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COVID-19 is shaping up to be one of
those defining moments that changes
the behaviour of future generations.
While it’s too early to predict whether
we’ll be referring specifically to the
“COVID-19 Generation” in the future,
the fall out and ramifications for how
we live and work are tangible across all
demographic groups.
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Demographics guide real estate investment strategies and have been a cornerstone
of our DIGITAL (Demographics, Infrastructure, Globalisation, Innovation, and
Technology Active Long-term) investment thesis. As the coronavirus pandemic stalls
the global economy, creating a deep recession and accelerating long term strategic
shifts in behaviours, there is great uncertainty about what life will look like on
the other side.

“

In a matter of
weeks, our daily
routines have
been transformed
and work-life
balance reset ...

“

In a matter of weeks, our daily routines have
been transformed and work-life balance reset as
office-based employment moved online, schooling
became virtual and online shopping permeated
deeper audiences than ever before. Many of
these cultural and societal shifts were already
underway, but the introduction of lockdown has
helped enforce these changes on a much larger
proportion of the population.

Generations are demarcated by the events that shaped their lives, particularly during
their formative years, and for Gen Z the novel coronavirus will be a landmark event.
For Millennials, the Global Financial Crisis defined the start of their careers. Gen
X emerged in the midst of Reagan/Thatcher liberalism and the emergence of the
modern financial industry. Baby boomers drove enterprise into the global frontier,
enjoying the freedoms secured by the Silent Generation that endured two world
wars. All age cohorts are expected to undergo profound shifts over the coming years
as society takes lessons from and adjusts to the COVID-19 pandemic (exhibit 1).
Exhibit 1: Eurozone and U.S. population by generation
Eurozone

United States

Population

%

Population

%

Silent Generation
(1928-1945)

37.3m

10.90%

25.7m

7.90%

Baby Boomers
(1946-1964)

78.2m

22.90%

73.5m

22.60%

Generation X
(1965-1980)

79.2m

23.20%

61.9m

19.00%

Millennials
(1981-1997)

70m

20.50%

76.2m

23.40%

73.4m

21.60%

82.2m

25.20%

Generation Z
(1998-Present)

Source: U.S. Census Bureau, Moody’s Analytics, Eurostat, Principal Real Estate, 2018
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Each of these demographic groups now confronts COVID-19 and what it means for
how they live the rest of their lives. Whilst this uncertainty means it will be difficult
to discern future behaviour, an understanding of long-term demographic trends in
life after coronavirus will help to signpost future changes in how we use space across
sectors and geographies.

Work
In unprecedented numbers, office-based employment has migrated to the digital
and cloud sphere, with entire businesses using video conferencing, testing virtual
capacities, bandwidths, server loads and family relationships, and operating with
zero physical face-to-face contact. Prior to the novel coronavirus, the concentration
of high-calibre Millennials and Gen Z talent in dynamic cities supported a perpetual
demand story for prime office stock.
It is too early to predict long term changes, but an accelerated cultural shift to
remote working could radically modify overall office demand. With executive Baby
Boomers and Gen Xers witnessing the first mass trial of remote working, flexible
office practices appear more feasible and potentially more desirable. Colliers
International reports in their ‘Working from home during COVID-19’ survey that
82 percent of respondents would like to work from home at least one day a week
after containment ends. Depending on the duration of the virus, social distancing
measures will limit workforce densities, and employees may be required to rotate in
order to comply with space and travel restrictions. Exhibit 2 is a possible example of
what space requirements could look like for the duration of the pandemic.
Exhibit 2: Space needs based on hypothetical requirements per employee
Assumed requirement for sqm per employee
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500
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167
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Assumed workforce

500

500

500

500
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250

333

375
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125

208

250

Additional space required @ 100% occupancy

5,000

10,000

15,000

Additional space required @ 75% occupancy

2,500

6,250

10,000

Assumed space sqm
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Additional space required @ 50% occupancy

125

5,000

Source: Evercore ISI, Principal Real Estate, 2020
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New demand for an alternative work structure will require rethinking office
space as a place where people go to interact and collaborate. Adapting to a new
orientation of work necessitates additional space for meeting rooms, breakout
areas and conferencing facilities. Office layout could potentially condense but
require much more technological capacity, including integration of PropTech.
Importantly, sustainability features are demanded by Millennial and Gen
Z workforces, meaning tenants will place an emphasis on these attributes.
Resilient assets capable of generating rental growth will be strategically located
along transport connections and of the highest quality, and will offer ample
opportunities for social interaction, craved by many working from home.
Coworking trends continue to alter the landscape of the sector with take-up by
shared space landlords across major metropolitan regions exceeding 10 percent
in 2019.1 The impending downturn may be an exacting test for traditional
landlords and their operational sustainability. But it could also be an even bigger
challenge for flexible office providers, many are unlikely to survive and may have to
consolidate. It is no longer necessary to have a traditional office to be considered a
real business. While the outlook for the serviced office model is fuzzy, the desire for
more flexible lease terms with shorter commitment periods and “COVID clauses”
will persist among tenants. This will come hand-in-hand with the increase of
remote working and improvement of remote working technologies.

“

... digital relationships
will become increasingly
important and coexist with our physical
relationships.

“

We do not expect a complete shift away
from traditional office but instead point to
the current period to illuminate the fact that
digital relationships will become increasingly
important and co-exist with our physical
relationships. The modern-day workspace is
likely to be altered yet again.

Life
Following COVID-19, two main factors will help define residential space
occupancy—changing lifestyle preferences and affordability. Extending the
amount of time spent at home might spawn a penchant for space and outdoor
accessibility. This includes a requirement for workspace in the home that may spur
a reconsideration of apartment layouts and the desirability of apartments in the
first place. With family formation emerging later in life, Millennials and Gen X—who
opted to remain in urban cores for longer—may pivot towards locations offering
1

Source: Savills, Flexible Office Space, 2019
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larger accommodation with the option to work from home a few days
a week. In this case, transport nodes linking periphery locations to central
business hubs are optimal.
A deep and most likely protracted recession will mean a loss of jobs, income
and wealth. Economic contraction will ultimately translate to challenges with
deposits and with accessing mortgage financing. With owner occupier tenure less
affordable, innovative solutions such as rent-to-own or shared-ownership structures
could provide a partial equity solution,
particularly to younger generations and
first-time buyers. For investors, such
Owner occupier
structures could provide an annuity
demand could shrink
coupled with a fixed investment exit.

“

“

while the total number
of households across
Europe expands.

In general, the need for appropriate rental
accommodation is clear. In the wake
of COVID-19, owner occupier demand
could shrink while the total number of
households across Europe expands. It may fuel a material increase in a singlefamily rental market, which has hitherto largely been a U.S. phenomenon. On
the other extreme, there could be a spurt in demand for “micro” units catering to
individuals and short stay long-distance commuters. Continued migration to vibrant
geographies has placed pressure on affordability but may provide new opportunities
for investment. Each generation will likely require a different or flexible solution.
For Gen Z, newly entering the workforce, the repercussions of the virus will morph
their perceptions, behaviours and, importantly for real estate: where, when and how
they live. Gen Z is more accustomed to co-habitation in a collegiate setting and may
opt for micro-living and co-living solutions due to affordability challenges.
Exhibit 3: Residential opportunities by generation
Multifamily Single-family
rental
rental

Alternative
ownership

Co-living

Assisted Nursing
living
care

Silent Generation
Baby Boomers
Generation X
Millennials
Generation Z
Source: Principal Real Estate, May 2020
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For older generations, the demand is clear for assisted living and nursing care
facilities with an increasing focus on urban-proximate locations. There is expected
to be an increase in governmental medical spending as a result of COVID-19 to
strengthen countries’ medical care. Investors in countries such as France, Germany,
and the Netherlands should be able to benefit from this increased activity.
Additionally, these markets possess more affluent populations and host a wider
range of more regionalised operators. However, competition for healthcare staff,
concerns about the spread of disease in nursing homes, and reputational risk,
highlight the need for specialist knowledge. Diagnosing cultural fit, regulatory
alignment and business model resilience are critical in selecting target markets.

Leisure
COVID-19 has delivered a new set of consumers to the online frontier. Restrictions
imposed by national governments have resulted in reduced accessibility to shops
and provided momentum for e-commerce. But this has come with operational
challenges for logistics companies and tighter margins for omnichannel retailers and
the entire motor industry supply chain.
In Italy alone the value of e-commerce sales has increased 162 percent compared
to the value of online retail sales from a year ago (see exhibit 4). Similar trends are
captured in Spain and France where the increase amounts to 55 percent. Prior to the
novel coronavirus, Italy, Spain, and France were among the lowest ranking European
countries for e-commerce, with sales representing only 6, 6, and 11 percent of the
total share respectively. This contrasts sharply with other countries such as the UK
and the Netherlands where the pre-virus rates were 19 and 15 percent, respectively.2
Exhibit 4: Growth in e-commerce sales in Italy
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Green Street, Pan-European Commercial Property Outlook, April 2020
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“

“

COVID-19 is not necessarily the nail in the coffin for retail.

Although greater penetration into new online markets suggests a shift in norms,
COVID-19 is not necessarily the nail in the coffin for retail. Certainly, shopping
habits have altered even in southern European countries in response to the
pandemic, with a larger proportion of the population reporting a decline in
supermarket shopping. We are more optimistic, however, that cities with vibrant
centres that have historically occupied key roles in trade and commerce are likely
to bounce back once the pandemic is brought under control.
However, the relationship between physical and internet commerce has probably
altered and we expect that the rapid expansion of e-commerce amongst older
users is likely structural. Direct consumption from click and collect and home
delivery will continue to flourish the longer these practices are the norm.
Logistics along transport corridors, strategic warehousing and last-mile, urban
periphery locations will be most resilient. The industrial sector, which has
benefited from the tailwinds of e-commerce, may find itself in the enviable
position of an even greater structural shift in its favour in the coming months
and years.
Lastly, in terms of leisure, the hotel sector has been most negatively impacted
by the collapse in business and leisure travel. It is unlikely to find much relief
anytime soon and a sharp decline in average daily rate (ADR) and revenue per
average room (RevPAR) is likely over the next 6-12 months given a slow recovery
in travel and the enforcement of containment restrictions. As an operational
asset, often with rents linked to turnover
or profitability, this sector could be
one of the first to show value for the
... over the next three
knowledgeable investor.

“

“

to five years, growth in
business and holiday
travel should return ...

At the same time long-term trends driven
by technology (e.g. video conferences)
may accelerate certain structural shifts
in demand, albeit the long-term metrics
driving trade and demand for leisure
remain. As such, over the next three to five years, growth in business and holiday
travel should return to long-term growth trends. In terms of recovery, national
and regional travel will probably bounce back first, along with mid- market hotels,
whilst the luxury segment takes longer to recover.
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Data centres are the glue that enables a digital
existence, facilitating online work, e-commerce,
virtual learning, communication and in-home
entertainment. COVID-19 has underscored the
virtual nature of the future, as businesses of
all sizes race to expand their virtual capacities.
The massive spike in data related computing
is likely structural and will probably accelerate
the secular tailwinds for data centres. People
are going to be creating and consuming more
data rather than less and the internet of things
(IoT) will transcend all generations and touch
all aspects of work and life. The expansion and
creation of 5G networks will only bolster this
case for the deployment of even greater data
requirements. In the wake of COVID-19 and the
adjustments required to adapt to online life, we
anticipate sustained demand in this space.
However, caution needs to be exercised,
as operators race for market share and
technologies evolve rapidly, causing winners
and losers. As always, experience and
knowledge are key to successful investment.
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“

People are going
to be creating
and consuming
more data rather
than less and the
internet of things
will transcend all
generations and
touch all aspects
of work and life.

“

Data Centres

Conclusion

“

“

Whilst it is challenging to predict exactly what will happen as
demographics change ... flexibility will be critical in identifying,
building and investing.

A retrospective lens shows the significance of major events on each generation
and this moment is no different. Whilst it is challenging to predict exactly what
will happen as demographics change, perceptions evolve and technology alters
the possibilities for how and where we live, flexibility will be critical in identifying,
building and investing. Spaces and products that are well-poised for conversion
and adaptation will maintain value in the long run.
Across generations, tastes and needs vary. Major events such as the current
COVID-19 pandemic tend to shift these notions, creating new pockets of
demand. Resources are most easily distributed in urban locations and as an
ageing population moves towards retirement, having older population living in
cities is becoming more common.
As the boomers pass through the population pyramid, their sheer numbers
will alter the demand for certain space types. Gen X, typified as the transition
generation, straddles the status quo, and Millennials and Gen Z are poised to
delve further into a digital lifestyle that transforms space preferences. Assets
that are equipped for more fluid reuse, in prime locations will outperform.
The world is changing now as COVID-19 invariably alters the way we live. When
assessing the long-term viability of an asset, demographics stands out as one of
the most important considerations. The pandemic will introduce changes – short
and long term – to human behaviour but will not detract from the fundamental
thesis that an analysis of demographically driven shifts in demand can offer a
sustainable strategy for building long-term real estate portfolios.

Sign up here to automatically receive future issues of The Decisive Eye
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About Principal Real Estate
Principal Real Estate is the dedicated real estate
investment group within Principal Global Investors.
Our real estate capabilities span the spectrum of
public and private equity and debt investments.
Our specialized market knowledge, dedicated and
experienced teams around the globe, and extensive
connections across all four real estate quadrants
support our efforts to maximize opportunities and
find the best relative value on behalf of our clients.

Top 10
global real estate manager3

$78.6 billion
in real estate assets under management4

More than

60 years

of real estate experience5
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3

Managers ranked by total worldwide assets (net of
leverage), as of 30 June 2019. “Largest Real Estate
Managers”, Pensions & Investments, 30 September 2019.

4

As of 31 March 2020.

5

Experience includes investment activities beginning in
the real estate investment area of Principal Life Insurance
Company and continuing through the firm to present.
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