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Taking stock:
How resilient are Europe’s
office property markets?
Information for Union Investment’s institutional
investors – not to be passed on to third parties

The current state of the property markets – October 2020

Introduction
As the global coronavirus pandemic continues, many companies are re-evaluating their office
environments and use of space. The attempt to save on office rents could likewise prove challenging
for some market segments in the future. On the plus side, robust growth in office jobs and good office
occupancy levels, coupled with a modest completion pipeline, are mitigating factors. New work
environments also offer a range of opportunities – especially in strong micro-locations in Germany,
Austria and the Netherlands, which are continuing to hold up well in the current crisis.
The impact of the coronavirus crisis is being felt around
the world. Gross domestic product is set to decline in
nearly all major economies in 2020. The only exception is
China, where the economy is expected to grow by 2.2 %
this year, although this level of growth is very low by
historical standards. The eurozone economy is forecast
to shrink by an average of 7.9 % in 2020. Germany and
the Netherlands are among the better-performing economies, while Spain and Italy are both lagging.
In the office property transactions market, a very strong
first quarter was followed by a relatively weak second
quarter due to COVID-19, with travel restrictions being
one of the main obstacles to higher investment volumes.
The rolling 12-month transaction volume for office properties was EUR 137.5 billion at the end of the first quarter,

22 % higher than in the previous year. At the end of the
second quarter, transactions totalled EUR 123.3 billion,
representing a rise of 8 % over the same quarter of the
previous year. Somewhat weaker transaction volumes are
also expected for the third and fourth quarters. Nevertheless, transaction volumes will remain much more buoyant
than during the financial crisis of 2008.
High demand for office property investment is being
driven by the spread between ten-year government
bonds and the net initial return on office investments. In
Germany, for example, the spread was 330 basis points
at the end of the second quarter. The situation is similar
in real estate markets outside the eurozone, such as in
the US and Japan.

Office transaction volumes remain high,
but a slight decline is expected
Office transaction volumes in Europe
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Vacancy rates varied widely across the individual European
markets. While falling vacancy rates were witnessed yearon-year in Amsterdam and Warsaw, vacancies increased
somewhat in London, Paris and Stockholm due to the pandemic. In Warsaw, there was also a slight rise in vacancies
in the second quarter, whereas the vacancy rate in Amsterdam remained largely unchanged in the second quarter.
Rents in the European real estate markets were essentially
unchanged or increased year-on-year. In the second quarter, prime office rents were stable in all the office markets
covered.
Prime yields remained steady or fell slightly year-on-year
in Paris, Amsterdam and Stockholm. In London, a slight
rise in prime yields was observed as a result of Brexit and
the coronavirus pandemic. Prime yields also increased
slightly in Warsaw in the second quarter. This was largely
due to the fact that the Warsaw office market is dominated
by foreign investors. Over 90 % of transactions typically
involve foreign investors, but in many cases travel restrictions meant they were locked out of the market.

Outlook: Direction of prime office rents
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likely to move sideways. The picture for 2021 is mixed:
London will start to see rent growth again because the
project pipeline shrank significantly in the wake of the
Brexit referendum. Rents will be stable in Amsterdam
and Stockholm, while there will be a further slight correction in rents in Paris and Warsaw. The upturn in the
European office markets will become broader and
stronger in 2022.

Moderate rent corrections are expected in the current
year, with the exception of Amsterdam, where rents are

Vacancy rates in Europe have seen only modest rises to date;
prime rents have held up well
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German office markets
in good shape
Outlook: Direction of prime office rents

The situation in the German office markets is similar to
the other European markets. In the first half of 2020,
a slight fall in vacancy rates was observed in Hamburg
and Düsseldorf, while modest rises were seen in Berlin,
Frankfurt and Munich. All German office markets recorded rent growth year-on-year. Rents remained broadly
unchanged in the second quarter. Hamburg bucked the
trend and posted a further increase in rents.
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Prime yields declined everywhere year-on-year and were
stable in the second quarter. In Hamburg, prime yields
fell again by ten basis points in the second quarter.
A moderate rent correction is expected in the German office markets in the second half of the year. In 2021, rents
are likely to fall again slightly in Berlin and Frankfurt. In
Düsseldorf, Hamburg and Munich, meanwhile, rents are
expected to move sideways. The majority of German office markets will return to rent growth in 2022.
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than they were during the period before the financial
crisis. This means there will likely be only a short and
moderate correction to prime office rents in the current
environment due to the combination of low vacancy
rates, a limited pipeline and high pre-letting levels.

The relatively limited completion pipeline will have a positive effect on the future performance of the European
real estate markets. For 2020 and 2021, the three per
cent mark will not be exceeded in many locations and
projects also typically feature a high level of pre-letting.
In addition, vacancy rates are currently significantly lower

German property hotspots remain in good shape
Vacancies: Offices
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More home working
doesn’t mean less office space
The number of people working from home increased
significantly during the pandemic. In many cases, home
working has proved a viable alternative to the office. The
advantages for employees are compelling. No commute,
more flexible working patterns, a better work-life balance
and a lower risk of infection are all arguments in favour of
working from home.

Diamond, Gent / Credit: Asymptote Architecture

Having said that, although remote working has established itself as part of a new work culture, that doesn’t
mean traditional office space is no longer needed. Prior
to the pandemic, there was strong growth in the number of office workers in European property hotspots.
That general trend remains intact. In addition, while
home-based working has many advantages, there are
also limitations. Certain tasks cannot be carried out from
home. The induction and supervision of trainees, apprentices and career entrants all pose a significant challenge for companies in the current crisis. While it is too
early to draw any definitive conclusions about the impact
on productivity and corporate culture, the cost savings
might have an opposite effect.

In view of all these considerations, the workplace of the
future will probably be a hybrid of home office, company
office and other locations where office tasks can be carried out.
Transformation of the office markets is likely to happen
gradually since leases often have many years to run. New
ways of working will mean that office space requirements
are likely to vary widely. One thing is certain: for some
companies and industries with structural problems, the
combination of pandemic and a recession will result in
less demand for space. In the short to medium term, however, demand is likely to remain stable, especially for properties in attractive locations with good transport links.
Due to social distancing requirements, the trend towards
fitting more people into less space appears to have been
halted for the time being. The space needed for each employee is now actually increasing.
The key takeaway is that office buildings need to adapt
to the work scenarios of the future.
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Outlook
The office property markets have performed very well
during the current cycle. The baseline situation is positive
compared to the financial crisis of 2008: vacancies are low,
the pipeline is modest and pre-letting rates are high in
most markets. These conditions should support stable
performance of high-quality office space in good locations, which is in short supply in major cities.

Co-working meets the desire
for flexibility

In office market segments where properties are not
viewed as a tool in the war for talent and fail to offer
home workers an appealing alternative, the crisis is likely
to have a much swifter and greater impact, amplified by
the new work culture. In short, differentiation by property
and location will become even more important.

In the office markets of the future, flexibility will be more
important than ever. As such, co-working space can be a
useful additional option that complements existing office
provision. This concept meets the temporary need for extra space where companies want a flexible way to accommodate employees that doesn’t involve signing a longterm lease for additional space, for example. While the
business model adopted by flexible and short-term workspace companies such as WeWork is under pressure in the
current environment due to social distancing and hygiene
regulations, co-working solutions will be a key element
in strategies for hybrid workplace models going forward.
Such options will continue to offer a practical alternative
to traditional office workplaces and home offices.

The German office property market is likely to be the first
to recover from the crisis. This view is also shared by the
majority of property investors who were interviewed by
market research institute Ipsos on behalf of Union Investment in summer 2020 in Germany, France and the UK.
The office markets in Frankfurt and Berlin were rated particularly highly in the survey. Germany benefits from its
economic strength and the government’s successful crisis
management to date. Berlin and Frankfurt, like other
German locations, have a modest pipeline of new office
space, giving them a good chance of getting back to normal fast. The real estate markets in Paris, London and
Stockholm are also considered to have good chances of
quickly returning to pre-crisis levels.
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