally better suited to this new
way of working.
Re-siting the office?
Lockdown has forced us to reconsider many things. For some people, the restrictions have
brought the attractions of a rural lifestyle into sharper focus. Certainly, the country side of our
residential business is seeing an unprecedented level of enquiries.
Will offices follow suit? For the vast majority of companies, we don’t think so. If the office’s future
role is concentrated around collaborative work and face-to-face meetings, then city centres will
remain the locations of choice. Infrastructure, connectivity, and access to the widest possible pool
of talent – all argue strongly in their favour.
But the distribution of demand across a city’s geography will change as companies look for
smaller spaces, which offer maximum control and avoid the necessity to share facilities with other
organisations. To underline our point of view: in London, we forecast that this will drive a notable
upswing in popularity for the West End.
A re-set of landlord / tenant relationships
A structural change in how people work, combined with the near certainty of a deep recession and
an over-supplied office market, mean only one thing. Rents are set to fall.
Capital Economics is forecasting a drop in Central London rental values in 2020 of 3% - 3.5%. If
anything, that may be too optimistic. We certainly expect to see a sharper decline once companies
can enact break options and the rate of business failure increases.
Of course, there will still be significant opportunities to make money. The landlords best placed
to seize these opportunities will be those who recognise that many of the trends evident prepandemic are now set to accelerate dramatically.
By comparison with other major international cities, the London office market has always been

something of an anomaly. One notable instance is the fact that landlords have been able to
command very long leases. This is one of the main reasons London has been so successful in
attracting international capital and investment from liability-driven investors such as pension and
insurance funds.
According to BNP Paribas [5], rent-weighted office leases in Central London still average 10 years.
We believe this figure will now erode quickly, falling more into line with the rest of the world as
tenants demand greater flexibility and less onerous property-related liabilities on their balance
sheets. Similarly, upwards-only rent reviews will largely disappear and break clauses will become
more frequent.
There will be significant changes to the operating relationship as well as the legal one. Whilst
landlords can offer the control and ‘owned door’ that serviced offices cannot, they need to learn
lessons from the latter and work harder to align their interests with those of their tenants. At
Property Vision, we always advise landlords to ‘mind the gap’. The reality is that they can only
thrive if their tenants’ businesses are also thriving; which means greater consideration needs to be
given to contractual flexibility, all-inclusive rents, less rigid control of the physical space
(including more CAT A fit-outs) and more fluidity in the balance of uses.
Implications for Investors
Given the length of the average office lease, the impact of all this may take longer to wash through
the property market than other asset classes. But it’s coming, and the effect will be profound.
Investors – and indeed debt lenders – need to stop thinking of the London office market as a
quasi-gilt that delivers safe and predictable returns over time. Instead they need to position
themselves to maximise cumulative returns on a 10 – 15 year basis, accepting there will be peaks
and troughs along the way.
What does a roadmap for success look like? We recommend that investors lean away from
monolithic blocks and towards the smaller spaces that are typically found in the West End. We
also suggest focusing on prestige assets that meet tenants’ demands for full control, maximum
flexibility and the ability to create highly collaborative and inspiring work environments. Next,
they should be proactive in minimising legal and other constraints. Finally, they need to be highly
engaged in curating both individual properties and their overall portfolio to stay ahead of what
will be a fast-moving and volatile market.
Whilst conditions will be challenging overall, there are significant opportunities for nimble, farsighted players. To capitalise fully, they need advisors who are fleet of foot, can examine
candidate sites on a case-by-case basis, and are free to provide counsel driven solely by the
investor’s specific needs.
Many of the larger organisations lack the flexibility to provide this kind of service. Investors with
budgets up to £100m should be looking to appoint advisors who possess strong capability and
resource; but who can also provide personalised, hands-on and unconflicted support.
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