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The best of both worlds

Working from home has become commonplace,

but debate continues

Working partly from home and partly from the office has not made
the Netherlands poorer, but the workers involved are happier.
Working partly from home does not lead to reduced production and
it has a positive impact on employees’ mental and physical well-
being. So-called hybrid working however can have a negative impact
on innovation.

These are some of the main conclusions of this research on hybrid
working. Back in 2020, PwC also conducted research on the costs
and benefits of working from home when workers were forced to do
so by Covid-19. After the pandemic, many people continued to work
from home for a number of days. The Netherlands leads the way in
this with more than half of the workforce working partly from home.
Hybrid working has become acceptable to both employers and
employees and even institutionalised in legislation.

However, we still regularly see and hear reports in the media and

in our own practice about organisations struggling with it, mostly
around employers who would like to see their people in the office a
bit more. The debate about the potential impact of remote working is
expected to continue. With this research, we look at all the new data
and studies that have become available in recent years and try to
separate facts from opinions and anecdotal evidence.

Most employees are happy working from home,

but what is the impact on innovation?

A review of the latest data and several new studies indicates

that working from home two to three days a week has significant
benefits, especially in the form of improved employee well-being and
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lower emissions. Yet the research also outlines potential negative
consequences: most prominently, lower employee collaboration, leading
to less innovation. The fact that the impact on innovation cannot (yet)

be fully quantified raises several red flags. Will the long-term benefits

of working from home outweigh the costs of lower innovation? More
importantly, is a euro benefit from improved well-being comparable to a
euro lost as a result of less innovation?

Optimise balance between home and office

Forcing people to return to the office five days per week is throwing
the baby out with the bathwater. In times of labour market tightness,
offering flexible working arrangements make employers more
attractive which can be a competitive advantage.

Nonetheless, note that the results of this study are high-over and
about averages. Ultimately, employers need to work with employees
to see how they optimise the balance between working from
home and office. In the sense of: what is good for the employees
and what is good for the employer. For example, organisations
can develop ways to measure internal collaboration and
innovation. That gives them actionable insights to develop
strategies to minimise any negative impact of remote

working while the benefits are being captured for

both parties and ultimately, therefore, for society as

a whole.

Bas van de Pas, partner People & Organisation,
PwC Netherlands
Jan Willem Velthuijsen, Chief Economist, PwC Netherlands




1 All footnotes are found at
page 13.

Introduction: what are the costs and benefits from hybrid working?

During the first year of the pandemic most
companies faced the unprecedented
challenge of facilitating working from home
for most (if not all) of their employees.

To help clients navigate through these
extraordinary circumstances, we published
two studies that looked into the effects of
the rise of working from home™2. Although
most things have returned slowly to pre-
pandemic normality, working from home
has stuck, particularly in the Netherlands.
As seen in Figure 1, the Netherlands has
the highest percentage of hybrid and fully
remote workers in the European Union (EU)
— 53 percent of all workers reported working
from home usually or sometimes in 2022,
only marginally lower than in 2021. Therefore,
in this follow up piece, we set out to observe
the actual costs and benefits of hybrid work
by looking at the latest data and research.
For the sake of clarity, we use the phrase
‘hybrid’ to refer exclusively to work policies
that allow for a mix of onsite and home
office days.

At the start of the Covid-19 lockdowns, we
estimated that when people work one day
more from home relative to the pre-covid
situation, the Netherlands could see benefits
amounting to €3.9 billion annually.

These were primarily driven by less travelling
for employees (accounting for over 30%

of total benefits), smaller office costs for
employers (over 25% of the total benefits),
and lower CO, emissions. However, our
estimation model also indicated that hybrid
setups could cost the Netherlands up to
€1.5 billion annually due to lower innovation
and less people engagement. It is important
to note that since these costs and benefits

impact different groups of people differently,
the benefits do not compensate for the costs
directly. We noted that it was difficult to
quantify up-front the effects of hybrid work
on productivity, employee turnover, and
absenteeism, because of limited research
and data.

With this piece, we look at the latest figures

from CBS, ILO, Eurostat, OECD and the

Figure 1 EU countries with the highest proportion of hybrid workers (respondents who answered
‘usually’ or ‘sometimes’)
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Dutch Brokers Association. Based on the
latest data, we evaluated how hybrid work
is being adopted and continued. In the data
we observed changes between 2020 and
2022 - on yearly travelled distance and

CO, emissions. We also found insights on
output, productivity, employee well-being,
innovation, as well as office rents and value,
based on the latest research in Europe and
the United States (US).

This body of empirical evidence indicates
that our 2020 estimates were largely correct.
Indeed, there are large benefits to hybrid
policies in the short and medium term. There
are costs associated with it as well, and as in
our previous research, we stress that these
benefits cannot directly offset the costs,
such as from lower employee collaboration
and innovation. There is also a difference
between the realisation of these costs and
benefits — innovation and coordination
‘costs’ arise only in the longer term, while
benefits such as lower office expenses

are a direct and immediate consequence.
Moreover, while this research addresses the
general, overall impact of hybrid working, the
individual impact for a company is heavily
dependent on its industry, its business
model and value propositions, and culture.
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The main conclusions: happier, greener and not poorer

¢ The effect of hybrid work on
productivity remains unclear but
output has not gone down. One group
of studies concluded that hybrid work
does not hinder output and in fact could
increase it slightly. However, it seems that
these output increases are due to more
working hours under hybrid work policies.
Since time inputs have grown while output
has stayed roughly the same, it could be
argued that hybrid work has decreased
productivity (if defined as output per hour
worked). This is more akin with a separate
line of research, which related fully remote
work with productivity decreases that
range between -4 and -19 percent.

e Hybrid work could be linked to less
collaboration, employee engagement
and innovation, which could hinder
productivity in the long-term. As
expected in our previous study, as
working from home frequency increases,
innovation seems to decrease because
online collaboration seems less effective
than face to face interactions. Similarly,
employees (and especially new hires) find
it harder to connect and provide feedback
to their colleagues through online means.

¢ The effect of hybrid work on employee
turnover rates, absenteeism,
recruitment costs and wages remains
unclear. Although US and European
researchers argue that hybrid schemes
could reduce all four variables, difficulties
attracting and retaining talent as well as
the general rise in wages and absenteeism
rates could suggest a different effect in
the Netherlands. However, it might be
the case that these developments are the
result of a tight labour market and would
have been more pronounced without
widespread hybrid working conditions.

e Hybrid work policies significantly
boosts employee mental and physical
well-being for most people in the short
and medium term. Nonetheless, working
from home more than three days a week
is associated with lower mental health
outcomes. Moreover, extroverts, new
hires, and managers could experience
mental well-being decreases because they
feel a need for more in person interaction
during their work day.

e Hybrid setups helped to reduce
CO, emissions from mobility by five
megatons relative to the pre-Covid
average (2013-2019)3. We also observed
a 12,807 million km reduction in total
distance travelled in the Netherlands
between 2019 and 2021.
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e Hybrid work has reduced demand for
office space, which could result in
lower rents but also lower valuations.
By extrapolating US estimates, we expect
a decrease in office space value of up to 39
percent over the next decade. Locally, the
value of Dutch offices has already declined
by 30 percent as of 2023%. However, there
are other factors at play, such as uncertain
macroeconomic conditions, inflation, and
higher interest rates.

It is worth highlighting three limitations of
this paper. First, in our previous research we
took into account more granular variables
such as catering, gas, electricity, internet,
and childcare costs. These variables

could not be evaluated for the post-Covid
period due to insufficient data. Secondly,
some longer term effects of hybrid work
such as (potentially lower) investments

in infrastructure, public transportation
operational expenses, and firms’ profitability
will only be seen in the data over the coming
years. Hence, even when the data was
available for these metrics, we excluded
them from this analysis. Lastly, it is worth
mentioning that highly educated office
workers are overrepresented in some of the
studies we cited. These factors, together
with some inconclusive results, open the
door to further research in the future.




Benetfits to employers

In 2020 we estimated that hybrid work could
help employers to reduce office costs,
most notably rent expenses. In addition,

our studies suggested that it could also be
associated with lower employee turnover
but higher absenteeism. Lastly, we also
reported uncertain effects on productivity;
some workers could be more productive

by working hybridly while different people
engaged in other tasks could experience the
opposite.

Our current findings are in agreement

with our previous estimates about

office expenses. However, there are still
uncertainties regarding the impact of
hybrid work on employee turnover rates,
absenteeism, productivity, recruitment
and wage costs in the case of the
Netherlands. This is because of limited data
and the impact of external factors such as
inflation and labour demand.

Companies are reducing office
space resulting in lower costs

When it comes to office expenses, the
average Dutch firm could expect to save
€119 per square metre in yearly rental
costs® by alternating the days each team
works from home. The effect is particularly
pronounced in high-end business districts
like Amsterdam’s ZuidAs, where yearly rent

expenses go up to €500 per square metreb.
Consequently, several major companies

in the Netherlands are wondering whether
to reduce office space at the moment?”
which is already impacting occupancy. For
example, ZuidAs’ occupancy rate remains
29 percentage points lower than the pre-
Covid average, even after rebounding during
20228, A similar dynamic is playing out in
other business centres such as London and
New York, where occupancy rates are 50
percentage points lower than pre-Covid®?10,

Research concludes employee
turnover and absenteeism rates
decrease, but in practice it is not

so clear

Experimental research concluded that
allowing staff to work hybridly lowers
turnover rates by 33 percent among most
employees''. However, it is not clear
whether the same dynamic is playing out in
the Netherlands due to the current labour
shortage. Although Dutch companies have
been offering generous hybrid schemes,
recent data shows that a record number

of people are switching jobs'? and that
almost half of Dutch employers have trouble
retaining talent'3. Yet, it could also be that
the situation would have been worse in

the absence of hybrid working schemes,
as a quarter of workers declared that they
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would quit were work from home policies

be removed from their firms'4. Therefore,
although research conducted in the US and
China suggests that hybrid work lowers
turnover rates, its exact effect among

Dutch workers remains inconclusive. We
observed a similar dynamic when it comes to
absenteeism rates, which increased from a
pre-Covid average of 4 percent to a historic

record of 5.6 percent’. Nevertheless, the
exact role of hybrid setups in this situation
is not clear either. Research suggests that
the spike in absenteeism rates is due to
the current labour shortage’®, which, as
mentioned earlier, could have been more
dramatic in the absence of hybrid work
options.
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The impact of hybrid work on wages
and recruitment costs is unclear too
In a similar way, the effects of hybrid work
on Dutch wages and recruitment costs are
in a grey area. On one hand, US research
indicates that hybrid setups can be used to
curb wage growth pressures, as employees
are willing to trade off a portion of their
salary for flexibility'”. For example, the
average willingness to pay for hybrid work
policies in the Netherlands equals 4.2
percent of an employee’s earnings'é, roughly
equivalent to €1,400 per year'. In addition,
these schemes are associated with higher
company recommendations in the labour
market20. In principle, these factors would
imply that hybrid work could reduce the
wage bill and lower recruitment costs.

Yet, talent retention remains hard and wages
high, even though the Netherlands is the
one of the European countries with the

most generous hybrid work opportunities?’.
For example, in 2022, the average net

yearly wage for a single Dutch worker was
€34,79022, In contrast, the EU average figure
stood at €24,373, almost a third less?3.
Therefore, it could be that hybrid work in the
Netherlands plays out rather differently than
what American researchers suggest. Or it
might also be possible that these dynamics
would have been stronger without it.

Impact on productivity and output
also remains vague

On one hand, a group of three major
studies?425.26 concluded that hybrid work
policies do not reduce productivity nor
output and could even improve both of them
slightly (at least in the medium term). This
was the case for workers with all kinds of
education levels and regardless of whether
productivity was measured by management
reports, self-assessments, or ‘objective’
metrics like lines of code written or customer
calls per hour. The researchers suggested
that this could be due to a more comfortable
and quieter work environment in conjunction
with tasks that did not need plenty of
collaboration. More aggregate data seems
to support this conclusion, as we observed
that the Netherlands’ output per worker
rose by 3.4 percent relative to the pre-Covid
average?’ despite widely extended hybrid
work policies.

Yet, as The Economist2® points out, the
improvements found in one of those
landmark papers were due to employees
putting in longer working hours. Another
study found a statistically insignificant
increase in lines of code written, an
‘objective’ productivity metric, but a
significant three day increase in the number
of working days per year. Hence, while
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hybrid work might not lower output, it could
increase the need for time inputs, meaning
that productivity and efficiency might be
hindered.

This is more akin to the conclusions

of another set of papers that found
productivity declines ranging from -4 to
-19 percent?29:30.31 | jke in the first line of
research, these authors also looked at
workers with a wide range of education
levels and measured productivity using
‘objective’ metrics like calls per hour or
typing speed. Nevertheless, unlike the first
group of studies which followed workers
under hybrid schemes, this second set
of papers looked at employees working
exclusively online or with 4 days of
home office per week. Therefore,

it could still be that the impact on
productivity differs between hybrid

and fully remote setups.




Benefits to employees

In our previous studies, we concluded that
employees would benefit from working
hybridly due to lower time commuting
and less travel costs, which would boost
(mental) health. We also asserted that in the
case of employees with families, well-being
improvements would arise by being closer to
their children. However, as it will be discussed
later in the costs section, we warned that
working from home more than three days
per week could actually be detrimental to
employee well-being.

Recent data on the topic suggests these
2020 estimates were mostly correct in

the case of non-managerial office workers.
Not commuting provides the average Dutch
employee with more than one hour extra of
free time per day?2. A study conducted in 27
different countries (including the Netherlands)
indicates that hybrid work leads to increased
feelings of personal autonomy and

lower traffic-related stress, particularly
among employees with long commutes?3.
Accordingly, researchers concluded that most
people who work hybridly reported higher
levels of job satisfaction, life satisfaction,
and work-life balance in the short and
medium term.

Hybrid work boosts welfare because
it increases time for personal affairs
When looking at how employees use these
newly available minutes, we observed that

on average, 35 percent of the time saved

is dedicated to additional work, while the
remaining 65 percent is spent on personal
affairs34. Within this latter category, the

bulk of time is dedicated to indoor leisure
(such as watching TV), house chores, and
exercising, which boosts physical health and
lowers stress. As expected in our previous
studies, hybrid policies are heavily valued by
employees with children due to more family
time3%. For instance, parents with otherwise
large commutes could pick up their kids from
school or have a family dinner, and then make
up for this time working more during office
days.

Hybrid policies could have helped

to curb the negative impact of the
labour shortage

However, Dutch workers have been
experiencing record levels of stress and
burnout®®. How can the Netherlands, with

its high rates of hybrid work, experience
such a degree of mental distress? According
to experts in sickness absence and work
functioning this is caused by the current
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labour shortage, as people must handle a
growing number of tasks while the size of
their teams remains the same?’. If researchers
are correct, and hybrid work actually
decreases turnover rates while boosting
employee well-being, these policies are
actually helping to improve a situation that
could have been worse.

However, not everyone benefits

from hybrid work schemes

As we will discuss in the costs section

in greater detail, we have identified three
groups of people that are more prone to feel
stressed, isolated, and even burnt out under
hybrid setups: extroverts, recent hires and
managers. Therefore, it is also important to
consider that these benefits are not present
across the whole Dutch worker population
and might require some active management
on the side of employers.




Benetfits to society at large

In our previous research we estimated Hybrid work reduces the need Figure 2 CO, emissions from mobility and total km trevelled (2018-2022)
that hybrid work would decrease CO, for commutes, thereby lowering
emissions by 0.6 megatons due to less emissions 36 140,000
travelling. We calculated that the decline in While the effects on government investment e Note: data is unavailable
emissions would be linked to a 3,648 million can only be seen in the long-term, we did § 34 “\ for the total distansce
. . . . I = travelled in 2022. Source:
km decrease in the total distance travelled observe a reduction in CO, emissions from :I!.;, \ CBS (20222) CBS (2022b) 130,000
by car in the Netherlands. We estimated mobility and total kilometres travelled, both E 32 @
that this would have a positive impact on of which could be linked to the rise of hybrid g \ 2
health and would require less infrastructure work. Drops were larger than we initially § 30 \,/ 120000 ;
investment. expected. As seen in Figure 2, there is a 1S 2
5 megaton decrease in CO, emissions E o8 ‘GE”J
i ; o
relative jco the pre-C.OVId a\_/erage. Eor g 110,000 ©
comparison, the entire agricultural industry 2 26
in the Netherlands emits around 8 megatons g
of CO, per year38. At current carbon prices, 8“ 24 100.000
this reduction is worth around €460 million3°. 2018 2019 2020 2021 2022

While this could be due to increasing

issi Ihs) M Total kmt lled (rh
deployment of green means of transport, CO, emissions (Ihs) otal km travelled (rhs)

we also observed a 12,807 million km
reduction in the total distance travelled in

the Netherlands between 2018 and 202140,
Hence, empirical evidence suggests that we
could have underestimated the magnitude of
the benefits for society at large.
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https://www.cbs.nl/en-gb/news/2023/11/greenhouse-gas-emissions-9-percent-lower-in-2022
https://opendata.cbs.nl/statline/#/CBS/en/dataset/85395ENG/table?ts=1688988785751

Costs for employers

While hybrid work does have potentially

large upsides, our previous studies also
acknowledged that it comes with plausible
costs that cannot be ignored. We argued

that the main cost for employers would be a
decrease in innovation due to lower face

to face interactions and thus less (effective)
collaboration and engagement between
employees. In particular, we assumed a
negative linear relationship between working
from home and effective collaboration,
meaning that a 10 percent increase in working
from home would be matched by a 10 percent
reduction in collaboration.

Hybrid work could decrease
innovation and collaboration

While the latest research does not show

a negative linear relationship between
these two variables, it does suggest that
fully remote work decreases engagement,
collaboration and innovation*'4243_ |f half
of the employees at a given firm worked
remotely all week, then the subsequent
decrease in collaboration would reduce
patent citations, an innovation metric, by 11
percent*4. The competitive context of cutting-
edge industries, where innovation is central,
makes this figure important. For example,
consider the tech industry and start-ups
ecosystems, both of which house the
biggest advocates of working from home.

If collaboration and innovation are
permanently reduced within a firm, then
productivity and profits might decrease
because the company could be outpaced
by stronger competitors. While these
studies only looked at the effects of entirely
remote work, they also open the possibility
that hybrid setups could come with
increased innovation costs too which need
to be managed to secure effective team
collaboration and engagement.

In addition, even if all firms would follow the
same steps, thereby eliminating the risks of

competition, then hybrid work could still have

important macroeconomic consequences.
As we move towards a more knowledge-
based economy, innovation becomes
increasingly relevant for countries. If it is
permanently damaged due to the structure
of organisations, then we could face lower

growth rates and stagnant productivity in the

long-run.

Hybrid work is reducing the value
and demand of office space

Hybrid work is profoundly changing the office

real estate market around the world. For
example, it is estimated that working from
home will cause a 39 percent reduction in
the value of New York City’s office space by
202945, The effect is already taking place as
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US banks are rushing to exit the office real
estate market due to the rise of working from
home?®. A similar dynamic is expected to
play out in Dutch office space*’, whose value
has already declined by 30 percent since

its peak*8. Consequently, while hybrid work
policies could save costs for firms that rent, it
could also negatively affect the balance sheet
of firms that own office real estate.




Cost for employees

Our previous research suggested that
material costs for employees would rise
because of increased gas and electricity
consumption due to more time spent

at home. However, the main potential
downside of hybrid working was related to
mental health. We expected that working
from home more than three days per

burnout which could amount to annual
costs worth €2.8 billion*°. We deemed this
to be particularly important in a country like
the Netherlands, where, even pre-Covid, a
quarter of the population reported sporadic

feelings of loneliness®°,

The literature suggests that our previous

Extroverts, new hires and managers
are likelier to experience well-being
decreases

As mentioned earlier, not everyone benefits
from hybrid work and we identified three
groups who are more vulnerable. First,
people who are particularly social could
actually be harmed by hybrid work54.

hybrid policies could also cause equal
opportunity concerns for these two groups,
as they could face a structural disadvantage
relative to more experienced or introverted
colleagues. Lastly, US research concluded
that employees in managerial positions are
also prone to experience a decrease in well-
being®8. According to experts in work and

private life interdependency, a similar situation
could be occurring in the Netherlands, as
Dutch managers are critical of working from
home policies even when employers actively
encourage them?®9. Therefore, while there are
large well-being increases due to hybrid work,

Extroverted employees might experience
more stress, isolation and burnout due to
being®'":52. By contrast, Figure 3 shows that less social engagement, which they deem
fully remote work schemes (and entirely crucial for their day to day. Second, recent
physical setups) are linked to significantly lower  hires, be it trainees, interns, or new full time
self-reported mental health outcomes®3. workers, could actually have difficulties

analysis was generally correct. Hybrid work
is associated with higher employee well-

week could lead to lower employee
engagement. This is because people might
find it harder to maintain a strong bond with
their teams through mostly online means.
Accordingly, some workers might experience
higher levels of stress, isolation and

Figure 3 Self-rated mental health by type of work setup

learning on the job and feel disconnected
from their new teams®°. In a recent report,
the Financial Times gathered testimonies
from new employees in the City of London

these are not evenly distributed across the
worker population.

There are material costs associated

0,
ﬁ 100% who reported feelings of frustration and with working from home
g 75% loneliness, as most of their teammates were Lastly, our previous estimates regarding
G not present during a large part of the work higher electricity and energy consumption
§ 50% week58. This seems to be confirmed by were correct. The cost of working from
@ new research that points out that remote home for Dutch employees amounts to €2
25% work could decrease collaboration and per day or €440 per year when accounting
0 feedback flows between colleagues, which for increased electricity, gas, and water

Hybrid

Fully physical

M Positive [ Negative

Fully remote

Note: estimates based on 1,576 Canadian workers. The sample over represents hybrid workers

Source: Botner et al. (2022)
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raises concerns about its long-term effect
on employee well-being, professional
development and engagement®’. In addition,
given that extrovertness or being a new

hire is not something under one’s control,

expenses®o,


https://www.ncbi.nlm.nih.gov/pmc/articles/PMC9517068/

Costs for society

There are distributional concerns
associated with working from home
policies

In our 2020 study we pointed out that there
are also distributional concerns for society
as a whole. In particular, we pointed out

that hybrid work could lead to a widening
welfare gap between people who can work
from home and people who cannot. Data

by CBS8' confirms these concerns. In some
industries such as agriculture, technical
work and logistics, more than 80 percent

of employees never work from home. This
prompts questions about the distribution of
the benefits of working from home, as the gap
between office and non-office workers could
continue to widen.
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