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Investing in core US Central Business Districts (CBDs) has 
by-in-large produced above average returns for property 
owners over the last two decades. As the broader US 
economy grows at the slowest post-recession pace on 
record, the regional economies in the CBDs of New York, 
Boston, Washington DC, Chicago, Los Angeles and San 
Francisco have outperformed. At the end of July 2013, the 
US unemployment rate stood at 7.3% and the labor force 
participation rate was 63.2%, the lowest level recorded 
since August 1978. However, office-using employment in 
core U.S. markets has either recovered or surpassed its 
previous high, giving owners in these markets a strong 
degree of confidence.

That being said, risks remain for owners in these CBDs and 
one of the most obvious but perhaps least emphasized is 
the changing workplace requirements of the occupier. 

Whether through lease negotiations, build-to-suit projects, 
or tenant improvement activity, most owners are well aware 
of how today’s occupiers are re-designing their workplace. 
However, many do not fully understand the underlying 
drivers of workplace change, where the trends are taking 
corporations in their assessment of how employees should 
work, and more importantly what these changes mean for 
the properties they own or acquire in these markets. The 
slow economic recovery has given occupiers time to deeply 
assess their approach to real estate cost and design. 
Occupiers have developed new analytical processes that 
stress cost reduction and efficiency and all signs point to 
these trends being permanent. For owners to truly mitigate 
the risks associated with leasing and operating property in 
these competitive markets, they must understand how the 
new age of work impacts their assets.
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CHANGING OCCUPIER REQUIREMENTS 
Regardless of location, today’s corporate occupier is highly focused on the efficiency 
and design of the workplace. Real estate executives are consistently under pressure to 
deliver work environments that meet or exceed the cost expectations of the company. 
However, it’s not just financial pressure that is driving companies to reassess the 
workplace. Occupiers also realize that the company’s real estate can offer distinct ways 
to accomplish some of the organization’s broader business goals.  

There are five key goals that today’s corporate occupier is seeking to address 
through its work environment. 

1.  Productivity. The ability of the workplace to enhance and increase  
worker productivity.

2.  Flexibility. The adaptability of the space to changing corporate demands.

3.  Cost Control. Real estate strategies that help control costs.

4.  Employee Recruitment. How attractive the work environment is for worker 
recruitment and retention. 

5.  Sustainability. How the workplace can assist with energy management  
and social responsibility.

PRODUCTIVITY

An unproductive workforce leads to missed business opportunities and lost revenue.  
A 2013 survey of major US corporations conducted by architecture and design firm 
Gensler notes that while 95.2% of companies surveyed believe that the design of the 
workplace has a direct impact on employee productivity, many US workers struggle to 
work effectively. Corporations know that getting the design of the workplace “right” is 
essential to increasing productivity. Many corporations conduct focus groups and other 
testing in an effort to design the optimal work environment. These strategies often 
include a transition away from large personal spaces to more open and collaborative 
environments. More recently, workplace strategies have shifted from all collaborative to 
striking a balance between the need for collaboration and the need for employees to 
perform focused work.

A highly productive workforce doesn’t just work from 9-5. Employees today work 
anytime and anywhere. Whether occupying a corporate-owned facility or leased space 
from a third party, companies must provide workers with the option to be productive 
outside of the typical work day. 

FLEXIBILITY

Leading corporations are constantly reviewing and changing their growth strategies and 
the company’s real estate must be able to adapt to changing business needs. Real estate 
must be able to handle changes in technological communication, work styles and the 
like. Occupiers are not only focused on how space will meet their current needs, but 
also how adaptable the space is should business needs change. 

PRODUCTIVITY

COST
CONTROL

FLEXIBILITY

EMPLOYEE 
RECRUITMENT

SUSTAINABILITY

FIVE KEY GOALS OF 
THE WORKPLACE
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COST

The prolonged economic recession and slow recovery has placed corporate real estate 
departments under more pressure to meet cost obligations. The most effective lever for 
which to lower cost is to increase the density within the office space and occupiers are rapidly 
decreasing the amount of square feet allocated per employee in an effort to rein-in costs. The 
average amount of square feet (sf) per office worker globally was approximately 225 sf in 2010. 
In a recent CoreNet Global survey of corporate real estate executives, 76.4% of respondents 
project that the average will drop to 150 sf or less in five years – 52.3% state the average will 
be 100 sf or less by 2018. 

While workplace designs will undoubtedly change as new strategies emerge, reducing and 
controlling cost through higher density is not only a trend that is here to stay, but is arguably 
the one factor that will have the most impact on the physical asset.

EMPLOYEE RECRUITMENT

The cost of recruiting and retraining employees can be a significant burden and the genera-
tion entering the workforce today is seeking to work at organizations who share their values. 
The company’s real estate is an extension of its brand and how it is designed says a significant 
amount about the priorities of the company. Updated office space communicates to workers 
they are important. Sustainable materials and modern amenities tell workers and prospective 
workers that the corporation’s values are also their values. 

The war for talent has reached a new level and companies with the financial resources are 
investing heavily in their corporate facilities to wage this fight. Across industries, corpora-
tions are attracting talent by promoting their real estate facilities as much, or more than the 
merits of their business. Providing free food, dry cleaning, on-site health care, and spa 
services, in addition to the more common amenities such as workout facilities, day care, and 
transportation have become popular. Many of these services are now provided 24/7 in order 
to accommodate today’s work anytime and anywhere culture.

SUPPLY-SIDE RISK  
IN THE NEW AGE  

OF WORK

THE MOST EFFECTIVE  
WAY FOR COMPANIES  
TO LOWER COST IS TO 
INCREASE DENSITY

EMPLOYEE DENSITY IS RAPIDLY INCREASING

Source: CoreNet Global 2013 survey
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SUSTAINABILITY

Sustainability and energy management is a major focus and initiative for today’s occupier. 
Managing energy use encompasses not only the reduction of a company’s carbon footprint, 
but also how services within the building are delivered, how bathrooms are maintained, 
computers are powered, and heating and cooling systems operate. Most large corporates 
require employees to work in some sort of LEED certified building and have corporate-
wide sustainability policies, regardless of the size of the office or location. Sustainability is 
not just a large company issue. Small and medium-size tenants in today’s knowledge 
economy know that demonstrating social responsibility can assist with talent recruitment, 
investor perception, and their overall public image.

These five aforementioned goals cannot be approached via individual tenant requirements 
addressed during lease negotiations. They are property-wide issues that will eventually 
require changes to the building itself. Many owners are reluctant to address these issues 
at the building level until absolutely necessary and opt to tackle them tenant-by-tenant. As 
more-and-more tenants adopt workplace strategies that emphasize these goals, owners 
who do not take the proper steps to invest in their buildings run the risk of having their 
assets become functionally obsolete.

THE PARADOX: AN AGING INVENTORY  
IN A MODERN ENVIRONMENT
There is a coming crisis in these leading CBDs: the changing occupier requirements can no 
longer be adequately supported by the majority of the current inventory. A review of the 
class A inventory across the CBDs of Boston, New York, Washington DC, Chicago, Los 
Angeles and San Francisco reveals that over 53% of the class A buildings in these markets 
were constructed prior to 1980 (see chart). While undoubtedly many of these buildings 
have undergone renovations since construction, it is highly unlikely that these renovations 
accounted for the increased pressures that today’s modern work environment place on a 
building’s infrastructure. 

In addition to competing on infrastructure, 
many core CBD assets are also fighting the 
emerging trend towards non-traditional 
locations. Areas such as New York’s 
Mid-town South, Boston’s Seaport District, 
and San Francisco’s SOMA (South of 
Market) District are attracting growing 
small and medium size businesses and 
cutting edge technology firms. These 
nontraditional sub-markets within 
traditional core cities offer employees a 
live-work-play environment that is close to 
public transportation and other amenities. 
The attraction of these locations is based 
more on what’s going on outside the 
building than what’s offered inside. 
Owners of assets in more traditional core 
submarkets must consider how their 
buildings will compete in this environment 
and account for this in their lease-up  
and underwriting.

CORPORATIONS ARE 

ATTRACTING TALENT BY 

PROMOTING THEIR REAL 

ESTATE AS MUCH AS 

THEIR BUSINESS.
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Assess the building’s capacity  
for higher density

Know how your location truly 
competes

Strategies and Considerations  
for Owners in the New Age of Work
Those who own assets in core CBDs, regardless of the location, must weigh how their properties address occupier concerns. 
They should know that workplace strategies centered on cost, efficiency and productivity are not passing fads, but rather part of 
a larger movement towards a more strategic and analytical approach to occupancy. While these markets will likely outperform 
the broader commercial office market, many owners make leasing and capital improvement assumptions without considering that 
these changes are permanent. 

The following are key considerations for owners as they look to acquire or operate property in the top US CBDs:

While it may seem obvious, maintaining relationships with 
existing tenants has never been more important. As 
companies seek to reduce their sf allocations per employee 
by factors as much as 20% or more, tenants may actually 
growing their headcount at the same time they are 
reducing their space. Owners must realize that if space 
utilization shrinks by 20%, then the pool of potential 
tenants needing to fill their vacancy must increase by 20%. 
Understand that shrinking utilization rates mean a broader 
tenant pool is needed for lease-up. By keeping existing 
tenants happy and showing them a continuous plan for 
investment in the building, they will be less likely to seek 
alternatives when their lease expires. 

Actively manage the tenants 
post occupancy  

While the adage “location, location, location” is true, 
owners should not expect occupiers to significantly 
overlook design issues with assets because of their location. 
Occupiers today have choices in most markets. They have 
undergone a significant exercise to determine the optimal 
space for their organizations and uncompetitive space will 
likely need to be discounted. Expect occupiers to be 
reluctant to compromise on the design of their space  
and ask for considerable allowances. Be aware of the 
underlying trends in tenant demand and what the various 
segments of the markets are seeking. Traditional locations 
could lose out to non-traditional ones as companies 
become much more in-tune with what employees want.

Get educated
Owners must educate themselves on what occupiers need 
and want and avoid situations where they are reacting to 
tenant proposals. By understanding what is truly motivating 
occupiers in the workplace, owners can make informed 
investment decisions about their assets and ensure that 
their properties remain competitive in the market.

Determine the space loss factors 
The potential space loss factors in older assets must be 
considered and weighed by owners when formulating 
assumptions about leasing and rent. Some older buildings 
can have space loss factors close to 20% when accounting 
for columns, hallways and other construction. Older 
buildings have less flexible floor plates and often have large 
interior columns running vertically through the building. 
Columns limit the amount of actual usable space per floor. 
For occupiers seeking to increase their density, large 
interior columns can present design challenges and limit 
the amount of workers they can place on a floor. 

Higher density can cause considerable issues with the flow 
of people coming in and out of a building. A building 
constructed in 1980 with 500,000 rentable sf was built to 
accommodate tenants with density allocations of 225 sf per 
worker or higher. That building at 100% occupied is designed 
to have approximately 2,200 workers coming and going each 
day. The same building in 2018, under density allocations of 
100 sf per worker, could have as much as 5,000 workers 
coming and going each day. 

This 125% increase in daily traffic can place a burden on the 
infrastructure of the building, particularly with traffic flow 
issues in the lobby, elevators, and with parking, not to 
mention the stress on the mechanical, engineering, electric 
and plumbing systems (MEEP) which were not designed to 
handle this excess capacity. The increased use of technology is 
also an added weight to the buildings’ technological support 
capabilities. 
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CORPORATE OCCUPIER & INVESTOR SERVICES

Corporate Occupier & Investor Services (CIS) creates comprehensive solutions for real estate portfolios, aligning real estate strategies  
to our clients’ overall business priorities. Our clients range from multinational corporations to owners/occupiers of single assets, in  
local markets and across the globe. CIS adds value as a trusted advisor, leveraging all services to span the entire life cycle of our  
clients’ real estate.

Global CIS teams collaborate through the sharing of best practices, use of consistent tools and processes, alignment of goals and priorities 
through industry-leading performance management and governance programs and flexible, effective technology. C&W partners with 
clients, enabling them to focus on their core business, confident that real estate experts are attending to every strategic and operational 
detail required to create, optimize and protect business value. 

CIS Services:

Account Management

Transaction Management

Facilities Management

Lease Administration

Project Management

Financial Management

Sustainability

Technology

Property/Asset Management

Agency/Landlord Leasing


