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The future of office spaces

Marketing Material

Contrary to common fears, Covid-19’s long-term effect on office demand might actually be

accretive, or at least not destructive.

VI////////I/I///I////I////////I/I///I/I///I////////I/

_Many observers have claimed that the pandemic has
revealed city-center offices to be relics of the 20th century.

_ We take a more nuanced look to assess the net effect
of working from home, together with other changes on
demand for office space.

_ Instead of 20th century offices as such, the relics might
turn out to be those increasingly tiny cubicles growing
numbers of employees have had to endure.
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s investors are starting to come to grips with Covid-

19, many are concerned that the recent trend toward

working from home (WFH) will reduce the need for
office space. Already, there are reports that various businesses
are re-evaluating their long-term real-estate plans.! During his
June testimony before Congress, even U.S. Federal Reserve
(Fed) Chair Jerome Powell acknowledged that Covid-19 has
accelerated changes that were already happening in the
workspace.?2 "The pandemic revealed just how many offices
were being run as relics of the 20th century," The Economist
recently declared.3

In this piece, we take a closer look at such claims. Our main
focus is the United States. This not only reflects the country's
importance for real-estate investors, but also the abundance
of data and recent research on U.S. office space. However,
we suspect that some of our insights might be transferable
to other countries too. After all, the majority of the world's
office workers connected virtually during the Covid-19 lock-

https://www.economist.com/leaders/2020/09/12/is-the-office-finished
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downs at one point or the other. In the United States and
elsewhere, employees proved that work can get done even in
a fully remote environment thanks to the advances in digitiza-
tion over recent decades. Most office workers adjusted to new
"work routines" inconvenient as connectivity limitations and
domestic space constraints may have been.

We use the word "routines" deliberately. According to an influ-
ential theory on economic change, organizations such as com-
panies learn and remember by doing.# When the business
environment is fairly static, routines improve incrementally,
going down a well-trodden path of small tweaks. Additional
efficiency gains get squeezed out of established working prac-
tices. A good example is that over the past decade, we have
seen office density rise substantially. Per our estimates, the
average space used per employee declined by almost 10%
from 2009 to 2019. Organizations have increasingly allocated
less square footage to individual workstations.5

https://www.economist.com/briefing/2020/09/12/covid-19-has-forced-a-radical-shift-in-working-habits
https://www.federalreserve.gov/newsevents/testimony/powell20200616a.htm

Nelson, R. and Winter, S., 1982, An Evolutionary Theory of Economic Change, Harvard University Press, pp. 96 - 136.

Alternative investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are
not suitable for all clients. All opinions and claims are based upon data on 9/16/20 and may not come to pass. This information is subject to change at any time,
based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns.
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH



Quarterly CIO View
Alternatives

A global pandemic is exactly the sort of sudden event that can
cause organizations to suddenly change direction, with lasting
consequences. An important question is whether workers are
going back to the traditional office environment or are likely to
prefer changes that allow for more remote work. We believe
that will largely depend on two distinct factors: Their willing-
ness and their ability to perform their work duties remotely.
In our view, these factors will ultimately guide corporate deci-
sions around space allocation for years to come.

From what we are seeing, WFH is likely to be only partially
adopted once the pandemic is over. There are many recent
surveys that have analyzed U.S. employees' desires. Gensler,
an architectural firm, surveyed 2,300+ full-time office work-
ers at companies of 100 or more people from April 16 to May
4, 2020. The survey found that only 12% of workers want to
work from home full-time and another 18% want to work three
to four days remotely. Before this experience, only one in 10
U.S. office workers had regularly worked from home, and less
than a third previously had the option to work from home. The
research found that people overwhelmingly want to return to
the office, but would like to see significant changes.6

A GWL Realty Advisors (GWLRA) survey found 40% of office
workers are finding working from home less productive and
most desire to return to the office once Covid-19 is resolved.
Most office workers have found things to like in the unusual
times of the pandemic, whether avoiding a commute, spend-
ing more time with family, or being able to do focused work
more effectively. Yet working from home has also created
productivity challenges.? Issues when working from home
include slow and spotty connectivity, lack of equipment,
and inability to collaborate with colleagues in a timely way.
According to the GWLRA survey, 42% found they were more
productive at home, albeit at a price. The survey showed 22%
of those working from home got more done, simply because
they were working more hours.8

The ability to work remotely is also a function of companies'
willingness to provide for it and functional limitations that
do not allow for sustained work from home (e.g. SEC regu-

Gensler Research Institute as of March 2020
GWL Realty Advisors Inc. Survey as of May 2020
GWL Realty Advisors Inc. Survey as of May 2020
https://brentneiman.com/research/DN.pdf

10 NAI Partners Survey as of May 2020

11 NAIl Partners Survey as of May 2020
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lations and compliance limitations). In some jobs, working
from home may increase the risk of data leaks and security. A
recent analysis finds that only 37% of jobs in the U.S. can be
performed entirely at home, with significant variation across
cities and industries.® According to the 2018 American Time
Use Survey, less than a quarter of all full-time workers worked
at all from home on an average day, and even they typically
spent well under half of their working hours at home. There
is significant variation across cities and industries, as Table 1
shows.

Eventually, medical solutions to the current pandemic will
be found. When that happens, office workers will be able to
return back to their pre-Covid work arrangements. According
to NAI Partners, a commercial real-estate brokerage, however,
most companies say the work from home policies popularized
during the pandemic may lead to more remote work in com-
ing years. Almost 60% of survey respondents said that they
prefer employees in the office, but they recognize they may
be required to implement long-term remote policies and allow
some employees to work remotely.10

The benefits for employees are clear: Significant time sav-
ings from a lack of commute — more than an hour-per-day per
employee, on average. These time savings have been spent
on additional family time, sleep, and exercise. For the work-
from-home trend to be sustainable and acceptable long-term,
however, we believe there also need to be benefits to employ-
ers. For them, the benefits of WFH may have been less appar-
ent during the pandemic. But, there are potential real-estate
and payroll savings as well as talent recruitment and retention
if implemented post-pandemic.

We think that one critical question will be how employers
adapt their organizational routines to the new normal. Other-
wise, any cost savings could come at the expense of company
culture, mentorship, and serendipitous collaboration. As men-
tioned above, according to Gensler, only 30% of the employ-
ees were allowed to work from home pre-pandemic, and 10%
of employees were actually working from home regularly.1
Post-pandemic, 30% of the Gensler survey responders would
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prefer to work from home three to four days per week. Accord-
ing to an YouGov survey, 60% of companies are planning to
encourage employees to work from home, therefore 18% of
the U.S. workforce will likely work from home regularly.12 Net,
this will amount to a netincrease of 8% in employees working
from home regularly.

Meanwhile, and until the pandemic is finally over, employers
will have to adopt as best they can to health guidelines, in
order to enable a partial return to the office. Most office space
is not configured to facilitate social and physical distancing.
Research suggests that beyond 40% occupancy rate, phys-
ical distancing cannot not easily be implemented without
office layouts being redesigned.’3 Two forces are at play. For
some employees, if an office space does not adhere to the
“rules" then they will simply refuse to return to work (poten-
tially supported by government decree). Employers also need
to be seen to be doing the "right thing." It is therefore likely
that safely re-entering the workplace will require a reversal of
the densification trend, at least for the near-term. Moreover,
some of the changes to office layouts might be retained, if
they prove beneficial in increasing productivity, for example.

We took a theoretical approach to analyze how much density
is optimal to achieve physical distancing according to U.S.
government health guidelines.’¥ Assuming a 6-foot radius
for each employee and a 30% load factor for common areas,
bathrooms, mechanical, etc., each employee would require
around 147 square feet of office space to achieve physical dis-
tancing. Using occupied stock divided by office-using employ-
ment as proxy, we estimate that the amount of square feet per
person in the U.S. is currently about 159 square feet.15

While, on average office tenants may comply with the guide-
lines for physical distancing, the reality is different. Many ten-
ants across the United States are likely short of the necessary
space if all employees return back to the office. As of mid-May,

12 YouGov PLC & Barclays PLC as of June 2020
13 https://www.burohappold.com/articles/social-distancing-in-the-workplace/

the JLL occupancy planning team had developed social-dis-
tancing plans for approximately 150 million square feet of
their clients' real-estate portfolios. Among clients for whom
they had developed social-distancing plans, 49% reported
that they were losing 50% capacity or more on their floors to
accommodate for social distancing.16

In other words, about half of tenants would need additional
space, to reach an average of 147 square feet per person equal
to the guidelines. At the same time, tenants that have more
than enough space to meet the physical-distance guidelines
most probably will not make changes in their space needs
as their layout is driven by company-specific space require-
ments. The net result, according to SunTrust, companies
would require more than 20% increase in office space per
employee to achieve the range that allows for proper social
distancing.1”

Combining the effects of work from home and de-densifi-
cation, we calculate that in a scenario in which 18% of the
workforce works remotely, companies will have to increase
their space allocation to accommodate physical distancing.
This is likely to result in an increase of 9% in office demand
(Table 2), roughly in line with the overall rise in office density
we observed over the previous decade. Our analysis suggests
that once the pandemic is over, the net effect of working from
home and de-densification may be accretive, or at least not
destructive, to office demand over the longer term. All told,
we believe it might not be offices as such that become relicts
of the 20th century. Instead, the real relicts might be those
increasingly tiny cubicles ever growing numbers of employees
have had to endure during the early decades of the 271 cen-
tury, before Covid-19 came along.

14 https://www.cdc.gov/coronavirus/2019-ncov/prevent-getting-sick/social-distancing.html.

15 CBRE Group Inc. as of July 2020
16 Jones Lang LaSalle [JLLI IP Inc. as of May 2020
17 SunTrust Robinson Humphrey Inc. as of June 2020
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TOP FIVE SHARE OF JOBS THAT CAN BE DONE AT HOME (BY LOCATION AND INDUSTRY)
More than 45% of jobs in San Francisco, San Jose, and Austin could be performed at home. So could most jobs in finance,
corporate management, and professional and scientific services.

METROPOLITAN AREA (% work from home) m INDUSTRY (% work from home)

1. SanJose, CA-51% 1. Educational Services - 83%

2. Washington, DC - 50% 2. Professional, Scientific, and Technical Services - 80%
3. Durham, NC - 46% 3. Management of Companies and Enterprises — 79%

4.  Austin, TX - 46% 4. Finance and Insurance - 76%

5. San Francisco, CA - 45% 5. Information - 72%

Sources: BLS and https://brentneiman.com/research/DN.pdf as of May 2020

POST-COVID-19 CHANGE IN OFFICE SPACE REQUIREMENTS PER 100 EMPLOYEES
Covid looks set to lead to behavioral changes, due to a higher proportion of employees regularly working from home and
physical distancing. Below table outlines key sensitivities.

A . ’ Pre-Covid Post-Covid Change
Mgjaua g
Employees 100 100 -

% Work from home 10% 18% +8%
Office employees 90 82 -9%
Space (in square feet) per employee 159 191 +20%
Total space required (in square feet) 14,310 15,646 +9%

Sources: BLS, Gensler, CBRE-EA, SunTrust Robinson Humphrey and DWS Investment GmbH as of May 2020

GLOSSARY

The U.S. Federal Reserve, often referred to as "the Fed", isthe ~ The United States Congress is the legislature of the federal

central bank of the United States. government. It is comprised of the Senate and the House of
Representatives, consisting of 435 Representatives and 100
Senators.
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This marketing communication is intended for retail clients only.

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business activities. The respective
legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other product
information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively
"DWS") are communicating this document in good faith and on the following basis.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or
solicitation to conclude a transaction and should not be treated as giving investment advice.

The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, laws
and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by
other legal entities of DWS or their departments including research departments.

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to
the publication of financial analyses.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes
thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or
completeness of such forward looking statements or to any other financial information contained in this document. Past performance is not
guarantee of future results.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy,
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation to
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection,
forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in
time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of any inves-
tment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making
an investment decision, you should rely on the final documentation relating to any transaction.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securities referred to
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities,
and earn brokerage or other compensation.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to
any tax implications on the investment suggested.

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this document
may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary
to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within
such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.
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