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Sector Spotlight

Imagine heading into the office for the day — but it’s not 
your office, and the other people working there aren’t your 
co-workers. You might not know them or have seen them 
before, and you may never see them again. 

 Welcome to co-working. These shared offices — typically 
stylish spaces in urban settings — offer both common and 
private work areas and conference rooms, and are equipped 
with Wi-Fi, printers/copiers, shredders, A/V gear and, of 
course, gourmet coffee. 
 Co-working office spaces started holding their own after 
the Great Recession and the explosive growth of the “gig 
economy.” Now, after a decade of economic recovery, shared 
workspaces continue to be dominated by the self-employed, 
entrepreneurs and startups. They attract independent profes-
sionals who can work from anywhere but want or need an 
environment that’s more professional than their home office 
or the local Starbucks. Technology also has increased the 
number of remote employees or those working from home 

Market disruptor or passing trend? 

Co-working spaces are taking  

the office market by storm

by Deborah R. Huso
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WeWork dominates the co-working  
environment in New York City, often leas-

ing space in neighborhoods with many 
tech and media firms. Right: The com mu-
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(or coffee shops). And corporations have real-
ized the financial benefits of decreasing office 
space and letting their employees work from 
virtually anywhere.
 Manhattan already has 7.7 million square 
feet of co-working space, Los Angeles has  
3.7 million square feet, and Atlanta and the 
Dallas/Fort Worth area are tied at 1.5 million 
square feet each, according to the report 
Shared Space: Coworking’s Rising Star, issued 
in February by Yardi Matrix, a commercial  
real estate analytics firm.
 Many industry experts think co-working 
spaces are here to stay, particularly in the 
knowledge economy, which tends to foster 
lower- budget, entrepreneurial operations. So 
how might this growing trend influence the 
commercial real estate sector? 

Co-working’s market impacts
The office market overall is healthy, with an 
average nationwide vacancy rate of 13 percent 
at the beginning of the year, according to real 
estate services firm CBRE. The average lease 
rate during fourth quarter 2017 was $32 per 
square foot, with net absorption of 6.9 million 
square feet. Developers added just over 11 mil-
lion square feet of new office space during the 
last three months of 2017.
 And co-working spaces? “They make for pos-
itive absorption in the office market,” says 
Thomas McDonnell, MAI, president of U.S. 
valuation services for CBRE. He noted that the 
larger firms, such as Regus and WeWork — 
which together account for nearly 60 percent of 
all co-working space — are leasing larger and 
larger spaces, although it may be a stretch to say 
they’re having a significant impact on overall 
office absorption rates. 
 Julie Whelan, head of occupier research for 
the Americas with CBRE, questions, from a 
tenant perspective, whether co-working adds 
tenants to or takes them from the market, not-
ing that co-working spaces could soften the 
sector involving office space of 5,000 square 
feet or less. She notes that typical office lease 
terms can’t compete with the short-lease terms, 
flexibility and immediate workspace solutions 
that co-working spaces provide to entrepre-
neurs who might otherwise have leased their 
own small offices. 

 However, with more companies, especially in 
tech and finance, looking at “space utilization” 
in order to trim costs, “co-working spaces allow 
companies to plan for average occupancy,” 
Whelan says, adding that with so many people 
working remotely, companies no longer need 
space for every employee and are making leasing 
decisions accordingly. 
 In Chicago, the office vacancy rate is 13 per-
cent and rental rates hover around $30 per 
square foot, according to Ken Konrath, MAI, 
senior managing director at valuation and advi-
sory firm BBG. He says concessions have 
reached an all-time high, with building owners 
working to lure tenants with everything from 
months of free rent to free office furniture. 
Some of the biggest tenants, he notes, are 
co-working companies including WeWork, 
1871 and MakeOffices.
 Christophe Porsella, MAI, partner and head 
of the New York office of valuation firm Joseph 
Blake & Associates, says that firms operating 
co-working spaces tend to seek leases in neigh-
borhoods with many media and tech compa-
nies. “In New York, they’ve come in and taken 
very large blocks of space in a number of differ-
ent submarkets, not just in Manhattan, but also 
in Brooklyn and Queens,” he says. 
 Firms like WeWork (which dominates the 
co-working environment in New York City) 
typically lease Class B office buildings and com-
plete substantial renovations. “They pay a high 
rent level, above what a typical user would pay,” 
Porsella says, “but they’re getting above-market 
tenant improvement allowances. 
 “I think in the future you will see larger, tra-
ditional landlords offer a competing shared 
workspace product rather than leasing to a 
WeWork or something similar,” Porsella adds.
 In the Chicago market, Konrath doesn’t see 
traditional landlords wading into co-working 
spaces. “I’ve had clients configure buildings for 
both general office and co-working space,” he 
says, “but overall, I don’t think building owners 
want to get in the business of that. They’d rather 
bring in an operator like a WeWork, with a 
proven business model.” 
 Other markets, however, see the co-working 
space as a more substantial threat to the tradi-
tional office sector. “WeWork has become a 
competitive landlord in Boston,” says Robert 

“In New York,  

they’ve come in  

and taken very large 

blocks of space in a 

number of different 

submarkets, not just 

in Manhattan, but 

also in Brooklyn  

and Queens.” 

—  Christophe Porsella, MAI
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“Tenants view  

these availabilities  

as legitimate,  

competitive options.”

—  Robert Maloney, MAI

Maloney, MAI, senior director of valuation and 
advisory at Cushman & Wakefield in Boston. 
“The co-working firm has started marketing 
large blocks of space on the sublease market, 
and tenants view these availabilities as legiti-
mate, competitive options.”
 For example, in just over four years, WeWork 
has leased more than 500,000 square feet in 
Boston and Cambridge alone, according to 
Maloney, who expects the company’s reach to 
grow even more this year.
 This is not to say the co-working segment 
represents a negative in the market. Maloney 
notes that many Central Business District land-
lords in Boston have benefited from the shared 
workspace concept because it’s created new 
demand for office space among businesses with 
remote employees. 
 “They want to attract a millennial workforce 
that is less concerned with having a private 
office than with having a high quality of life and 
a work experience that is enjoyable and tolera-
ble,” Porsella says. 

 With technology breaking down barriers 
between life and work, millennials are working 
longer hours — a 12- or 14-hour workday isn’t 
unusual — and they want their environments 
to be motivating. However, it would be unwise 
to see millennials as the only, or even primary, 
market for co-working spaces. Whelan notes 
that the average age of an employee in a 
co-working environment is 36. 
 “Any sort of startup business in any field is 
going to be attracted to a co-working environ-
ment,” Porsella says, “because it gives them flex-
ibility to expand or decrease the number of 
employees very quickly.” While tech and media 
companies tend to use shared workspaces more 
than other sectors, he doesn’t think the appeal is 
exclusive to those industries. He notes that even 
Fortune 500 companies use them.

Leveling demand  
and the impact of a downturn
While most industry experts agree the demand 
for co-working spaces will continue, they also 

Total office space vs. percent co-working
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According to a Yardi Matrix report, areas with many self-employed individuals and startups have above-average shares of co-working 
space compared with total office space.  E Download the report, Shared Space: Coworking’s Rising Star, at http://bit.ly/co-working-report.
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“Building owners  

are bringing in  

tenants that would 

never have signed a 

lease five to 10 years 

ago because they 

were too small for it 

to make sense.”

—  Ken Konrath, MAI

Regus holds 9.4 million square feet of shared 
workspace throughout the country, while 
WeWork — perhaps the most recognizable 
name in the co-working space — has 6.5 mil-
lion square feet, according to Yardi Matrix. The 
commercial real estate analytics firm in Febru-
ary released its report on shared office space 
to quantify how much commercial real estate 
these environments occupy.
 Other significant names in the co-working 
space include Spaces, Industrius and Knotel. 
 Green Street Advisors, a commercial real 
estate advisory firm, reports there are around 
14,000 co-working spaces worldwide, com-
pared with just 600 eight years ago. WeWork 
opened a single office in New York City in  
2010, and now has 160 global locations and  
a valuation of $20 billion.
 While there are hundreds of small co-work-

ing firms throughout the country, the biggest 
tend to dominate. In New York City, for 
example, WeWork is the 11th-largest office 
tenant, with 2.12 million square feet of leased 
space, according to analytics firm CoStar. It’s 
also one of the few firms that is aggressively 
leasing space right now. 
 “They’re so well-capitalized and therefore can 
offer concessions other operations can’t afford 
to,” says Christophe Porsella, MAI, partner and 
head of the New York office of valuation firm 
Joseph Blake & Associates. “WeWork is cutting  
off competition with its generous incentives.”
 Regus was the industry pioneer, opening its 
first co-working spaces in Europe in the 1990s.  
At the time, they were more commonly known 
as “executive suites” and designed for traveling 
personnel or those within the traditional office 
sector who were working remotely.

The biggest players in the co-working space

Regus is the industry pioneer, having opened “executive suites” in Europe in the 1990s. The 
concept has evolved to include a variety of shared and open office settings like this casual space.
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expect demand to level off and the exponential 
expansion to slow down. “I think it’s a niche 
[market],” Porsella says, “and in the not too dis-
tant future, I expect the shared workspace mar-
ket to become saturated.”
 Porsella says he hasn’t seen that co-working 
spaces have much influence on the value of 
office buildings or on lease rates.
 Konrath agrees, but says there are other mar-
ket impacts from the increasing popularity of 
co-working spaces. “Building owners are bring-
ing in tenants that would never have signed a 
lease five to 10 years ago because they were too 
small for it to make sense,” he 
explains. Now smaller com-
panies with less revenue can 
rent office space at much 
more attractive terms.
 Considering that office 
space per employee has 
dropped from 250 square 
feet to 150 square feet during 
the past 20 years, “there’s not 
much more fat to cut” when 
it comes to reducing func-
tional office space, according 
to Porsella.
 When it comes to Class B 
and C buildings in the 
 Boston area, Maloney says, 
co-working spaces seem to 
be contributing to higher vacancy rates for 
office suites under 2,000 square feet, as those 
tenants have moved their operations into 
co-working spaces. He fears that in the long 
haul, the increased density of workers that the 
trend inspires will increase vacancy rates — 
even as the co-working trend has brought 
more users to office buildings.
  “The short-term flexibility offered by 
co-working operators could force traditional 
landlords to shorten lease-term requirements 
and increase tenant improvement allowances to 
compete,” Maloney says. He recently appraised 
an office building in Cambridge in which he 
says the co-working tenant received a tenant 
improvement allowance of more than $100 per 
square foot, almost twice that granted to typical 
office users in the neighborhood. 
 Maloney cautions that, from a valuation 
standpoint, shorter-term leases and higher tenant 

improvement allowances could increase cash 
flow concerns and create greater tenant turnover.
 Then there’s the issue of what might happen 
to co-working spaces in the event of an eco-
nomic downturn. 
 “If the economy goes bad, the first thing 
companies will cut in their budgets is rental 
rates, especially if they have no long-term 
commitments,” Konrath says. And it’s the 
absence of long lease terms that make co-work-
ing spaces attractive to so many companies, 
especially small businesses and startups.
 McDonnell suggests that if there is a shift  

in the economy, the shorter 
leases associated with co- 
working spaces will prove 
risky. Thus, many landlords 
and building owners are  
not likely to devote a  
whole structure to the  
concept. He advises clients 
to “consider what sector 
your tenants are in and how 
stable that market is. A lot 
of co-working users are 
startups.”
 With that risk in mind, 
developers that incorpo-
rated their own shared 
spaces into buildings 
designed them in such a 

way that they can easily be converted back  
to conventional office space,  Konrath says.
 “This is where we go from co-working to the 
agile space strategy, which is important to ten-
ants, whether co-working or something else,” 
Whelan explains. “That means spaces that can 
easily convert to serve the needs of different 
tenants will likely become a more important 
trend than co-working spaces alone.”
 Whelan says co-working is popular right now 
for the same reasons everything in the sharing 
economy is: End users don’t want to be con-
nected to a product they’re not going to use all 
the time, and people want experiences, not just 
products. “It’s not a question of will the 
co-working space survive,” Whelan says, “but 
how will it evolve?” F

Deborah R. Huso is a freelance writer based  
in Earlysville, Virginia.

The FASB effect
A rule change from the Financial 
Accounting Standards Board  
that takes effect in January 
could help grow the co-working 
concept because it will require 
corporations to start treating 
lease obligations as debt on their 
balance sheets. Doing so might 
make them less inclined to take 
on the long-term leases associ-
ated with traditional office spaces. 
E Read more about the FASB  
rule change on page 18.

“Spaces that can 

easily convert  

to serve the  

needs of different 

tenants will likely 

become a more 

important trend 

than co-working 

spaces alone.”

—  Julie Whelan


