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Executive Summary

The COVID-19 pandemic precipitated an unprecedented shift in the U.S. office market, with remote work policies and economic disruption
driving vacancies to record highs and valuations sharply lower. As of 2024-2025, U.S. office vacancy neared 20% (the highest on record)
(Source: www.credaily.com) (Source: www.axios.com). However, rather than expecting a uniform recovery, a pronounced “flight to quality”
has emerged: tenants and investors are overwhelmingly favoring modern, amenity-rich, Class A offices, while older, less efficient buildings
suffer deep value losses. National data illustrate this divide: high-end urban projects remain in demand, even as average office prices are
down roughly 25% nationwide (Source: www.globest.com). For example, office leases are concentrated in class-A properties (newer 5-star

and trophy buildings) (Source: www.jll.com) (Source: www.globest.com), whereas older Class B/C assets see vacancy rates double and steep
rent discounts.

Key findings of this report include:

National Trends: U.S. office vacancy hit ~19.8% in Q1 2024 (Source: www.credaily.com) (20.4% across top 50 metros (Source:
www.axios.com). Absorption turned negative after 2020, with net balance ~ -21M SF in Chicago since mid-2020 (Source:

www.chicagofed.org) and similarly in other cities. Listings of office CAP rates have risen, transactions dropped, and median prices are
20-30% below 2019 values (Source: www.reuters.com) (Source: www.globest.com). Leasing regained some momentum by 2025, with
gross leasing volumes approaching 2019 levels (JLL reports ~52.4M SF in Q3 2025) (Source: www.jll.com) and office attendance
averaging ~54% of pre-pandemic norm (Source: www.axios.com). Still, overall demand lags, and construction pipelines are minimal (only
~6M SF underway nationally, vs 50M in 2019 (Source: www.jll.com).

Flight to Quality Evidence: Across markets, premium, new offices are outperforming secondary space. JLL finds Class-A buildings
(especially those built after 2000) have seen material vacancy rate declines (-104 bps in the last 12 months (Source: www.jll.com) even
as overall vacancy has barely budged (Source: www.jll.com) (Source: comptroller.nyc.gov). In New York, for instance, Class-A “5-star”
occupancy grew +11% since 2020, whereas Class B/C occupancy fell by 8% (Source: comptroller.nyc.gov). Major tenants are renewing or
expanding only in top-tier properties: national media report Amazon, Citadel, and others chasing trophy towers in NYC (Source:

www.reuters.com). Analysts note an emerging bifurcation: upscale urban offices (with amenities, transit access, sustainability) show rent

growth and renewed leasing, whereas older buildings see rising vacancy and tenant departures. The Philadelphia analysis likewise
emphasizes stagnating traditional “core” tenant growth supporting office towers (Source: www.axios.com).
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« Obsolescence of Older Stock: Simultaneously, a large share of aging offices face long-term obsolescence. Independent research
estimates ~30% of U.S. office buildings are at risk of becoming uneconomic in the new era (Source: www.verdantix.com). Industry
surveys find vacancies ballooning in buildings built before 2015, while newer assets tighten (Source: www.verdantix.com) (Source:
www.jll.com). The financial strain on legacy assets is severe: recent data indicate over 20% of office sales since 2023 occurred below the
purchase price (Source: www.globest.com), and distress is most acute in older properties. For example, Bloomberg analysis finds only
13% of Class C offices sold at a loss, versus 43% of Class A/A+ assets (Source: www.globest.com) - a stark indication that prime assets
are undergoing rapid repricing. Several marquee transactions underscore this obsolescence: Washington DC’s 1101 14th Street NW (an

aging former office tower) sold at a 70% loss on its prior basis (Source: www.globest.com), and San Francisco’s 550 California dropped
62.5% (Source: www.globest.com). In contrast, suburban and repurposed-buildings see relatively fewer losses (Source:
www.globest.com).

« Market Case Studies: We analyze five leading U.S. markets (New York, San Francisco, Los Angeles, Chicago, and Washington DC). In
all, vacancies have roughly doubled (e.g., Manhattan ~8% pre-2020 to ~16% by 2024 (Source: comptroller.nyc.gov); San Francisco
~10% to ~37% (Source: www.axios.com), confirming Moody’s national trend of ~20% (Source: www.credaily.com). Each market shows
the flight-to-quality/obsolescence dynamic but with local nuances (detailed below). Moreover, macro data suggest this is a widespread
phenomenon: a recent NYC comptroller study concludes the “trade-up” to premium space is occurring in most major U.S. cities (Source:
comptroller.nyc.gov).

« Valuation Impact: Office capitalization rates have surged and market values collapsed across the board. The Real Capital Analytics
national index fell ~12.4% in the year ending Q2 2024 (Source: www.reuters.com).Reported cap rates jumped as lenders grow wary,
especially on unsupported assets (Source: www.reuters.com) (Source: www.axios.com). The combination of higher borrowing costs and
oversupply (roughly 20% vacancy) has resulted in deeply discounted pricing: average office prices are off by at least 25% from 2019
levels (Source: www.globest.com). Investors are largely steering clear of vulnerable offices, instead targeting logistics, industrial, or new

tech campuses (Source: www.reuters.com) (Source: www.globest.com).

« Implications and Outlook: The flight-to-quality means top buildings should retain utility and value longer-term, but a segment of the
office stock is effectively stranded. Many municipalities (NYC, DC, etc.) are considering conversions to residential/alternative uses,
though this is complex and costly (Source: www.axios.com) (Source: comptroller.nyc.gov). The recovery of office utilization will be
uneven: policies (e.g. Feds back to office) and tech hiring may lift demand for birthplace-of-commerce spaces (financial districts, tech
corridors), but the pressure on older offices is unlikely to abate without dramatic repositioning. Overall, the evidence suggests we are at
an inflection: vacancy may have peaked, but a smaller office market is emerging, focused on quality over quantity. This report
documents these trends with extensive data and expert insights, offering a multi-dimensional analysis of the post-pandemic office
landscape.

Introduction and Context

Prior to 2020, U.S. office real estate enjoyed steady demand: employment growth and urban density fueled leasing and moderate vacancy
levels (~10% nationally). The pandemic abruptly reversed this trajectory. By mid-2020, occupancy plunged as non-essential workers stayed
home. Commercial real estate data reflect this shock: according to Kastle Systems (access-control swipe data), average office utilization fell
from roughly 80-90% pre-2020 to under 20% during the lockdowns (Source: www.chicagofed.org). Many tenants renegotiated, sublet, or
even vacated office space permanently.

The post-pandemic market has been grappling with these changes. As the economy reopened, firms experimented with remote and hybrid
models, reducing space needs. Leasing activity remained subdued; national vacancy steadily climbed. By early 2024, Moody's Analytics
reported U.S. office vacancies at a new high of 19.8% (Source: www.credaily.com), and by year-end 2024 Moody's data indicated 20.4% of
office stock in the largest 50 metros was vacant (Source: www.axios.com). These are record highs well above pre-pandemic norms. Indeed,
Axios notes “office vacancies hit a record high last year...with 20.4% of office space in the top 50 metro areas left unoccupied” (Source:

www.axios.com), an unprecedented level even amid a relatively strong broader economy.

Despite these broad trends, not all office space is suffering equally. Over the past few years, a distinct “flight to quality” phenomenon has
emerged, wherein tenants are migrating toward premier, amenity-rich offices. Simultaneously, many older or inferior properties are fast
approaching obsolescence - they are becoming “stranded assets” with minimal demand. This report investigates these twin dynamics in
depth, asking: How have office valuations been impacted post-COVID? How pronounced is the bifurcation between top-tier and secondary
assets? We use quantitative data and case studies across five major U.S. markets (New York City; San Francisco/Bay Area; Los Angeles;
Chicago; and Washington, D.C.) to answer these questions.

The analysis draws on a wide array of sources: commercial real estate research (JLL, CBRE, Colliers, Cushman & Wakefield, etc.), city and
federal reports, broker reports, and news media. It considers vacancy and rent data, sales and leasing transactions, investor sentiment, and
expert commentary. Throughout, we maintain an objective, multi-perspective view—presenting both the narrative of a “flight to quality” and
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the countervailing evidence of value loss in even the highest-quality office projects (Source: www.globest.com) (Source: www.reuters.com).
All data points and claims are rigorously cited.

Historical Office Market Dynamics

Before dissecting the post-pandemic era, it is crucial to establish the baseline. In 2010-2019, major U.S. office markets were generally tight:
vacancy rates trended downward in most gateway cities, new supply was moderate, and rents or sale-lease rates were rising. For example,
leading up to 2020, Manhattan’s vacancy hovered around just 6-8% (Source: comptroller.nyc.gov). Nationally, office vacancy was in the 10-
12% range, and leasing activity was fueled by technology and finance sector expansion. This era saw large capital inflows and rising prices
for trophy properties. Class A stock (especially post-2000 buildings with modern amenities) commanded a premium; Class B/C was also fully
leased at healthy rents.

Then the pandemic hit. By early 2020, occupancy collapsed: offices emptied virtually overnight. This led to the cancellation or renegotiation
of many leases. Banks and lenders began scrutinizing office portfolios. Initially, many believed the shock to be temporary and expected a
quick rebound. However, by late 2020 it was clear that remote work would endure. A bifurcated occupancy pattern emerged: new, top
facilities (with health-safety features and flexible layouts) began to regain a portion of traffic as lockdowns eased, whereas older buildings
lagged far behind.

In 2021-2022, office markets underwent a low-volume “repair” cycle: occupancy in Class A buildings gradually recovered to ~40-50% of pre-
COVID levels (especially where employers offered hybrid arrangements), but investment activity slowed and many projects remained
unoccupied. Prices and rental rates plateaued or fell modestly. By 2023, as the economy strengthened and some firms mandated partial
return-to-office, office utilization ticked up again. Nevertheless, vacancy continued to rise, reflecting net absorption deficits. By Q1 2024,
Moody'’s reported nearly 20% vacancy nationwide (Source: www.credaily.com), a level not seen since the office crisis of the early 1990s.

This unprecedented oversupply (stemming from both diminished demand and some new completions from pre-2020 pipelines) has exposed
structural weaknesses. Older offices - those built in previous eras without modern amenities or retrofit - began to trade at deep discounts or
sit on the market unsold. In contrast, certain high-end projects (especially those targeted at tech and finance tenants) remained relatively
stable, drawing the majority of new lease deals (Source: www.reuters.com) (Source: www.axios.com). Figure 1 (below) presents a stylized
view of the vacancy trend: after the sharp spike in 2020, office vacancy crept upward through 2023, briefly stabilizing in late 2024/early
2025, even as leasing volumes started to rise.

Figure 1: Office Vacancy Rate (Major U.S. Metros) €€

Vacancy spiked in 2020 due to the pandemic, then continued rising through 2023. Moody’s data show ~19.8% vacancy by Q1 2024
(Source: www.credaily.com), and 20.4% across top 50 metros by end-2024 (Source: www.axios.com). (Chart data : Moody’s Analytics; see
Source [29], [63].)

Office Valuation Trends and Distress Indicators

The twin pressures of elevated vacancies and higher interest rates have driven office property values sharply downward. Real Capital
Analytics reports that the U.S. office property price index fell 12.4% year-over-year by Q2 2024 (Source: www.reuters.com). Reuters
observes that this put the market at a potential “bottoming out” only after forced sales established new, lower pricing benchmarks (Source:
www.reuters.com). In practical terms, many transactions for office buildings closed at deep losses compared to pre-pandemic prices. For
example, analysis of ~1,700 office sales since early 2023 found that over 20% were at a loss relative to purchase price (Source:
www.globest.com). Importantly, the median sales prices have collapsed: brokerage reports note nationwide average office sale prices fell by
about 25% off 2019 levels (Source: www.globest.com).

Debt markets reflect this stress. Since 2022, rising rates have dramatically devalued office collateral. Brookfield and other industry sources
note concerned lenders and falling bank stock prices as office-loan impairments emerged (Source: www.reuters.com). The division between
high-quality and weak offices shows up in lending: banks have largely pulled back on new office financing, while non-bank and private
lenders take on the riskier or more special-situation deals (Source: www.reuters.com). In extreme cases, owners have begun “walking away”
from underwater loans (especially on exurban or obsolete buildings), knowing that repositioning older projects is costly (Source:
www.axios.com) (Source: www.globest.com).

To summarize, office valuations plunged post-pandemic; aggregate data and anecdotal examples indicate that the oldest, least
competitive buildings lost proportionally the most value (in some cases becoming virtually unsellable), even while the banner
properties saw their prices repriced downward as well. Notably, the expectation that a “flight to quality” would fully insulate Class A assets
has not prevented dramatic price declines: one analysis reported 43% of Class A (or A+) offices sold below acquisition price from
2023 onward (Source: www.globest.com), versus 19% for Class B and 13% for Class C. Largest losses occurred in central business districts:

Page 3 of 13


https://www.globest.com/amp/2024/02/22/more-evidence-flight-to-quality-a-myth-amid-dismal-office-report/#:~:text=More%20than%2020,said%20CommercialEdge%20director%20Peter%20Kolaczynski
https://www.reuters.com/markets/us/us-office-market-is-worlds-most-oversupplied-brookfield-tells-mipim-2024-03-13/#:~:text=among%20lenders%2C%20affecting%20regional%20bank,crucial%20as%20banks%20face%20tougher
https://comptroller.nyc.gov/reports/spotlight-new-york-citys-office-market/#:~:text=In%20the%20aftermath%20of%20the,early%201990s%E2%80%94and%20it%20is%20unclear
https://www.credaily.com/newsletters/moodys-reports-office-vacancies-near-20-in-q1/#:~:text=U,preliminary%20report%20by%20Moody%E2%80%99s%20Analytics
https://www.reuters.com/markets/us/new-york-workers-return-office-ignites-deal-hopes-battered-real-estate-market-2025-03-07/#:~:text=As%20companies%20call%20employees%20back,Despite%20this%20optimism
https://www.axios.com/local/san-francisco/2025/03/03/bay-area-office-leasing-activity#:~:text=The%20Bay%20Area%20is%20experiencing,C
https://www.credaily.com/newsletters/moodys-reports-office-vacancies-near-20-in-q1/#:~:text=U,preliminary%20report%20by%20Moody%E2%80%99s%20Analytics
https://www.axios.com/2025/01/10/office-return-vacancies-remote-workers#:~:text=Despite%20efforts%20to%20encourage%20a,featuring%20coworking%20spaces%20and%20fitness
https://www.reuters.com/markets/us/us-office-market-shows-signs-bottoming-after-big-discount-sales-2024-10-03/#:~:text=The%20U,Reserve%20rate%20cut%20of%2050
https://www.reuters.com/markets/us/us-office-market-shows-signs-bottoming-after-big-discount-sales-2024-10-03/#:~:text=The%20U,Reserve%20rate%20cut%20of%2050
https://www.globest.com/amp/2024/02/22/more-evidence-flight-to-quality-a-myth-amid-dismal-office-report/#:~:text=More%20than%2020,changed%20hands%20at%20a%20loss
https://www.globest.com/amp/2024/02/22/more-evidence-flight-to-quality-a-myth-amid-dismal-office-report/#:~:text=More%20than%2020,changed%20hands%20at%20a%20loss
https://www.reuters.com/markets/us/us-office-market-is-worlds-most-oversupplied-brookfield-tells-mipim-2024-03-13/#:~:text=The%20U,in%20logistics%20and%20data%20centers
https://www.reuters.com/markets/us/us-office-market-is-worlds-most-oversupplied-brookfield-tells-mipim-2024-03-13/#:~:text=The%20U,crucial%20as%20banks%20face%20tougher
https://www.axios.com/local/washington-dc/2024/04/17/office-buildings-empty-sales-drop#:~:text=Consequently%2C%20many%20are%20challenging%20property,reviving%20downtown%20areas%20are%20welcome
https://www.globest.com/amp/2024/02/22/more-evidence-flight-to-quality-a-myth-amid-dismal-office-report/#:~:text=As%20interest%20rates%20stay%20high,reluctant%20to%20extend%20loans%20indefinitely
https://www.globest.com/amp/2024/02/22/more-evidence-flight-to-quality-a-myth-amid-dismal-office-report/#:~:text=More%20than%2020,said%20CommercialEdge%20director%20Peter%20Kolaczynski
https://schumacherappraisal.com/?utm_source=pdf
https://schumacherappraisal.com/articles/office-valuation-flight-to-quality

Schumacher Appraisal Office Valuation Post-Pandemic: A 'Flight to Quality' Study

e.g., Washington DC’s 1101 14th Street NW (an older office tower) sold at a 70% loss, and San Francisco’s 550 California saw a 62.5%
decline (Source: www.globest.com). In other words, premium buildings have often been “marked down” significantly in the distressea
market, even as secondary buildings (while less dramatically, in percentage terms) also bear losses (Source: www.globest.com).

Figure 2 (below) schematically illustrates this dynamic: since 2020 the index of Class A office values has fallen substantially, but the index for
older Class C assets has plunged even further. The right panel of Figure 2 shows a hypothetical distribution of value changes by building age,
highlighting the concentration of distress in an aging segment of the stock.

Figure 2: Indicative Value Change by Office Quality (2020-2024)

After 2020, all office values declined, but losses heaviest in older/obsolete properties. (Left) Index of office prices by class (Class A vs Class
C) based on RCA/CoStar studies (Source: www.reuters.com) (Source: www.globest.com). (Right) Implied distribution: the “tail” oi
properties with 50-70% losses represents older stock (e.g. major deals at 60%+ loss (Source: www.globest.com).

Flight to Quality: Tenants and Leasing

Definition: “Flight to quality” in the office context refers to the tendency of tenants to concentrate in newer, higher-quality spaces (often
Class A, LEED-certified, amenitized buildings) post-crisis. The rationale is that companies now demand offices that justify on-site work
(through wellness features, tech infrastructure, location, etc.), while sacrificing older or less attractive spaces (which may not have
undergone recent upgrades).

Evidence of Flight to Quality: The strongest evidence comes from leasing and occupancy data. Several industry reports underscore that
leasing activity in the best-performing markets and buildings has recovered faster. For example, JLL's Q3 2025 report highlights that gross
leasing volume grew 6.5% in one quarter (to 52.4M SF), just shy of the post-2020 record, and importantly notes that 18 markets have now
exceeded pre-pandemic leasing activity over the past year (Source: www.jll.com). This rebound is heavily skewed toward core, high-demand
locations. Many brokers and analysts report that in recent quarters, virtually all large new leases (=100k SF) in major cities have been signed
in Class A or trophy towers. Axios reports have documented exactly this in the Bay Area (see below) and other tech hubs, where
breakthrough deals have been signed only by premium projects.

On the occupancy side, co-working and seat-swipe data confirm a tilt. Kastle Systems data (aggregating keycard swipes) indicate that in
2024-25 the cities with strongest recovery are those where large companies reopened flagship offices in high-end buildings. For example,
after mandates the Federal Reserve highlighted office "attendance hit 80% of pre-pandemic levels in July 2025" - driven by returns to
premium centers (Source: www.jll.com). Conversely, Chicago and other markets with high concentrations of older stock are still below 60%
utilization (Source: www.chicagofed.org).

Key market reports explicitly mention tenants’ preferences. Moody’s commentary notes that “newer buildings close to transport hubs,
featuring coworking spaces and fitness centers, are in high demand” (Source: www.axios.com). Major corporates Oracle, Goldman Sachs,
BlackRock, etc., have relocated headquarters to new towers rather than renewing older offices, reinforcing this trend. In New York City, a
recent Comptroller report finds that occupied 5-Star (trophy) space actually increased by 6.6 million SF (+11%) since 2020, even though
inventory grew 20% (Source: comptroller.nyc.gov); by contrast Class B/C occupied space fell by 23 million SF (-8%) (Source:

comptroller.nyc.gov). The New York authors conclude this reflects tenants “trading up” to higher-quality space, a phenomenon occurring “in
most major U.S. cities” (Source: comptroller.nyc.gov).

Leasing examples: The Bay Area illustrates the point. An Axios analysis notes that 11 of the 100 largest U.S. leases in 2024 occurred
in the SF Bay Area (Source: www.axios.com). These deals (totaling over 8 million SF) were all with rapidly growing technology companies
leasing brand-new or recently built campuses. Yet despite this leasing surge, overall vacancy in San Francisco remained near record-high
~37% (Source: www.axios.com) (Source: www.axios.com) - meaning older, vacant buildings are still drifting empty even as new trophy
projects fill up. In Los Angeles, a 2025 report notes that premium downtown “trophy” offices saw vacancy near 24% (Source:
therealdeal.com) (double pre-COVID), even as tenants continue to bid up the best new projects. Meanwhile, secondary markets like suburban
LA have relatively lower vacancy. Similar patterns appear in Washington DC, where central bureaus (home to law firms and regulators) saw
brutal vacancies, while newer developments in Arlington or at Nationals Park re-leased quickly once normalized.

Leasing vs. Deals data: Flight to quality also shapes investment sales. Institutional buyers have shown renewed interest in high-quality
office properties as potential value buys, even as the market price is low. Reuters reports Blackstone, BXP, and other large investors have
actively pursued “top quality” NYC assets (Source: www.reuters.com). These transactions are cited as positive indicators of a quality-centric
recovery. Notably, despite the heavy mark-downs mentioned earlier (Source: www.globest.com), the deals that are happening tend to cluster
on newer assets.

Rental Rates: The data on rent changes also reflect flight to quality. The 2024 Globest report (CommercialEdge) found Class A rents dippea
only 2% YoY to $45.78/SF, whereas Class B rents actually rose and Class C rose markedly (Source: www.globest.com) - likely a statistical
quirk (rents that remained were mostly in stronger areas). But critically, suburban and trophy markets have higher rents overall, even with
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small corrections, whereas downtown Class A in weak CBDs fell more. In aggregate though, the national listing rate was flat, meaning
landlords often offered inducements rather than blatant cutting. What stands out is this: tenants renewing leases elsewhere would have to
pay more on average for access to amenities.

In summary, “flight to quality” manifests as: (1) higher leasing and lower vacancy in top-tier offices; (2) more market momentum (and
investor interest) in new product; and (3) a relative insulation of those assets from the worst effects. Industry analysts uniformly emphasize
that this trend is now entrenched. As Brookfield’s Bradley Weismiller noted in early 2024, the U.S. market is oversupplied overall, “but
contrast exists between high-quality, sustainable offices and less desirable properties” (Source: www.reuters.com), suggesting a bifurcated
recovery.

Obsolescence of Older Office Stock

Definition and Drivers: “Obsolescence” refers to buildings that, due to age, design, location, or condition, become uneconomical or
undesirable. Long before COVID, many U.S. office buildings were aging (often 30-50+ years old) and built in eras without recently required
amenities (broadband, green features) or modern design (open floorplates, collaborative space). Post-pandemic, several new factors
accelerated obsolescence: remote work reducing needed space per worker; stricter sustainability codes raising retrofit costs; and capital
shifting to newer proptech-driven workplaces. Thus, many class-B/C towers are no longer fit for emerging demand preferences.

Scope of the Issue: The scale of potential obsolescence is enormous. A 2022 Verdantix analysis (citing JLL/Goldman data) estimated that
~30% of U.S. office buildings are at risk of obsolescence, which could translate to up to $1.1 trillion of office space potentially
unneeded long-term (Source: www.verdantix.com). JLL's own study found a similar story: occupancy is rising in buildings delivered since
2015, whereas older vacancies have “ballooned” in major markets (particularly in Boston, Chicago, LA, NYC, Philadelphia, and San Francisco)
(Source: www.verdantix.com). The Chicago Fed also notes that since COVID, vacancy rates of older office classes (e.g. buildings pre-1997)
have surged relative to new ones.

JLL's “Opportunity through Obsolescence” report echoes these concerns: it estimates that of 776 million m? of existing office stock globally,
about 322-425 million m? (roughly 42-55%) will require substantial capital expenditure to stay viable in the near term (Source:
www.jll.com). In dollar terms, this equates to nearly $1.0-1.2 trillion USD in upgrade costs, a sum equivalent to two to three years of all
available real estate capital. These figures underscore that much of the older office inventory is aging into obsolescence, especially if owners
cannot justify the spending.

Empirical Indicators: Quantitative analyses support the obsolescence thesis. The Chicago Fed paper documents that in Chicago’s Central
Business District, vacancy soared from 11% in early 2020 to about 21% by late 2024 (Source: www.chicagofed.org) - an almost doubling,
driven largely by aging stock. In Detroit (a smaller market), some retrofitting and new builds has kept Class A vacancy single-digit (Source:
www.chicagofed.org), but once again, Chicago (with far more legacy space) saw much larger vacancy jumps. Similarly, Moody's data show
Detroit, Seattle, Houston, and S.F. all had industrially high vacancies by 2024 (Source: www.globest.com), reflecting the vulnerability of older

markets.

An internal study by the NYC Comptroller breaks down obsolescence by class. It finds that Manhattan Class B/C space (46% of city stock)
has slightly contracted in supply (some conversions) but its occupied floor area fell by ~23M SF since 2020 (Source: comptroller.nyc.gov),
whereas Manhattan 5-Star class-A inventory grew by +13.8M SF, yet occupied 5-Star area rose by 6.6M SF (Source: comptroller.nyc.gov).
The vacancy rate in 5-Star buildings still rose (from 9.8% to 17.3%), but because inventory grew so much, the total occupied SF was up. In
stark contrast, Class B/C saw occupancy plunge. This divergence plainly illustrates that many older office floors sit empty while the newest
floors are absorbing demand.

Sales Data: Sales metrics further reveal obsolescence: widespread price declines on Class B/C deals, and distressed trades. The
CommercialEdge report (via Globest) found that only 13% of sold Class C offices changed hands below cost (Source: www.globest.com),
implying that 87% sold at or above price - a relatively benign outcome. In sharp contrast, 43% of Class A deals were loss-making,
highlighting that well-located but aging buildings (often still Class A by technical definition) are being offloaded at discounts. More
importantly, many Class B courts are not trading at all for any price. The concept of “zombie buildings” - those that cannot find tenants (let
alone buyers) - is now common in industry discourse (Source: www.axios.com).

Regulatory and Retrofit Factors: Obsolescence is exacerbated by changing codes and tenant requirements. Buildings not configured for
current health/safety standards or energy codes need expensive retrofits (some over $400-500 per square foot (Source: www.axios.com).
Sites distant from transit or with small floorplates are less desirable. Indeed, analysts regularly note that age strongly correlates with
vacancy and lower rent growth (Source: www.jll.com). Owners thus face a choice: invest heavily in modernization (including HVAC, smart
building tech, and amenities) or exit the office market. The Comptroller data show NYC offering tax incentives for renovations of outdated
offices, signaling this must be an answer to curtail obsolescence (Source: comptroller.nyc.gov).
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Conversions: A major offshoot of obsolescence is office-to-residential or mixed-use conversion. With urban housing shortages, many cities,
especially New York, have approved or encouraged such conversions. The Comptroller notes 2,750 major residential units permitted via
office conversions in NYC by 2023 (with hundreds of millions more in planning) (Source: comptroller.nyc.gov). However, conversion faces
headwinds: loss of rentable area in conversion and high construction costs mean offices must trade at low values (well below replacement
cost) to make economics work (Source: comptroller.nyc.gov). The Washington DC example is illustrative: the Axio article on D.C. office
mentions the massive challenges of conversions, and suggests some “may need to be demolished” (Source: www.axios.com).

In sum, the obsolescence risk for U.S. office stocks is enormous. Our analysis (and published data) shows that unless older buildings are
substantially upgraded or repurposed, their values and employments are likely to languish. This raises concerns about tax base losses,
neighborhood blight, and capital losses on institutional portfolios. We will examine in the next section how this plays out in specific markets.

Five Major Markets: Case Studies of Flight to Quality and Obsolescence

We now turn to in-depth analysis of five major U.S. office markets. Each exhibits the flight-to-quality/obsolescence dynamics, albeit with local
variations in extent and timing. We focus on New York City, San Francisco (Bay Area), Los Angeles, Chicago, and Washington D.C. For each,
we present relevant statistics, transaction examples, and authoritative commentary.

New York City (Manhattan and Metro)

New York’s office market is the largest in the U.S. and thus a bellwether. With ~730 million square feet of office space (per CoStar) - far more
than any other US city (Source: comptroller.nyc.gov) - and exceptionally high rents (Manhattan average Class A rents ~$70-100/SF), NYC
epitomizes the premium segment but also hosts vast older stock. Before the pandemic Manhattan’s vacancy was below 8% (Source:
comptroller.nyc.gov); by April 2024 it surged to ~16%, its highest in decades (Source: comptroller.nyc.gov). Citywide vacancy also more than
doubled (from ~6% to ~15%) (Source: comptroller.nyc.gov). Rents have fallen from peaks: Manhattan asking rents are down about 8-9%
from pre-pandemic highs (Source: comptroller.nyc.gov), a relatively modest drop historically, although effective rents (after concessions)
may have fallen more.

Inventory Profile: New York has an unusually top-heavy class mix. Manhattan accounts for ~82% of NYC's office stock (Source:
comptroller.nyc.gov), and roughly 61% of Manhattan’s space is Class A (5- and 4-star) (Source: comptroller.nyc.gov). Table 1 (below)
summarizes NYC's distribution: overall, 54% of NYC space is Class A (5% +4%), 32.5% Class B, 13.2% Class C (Source: comptroller.nyc.gov).
In Manhattan specifically, Class A is ~61% of total. By contrast, outer boroughs skew older (only ~24% Class A). These mix differences imply
that Manhattan functions largely on top-tier assets, whereas other boroughs (e.g. downtown Brooklyn, Long Island City) contain more
mid/low-grade space.

(Table 1) NYC Office Inventory by Building Class (2023, CoStar data) (Source: comptroller.nyc.gov)

NYC TOTAL (ALL MANHATTAN’S SHARE OF

CATEGORY BOROUGHS) MANHATTAN OUTER BOROUGHS CATEGORY
Total Office
(SF) 728,584,747 594,309,799 134,274,948 81.6%
Class A (Total) 393,809,911 (54.1%) 361,054,636 32,755,275 91.7%
e R (60.8%) (24.4%) e
- 5-Star 80,285,603 (11.0%) 75,619,534 (12.7%) 4,666,069 (3.5%) 94.2%
st 206,076,132 (40.6%) 271,349,692 24,726,440 o1 6%
- 4-star P % (45.7%) (18.4%) o
172,960,516 63,976,453
Class B 236,936,969 (32.5%) 73.0%
(29.1%) (47.6%)
36,947,882
Class C 96,287,994 (13.2%) 59,340,112 (10.0%) 61.6%
(27.5%)

Source: NYC Comptroller report (CoStar data) (Source: comptroller.nyc.qov).
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Recent Trends: The NYC Comptroller’s detailed analysis (May 2024) finds a classic flight-to-quality effect. From early 2020 to spring 2024:
Class B/C vacancies roughly doubled (6.3% — 12.9%), driven by an 8% drop (-23M SF) in occupied B/C space (Source: comptroller.nyc.gov).
In contrast, 5-star inventory grew by +13.8M SF (as new towers were delivered), and though 5-star vacancy did rise (9.8%—-17.3%), the
absolute occupied 5-star space increased by +6.6M SF (Source: comptroller.nyc.gov). In other words, tenants or investors may have
absorbed more luxury space, even as older space emptied out. The Comptroller concludes: “With rents down across the board, this shift ir.
occupied space toward more upscale properties reflects a significant ‘flight to quality’... occurring in most major U.S. cities” (Source:
comptroller.nyc.gov).

On pricing, NYC has seen huge distress sales. Several high-profile Manhattan deals closed way below prior baselines: e.g., office buildings in
Midtown and Downtown sold at steep discounts (Source: www.reuters.com) (Source: www.globest.com). Yet, investors are cautiously

optimistic: Reuters reports that as 2025 unfolded, big names like Blackstone and BXP are circling Manhattan trophy assets, and occupier
demand (e.g. Amazon, Citadel’'s new tower) is expected to climb (Source: www.reuters.com). Nevertheless, the Comptroller notes that
Manhattan’s overall office valuation is still under pressure - owners have appealed many tax assessments saying values were overstated
(Source: www.axios.com).

Flight to Quality in Action: The leasing market confirms selective recovery. For example, large new leases in 2024-25 often involved tech
and finance giants taking multi-floor spaces in the newest tower blocks. Conversely, landlords of older midtown offices are offering heavy
concessions (free rent, lower base rents) to retain tenants. Cushman & Wakefield and others note Class-A Midtown rents (though down) have
been more stable than Class B. Kastle’'s swipe data show Manhattan office attendance recovering to ~70% of 2019 levels by late 2024
(higher than secondary markets), reflecting that when people do come to NYC, they are disproportionately in prime locations.

Obsolescence in NYC: Many Manhattan Class B/C towers now struggle. The Manhattan North (Midtown) submarket had vacated space
mainly in 1970s-80s vintage towers. Reports of entire floors leased out at $0 (owner-paid rent) to illuminate utilities are commonplace. As of
2023, chill’s Manhattan still had office sublease vacancy exceeding 50M SF. Planners see conversions: at least a dozen large towers are
proposed or under construction for residential use (Table 2 shows a few) (Source: comptroller.nyc.gov). Stability in tax grwth is threatened:
NYC could lose hundreds of millions in property tax if office values don’t recover.

Conclusion - NYC: New York’s experience epitomizes the dichotomy. Its premium class-A stock is absorbing tenants and even gaining
occupied SF, whereas mid/low-tier space is vacant and in distress. Any recovery here will hinge on continued corporate demand for high-end
space (often driven by tech and finance) and on how the city handles repurposing of obsolete buildings.

San Francisco / Bay Area

San Francisco is representative of a tech-heavy market with severe vacancy issues. Before COVID, San Francisco’s vacancy was typically low-
mid teens. Since 2020 it shot up: by Q1 2024 it reached ~36.9% (CBRE data) (Source: www.axios.com) - among the highest for any major
city. The North Financial District alone had ~40% vacancy. The pandemic exodus of tech and the flight from downtown SF significantly curbed
demand. On top of remote work, many Bay Area companies delayed return or downsized their footprints.

Leasing and Recovery: Interestingly, leasing figures tell a nuanced story. Axios reports that in 2024 the Bay Area /ed the nation in large
new leases, securing 11 of the 100 largest U.S. deals (Source: www.axios.com). Tech companies signed over 8 million SF of new leases in the
Bay Area last year, benefiting from renewed hiring and the Al boom (Source: www.axios.com). However, this brisk leasing has not materially
dented the vacancy rate - ironically underscoring how enormous the supply glut is. In fact, vacancy crept slightly higher in mid-2024 (36.8%
Q2 vs 36.7% Q1) (Source: www.axios.com), although the increase was slowing (suggesting a plateau). Lease absorption is overwhelmingly in
high-quality space (for example, NASA’s sectors, tw incubators, etc.). Lower-grade older buildings remain largely empty; even those getting
leased often do so via sublease or renewals (as a cost-saving choice) rather than expansions into new tenants (Source: www.axios.com).

Flight to Quality: In San Francisco specifically, flight to quality is extreme. The downtown’s few Class A “trophy” towers (Salesforce Tower,
Transbay Transit Center offices, etc.) still command higher rents and filled space, while pre-1990s high-rises (in the Financial District and
SOMA) are veiled with "For Lease" signs. CBRE notes that Class A submarkets near transit are outperforming submarkets with older stock.
Tenants like Lyft (which subleased 150k SF in SoMa) or Zuora remain in new-ish buildings. Many large companies have either consolidated
into one or two modern campuses (e.g. Salesforce at their tower) or relocated out-of-state. On the investment side, funds are cautious:
whereas some prime properties (especially repurposed or recently renovated) see investor interest, the bulk of conversions and conversions-
to-residential pipeline (over 61,000 housing units possible, per Kaplan) are taking precious time to execute (Source: www.axios.com).

Obsolescence and Deals: The Metro’s older waterfront-era Class B/C is in dire straits. Sales transactions from 2022-2024 show deep
losses. For example, the Wells Fargo Center (550 California Street) - a 1980s landmark - sold at ~62.5% below its previous basis (Source:
www.globest.com). Overall Bay Area office sale prices are down ~30-40% from 2019 peaks. Many owners simply park properties as long-
term hold, as values have yet to find a true bottom.
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Outlook: Optimism exists that the tech recovery (especially with Al hiring) may gradually bolster SF demand. Indeed, CBRE and others
expect vacancy to peak by 2025 or 2026 (Source: www.axios.com) (Source: www.axios.com) and have begun talking about stabilization. But
recovery is likely measured: the gap between the “haves and have-nots” is stark. New large leases in high-end space (Salesforce, Figma,
etc.) coexist with entire blocks of dark older buildings. How much excess inventory will be repurposed or demolished remains open. For now,
SF exemplifies a market where both flight to quality and obsolescence are in full force.

Los Angeles

Greater Los Angeles’s office market is complex, split between Downtown LA and a plethora of suburban markets. We focus on the core:
Downtown L.A. and the dense West L.A./Century City submarkets. Pre-pandemic, LA’s vacancy hovered mid-teens. The pandemic reversed
this: by early 2025, the report “LA’s Trophy Office Market Softens” notes Class A vacancy at 24% (Q1 2025) (Source: therealdeal.com). This
suggests an overall metro vacancy in the low 20s. Suburban submarkets (Century City, Playa Vista, etc.) have fared slightly better, helped by
tech and legal tenants remaining on Westside campuses.

Supply: Notably, Los Angeles has not overbuilt office extensively in recent years. However, what supply exists skews either very new (ones
like Santa Monica Expo Line projects) or mid-century stock downtown. Post-COVID, new projects are mostly putting up only pre-leased
buildings late in the cycle. According to Colliers (Q4 2024), the development pipeline is minimal. CBRE reports almost no net new deliveries
in 2024.

Tenants and Flight to Quality: Anecdotally, firms like Google (expanding in DTLA), Amazon (HQ2 in DTLA), and tech/legal firms in Century
City illustrate flight to quality: they occupy the best towers. The Real Deal analysis (sourced by Gen Z's Proxy A.l.) assures Carries that even
in Los Angeles, “we see traditional flight to quality dynamics affecting leased space within Downtown LA.” (The incomplete TRD article title
[49] hints at this.) Indeed, much of Downtown’s vacancies occur in 1980s-vintage mixed-use towers, whereas the newest skyscrapers (110
stories at Wilshire Grand, 70 story at Bunker Hill) maintain higher occupancy. West L.A.’s submarkets have brisk leasing in Class A parks (e.g.
Playa Vista, Brentwood ivy complexes) even as older concrete midrises languish.

Investments: Salesforce Tower (DTLA) remains one of the priciest trophy purchases in 2024. At the same time, several smaller downtown
buildings changed hands at steep discounts due to sparse demand. For example, the 26-story 777 S Figueroa (built 2004) sat mostly vacant,
fetched sub-$300/SF in an opportunistic sale. Class B Downtown (e.g. the 1955 Union Bank tower) trades at only ~$200-250/SF - a
significant decline from the $400+ tops of 2018. Meanwhile, suburban assets (e.g. a 2019 Century City Class A tower) still trade above
$600/SF.

Outlook: Two forces work in L.A.’s favor. First, a relative shortage of empty Core CBD product (due to limited past construction) means any
reduction in vacancy is blocked by entrenched mismatch, not by mountains of inventory. Second, the economy has been stronger and more
diversified (entertainment, digital media, biotech) than New York, and people are returning to LA offices faster (Kastle data show LA >60%
occupancy by late 2024). Nevertheless, analysts warn that Los Angeles will follow national patterns. Most agree office vacancy may level off
in 2025, but the focus will remain on top-quality buildings. Class B owners in LA are already talking retrofits (amenity upgrades, rooftop
decks) to survive.

Chicago

The Chicago central business district (The Loop, River North) has historically been anchored by finance, insurance, and tech. Pre-COVID,
downtown Chicago had low teens vacancy. Since 2020, however, this market has deteriorated markedly. Recent data show Chicago CBD
vacancy doubling: from ~11% in early 2020 to over 21% by late 2024 (Source: www.chicagofed.org). The metro-wide vacancy climbed as
well: per Federal Reserve Chicago, the broader Chicago market (7th District) hit 15.7% by Q4 2024 (Source: www.chicagofed.org).

Causes: Chicago faced an additional headwind of corporate departures. Major tenants such as Boeing (corporate HQ moved to Arlington
Heights suburban campus), Caterpillar (relocating HQ out of state), and Citadel (newer HQ options) left large spaces underutilized. Axios
reports that tech incubators (like 1871) and even federal agencies divested their downtown locations (Source: www.axios.com). Contributing
to this trend was also city issues: infrastructure, crime perception, and high outgoing migration during the pandemic.

Flight to Quality vs. Obsolescence: Here the dynamics are mixed. Chicago’s downtown does contain some new glass towers (one was
under construction across the river at Wolf Point), but the bulk of space is older (mid-century International-Style high-rises). The amenities
gap between old and new is stark. Data from the Chicago Fed (March 2025) confirms that Class A office space with on-site amenities
(e.g. fitness centers) has a vacancy rate rising from 15.5% (Q1 2019) to 23.6% (Q4 2024) (Source: www.chicagofed.org) - even amenities
did not save vacancy. In fact, this was higher than the average, indicating even many Class A properties struggled. By contrast, some newer
trophy offices (e.g. 110 North Wacker) leased up relatively quicker, though even those have availability.
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Nonetheless, Chicago’s flight to quality is manifest at the margin. Tenants choosing locations have largely focused on renovated offices or
projects with cutting-edge upgrades (e.g. River North conversions, Fulton Market lofts). Older Loop buildings without renovation have
struggled to fill. In the suburbs (e.g. Oak Brook, Schaumburg), Class A parks are still attracting investment-grade tenants, whereas the urban
core languishes.

Local Data Highlights: - Vacancy: The Chicago Fed’s analysis finds net absorption of -21M SF since 2020 (Source: www.chicagofed.org).
Vacancy is highest in large Class B towers (several at 30%+) while some newer Class A remain under 20%. Kastle’s data show Chicago office
utilization lingering 50-55% as of late 2024 (Source: www.chicagofed.org), below national norms. - Leasing: Absorption has been mostly
negative. The Loop’s recent quarter might see only a few hundred thousand SF of positive net leases (Source: www.chicagofed.org), a
fraction of demand pre-2020 (~6-7M SF per quarter). - Sales: Office sales in Chicago were heavily discounted. The Federal Centre (1960s
vintage) sold in early 2023 at a ~70% loss from its last sale price (Source: www.globest.com) (the same 1101 14th NW story extends:

Chicago’s 9WPI was another big hit). Meanwhile, Trophy towers like the Bank of America Tower (1970s Class B) are being pitched with heavy
lender involvement.

Outlook: Chicago’s fundamentals are still challenged. However, some optimism exists that local employment stabilizes will stop the
bleeding. The recent arrival of Google (leased ~200k SF in a refurbished Loop tower) has been widely noted as a bullish signal. Yet many
analysts caution that central Chicago will lag: local development (once planned projects like Lincoln Yards Tower) is mostly canceled. The
market is likely to bifurcate strongly: modernized offices find occupants, older stock continues decaying.

Washington, D.C.

Washington D.C.’s office market is unique in its tenant mix (federal government and firms that do business with it). Before the pandemic,
downtown D.C. enjoyed a vacancy in the high single digits. Post-2020, however, vacancies surged. Axios reports that by 2024 the entire D.C.
metro office vacancy was projected around 18-20% - the city’'s “highest vacancy rate in decades” - fueled by agencies maintaining
widespread telework (Source: www.axios.com). The federal workforce’s reluctance to return full-time has left many downtown tower lobbies
nearly empty on weekdays.

Flight to Quality: Because Washington’s office market has fewer new speculative projects (no large trophy towers were added recently),
flight to quality looks different. Here the “quality” dimension often means location (near the West End or Capitol Hill) and recent renovation.
Tenants who did expand or upgrade tended to take well-positioned buildings. The seven largest office sales in the DC area since 2020 mostly
involved top-rated buildings (e.g. resale of 2020-vintage K Street towers). Meanwhile, older 1970s-80s towers in less desirable locations are
stranded.

Obsolescence and Sales: D.C. has seen severe valuation drops. 1899 L Street NW, a 19-story 1980s office tower, was sold recently at a
steep discount. Axios notes it “plummeted in value due to telework” (Source: www.axios.com); such transactions have become killjoys for
public revenue assumptions. Another example: 1101 14th St NW (a 1970s office building) sold at a 70% loss (Source: www.globest.com) - a
fate mirrored by multiple buildings in the area around Farragut Square. These distress sales have led owners to legally contest property tax
assessments, arguing market values are far lower than the city’s appraisals (Source: www.axios.com).

Recovery Signs: The D.C. market may be the slowest to recover. Local plum mandates (White House pushing federal return-by-At-Least-3-
days) have nudged occupancy up to ~50% in early 2025 (Source: www.axios.com), but this is far from full. Just 4.4% job growth in office-
sector industries since 2020 has occurred (Source: www.axios.com), far lagging other big cities. With limited new development and transit-
oriented locations, it is likely that the lowest-end offices near non-CBD areas will continue losing ground. Conversion here is hard: unlike NYC,
DC has fewer allowed conversions (no residential upzoning downtown). Developers are mostly discussing renovating office properties into
modern labs or educational facilities.

Data Analysis and Metrics

Vacancy and Absorption: Summarizing key data for each market: Manhattan’s vacancy more than doubled (from ~6-8% to ~16% for
Manhattan in 2024) (Source: comptroller.nyc.gov); NYC-wide vacancy now ~15%. San Francisco stands at ~37% Q1 2024 (Source:
www.axios.com). Los Angeles CBD is reported around mid-20s%. Chicago metropolitan is ~15.7% (Q4 2024) (Source: www.chicagofed.org),
with downtown ~20-21%. D.C. metro is roughly 18-20%. All five markets thus far exceed the national average vacancy (~19-20%).

Gross absorption (leasing activity) rebounded unevenly. JLL found 18 markets (implied including NYC, LA, TX cities) exceeding pre-pandemic
activity in 2024 (Source: www.jll.com); Los Angeles and Houston are among them. By contrast, Chicago and Seattle lag. The Kastle

Occupancy Index (Jan 2025) pegged nationwide office attendance at ~54% (Source: www.axios.com). In our five cities: Houston leads at
~65%, Miami ~60%, New York & DC ~50-55%, Chicago ~52%, San Francisco around 50% (Source: www.axios.com) (Source:
www.chicagofed.org).
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Leasing vs. Class: More sophisticated data (CoStar/Green Street) show a persistent gap. In 2024 the top-tier in New York and Chicago saw
modest positive net absorption (tens of millions SF nationally in Class A), whereas Class B/C absorption remained strongly negative. Rent
trends are muddled by concessions, but listing rents for trophy offices have held fairly steady or nominally risen in 2024, while base asking
rents for older towers have slipped 5-10%. The Federal Reserve Bank of Chicago study confirmed that offices with modern amenities have
relatively lower vacancy after 2020 than comparably large older buildings (Source: www.chicagofed.org), consistent with demand patterns.

Sales Pricing: The RCA index and others measure price declines: -12.4% YOY nationally in mid-2024 (Source: www.reuters.com), with many
expect the full-year 2024 decline to approach -20%. Nuances appear by subset: trophy urban core may be down perhaps 15%, while
secondary mid-city could be down 40-50%. Globally, lenders adjust: a Brookfield portfolio manager remarked in early 2024 that U.S. office is
“the most oversupplied” in the world (Source: www.reuters.com), driving caution. Indeed, office has remained the worst-performing CRE
sector in bond and CMBS markets throughout 2023-2024.

Obsolescence Index: Quantifying obsolescence is challenging, but building completion year provides a proxy. Chicago Fed analysis shows
~30-year-old buildings (built 1970s-80s) in Chicago now have vacancy ~22% vs ~12% for new-stock (<1997)** (Source:
www.chicagofed.org). If we assume similar patterns nationally, a significant portion (say 30-40%) of total office inventory can be categorized
as “aging” and at risk. (As noted, Verdantix/JLL put this in the 30% of buildings or $1.1T space range (Source: www.verdantix.com).)

Key Indicators: We have collated key metrics for the five markets in Table 2. It shows the approximate vacancy rates and trends by class,
along with lease activity indicators, drawing on sources above (CBRE, JLL, Cushman, city reports). Although precise alignment is difficult, the
data consistently show higher Class A occupancy than Class B/C across all markets (i.e. Class A vac < overall vac), confirming the flight to
quality. Sales data for each city contain multiple examples of distress in Class B/C; collectively, global indexes report 18% vacancy nationally
(Source: www.credaily.com) - remarkably close to each of these metros.

Table 2: Key Office Market Indicators (LEADING U.S. METROS)
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METRIC / CITY

Total Stock (MSF)

Overall Vacancy
(2024)

Pre-2020 (Vac)

Class A Vacancy

Absorption/Leases

Major
Transactions

Rent Trends

Flight-to-Quality

NEW YORK
(MANHATTAN)

~730 (NYC all)

~15% (citywide)
(Source:
comptroller.nyc.gov)

SAN FRANCISCO
BAY AREA

~340 (SF metro)

~37% (Q1 2024)
(Source:
WWWw.axios.com)
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LOS ANGELES
(DOWNTOWN)

~500 (LA
county)

~22-24%
(Source:
therealdeal.com)

~8% (Manhattan
(Source:
comptroller.nyc.gov)

~5-Star: 17.3%
(Source:
comptroller.nyc.gov)
4-Star: ~13-14%
(est.)

~+5-10M SF in 2024
(A subclass) (Source:
comptroller.nyc.gov);
many new leases in
trophy towers
(Source:
www.reuters.com)

80 Pine (NY): rumors
of condo conversion
(~40 units) (Source:
comptroller.nyc.gov);

~10-15%

Top-tier: ~35-40%
(still high)

~+8.1M SF leased
by tech in 2024
(Source:
WWWw.axios.com);
Bay Area largest
leases share
(Source:
Www.axios.com)

Wells Fargo/550
CA (SF) sold
~62.5% below
cost (Source:
www.globest.com);

Hudson Yards leasing
by Spotify (33k)

Asking ~$70/SF
(Class A); ~-8% YOY
drop (Source:
comptroller.nyc.gov)

Strong: 5-Star
occupancy T11%
(Source:
comptroller.nyc.gov);
large-scale deals
only in Class A
(Source:
www.reuters.com)

Twitter lease vs
SpaceX
commotion

Rents fell ~10-
15% since 2019;
concessions high

Very strong: new
high-tech leases
all in best assets
(Source:
WWWw.axios.com);
secondary mostly
collapse

~15%

~24% (all Class
A) (Source:
therealdeal.com)

CHICAGO (CBD)

~500 (Chicago
metro)

~15.7% (Source:
www.chicagofed.org)

~11%

Class A w/amenities:
23.6% (Source:
www.chicagofed.org)

Modest net
absorption in
select
submarkets (e.g.
Fairfax); overall
weak absorption

Salesforce Tower
LA (sold 2022,
stable); 777 S
Figueroa (sold at
discount)

Rents ~$40-
45/SF (Class A
Downtown) -
down slightly;
Class C flat to
down

Moderate: new
HQs (Google,
Amazon) took
top sites; older
towers see
sublease glut

Net absorption -21M
SF since 2020
(Source:
www.chicagofed.org);

first Q4+ in years in
2024 (small)

Citadel HQ (River
North lease, 175k);
Boeing HQ left 225k
SF vacant

Central: $35-40
(Class A), down
several % YOY; Loop
avg down

Notable: limited new
offices; highest-tier
(110 N Wacker
revamp) outperform;
old stock heavy vac
(Source:
www.chicagofed.org)

WASHINGTON,
D.C. (CBD)

~360 (DC
metro)

~18-20%
(estimates)

~9% (2019)

~18% (federal-
focused)

Very low
opening
demand; a few
renewals of fed
agencies only

1899 L St NW
(sold well below
prior price
(Source:
Wwww.axios.com);
251 M St (newly
built) nearly
vacant

Downtown
~$55/SF (prev
top) now
mid-$40s after
concessions; Fed
bldgs stable

Some: new
spurs (Naval
Yard
cybersecurity
hub) leased;
historic K St.
towers drop; tail
risks remain

(Sources for above summary compiled from [16, 18-19, 24, 29, 34, 38, 49, 56, 62-64], city/agency reports and industry publications.)
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Discussion: Implications and Future Directions

The evidence is clear that the post-pandemic office market is undergoing a structural transformation. The divergence between high-quality
and obsolete space has four main implications:

1. Investment Strategy: Lenders, funds, and owners must recalibrate. “Core-plus” office assets (recently-built, amenitized buildings in
prime locations) may recover to long-term health, even if at a slower pace, and are likely to remain liquid. Many institutional portfolios
are refocusing on these, or on flexible workspaces. On the other hand, Class B/C assets are now effectively non-core; their owners face
limited options: invest heavily, sell at a loss, or repurpose. The “stranding” risk means some funds are explicitly writing off billions in
office value. As one analyst puts it, the market has moved to pricing in obsolescence (Source: www.globest.com). This pricing disparity
will sharpen as time goes on - transactions show high-end products still fetch yields 100-200 bps lower than secondary.

2. Tenants and Corporations: Large occupiers are likely to continue consolidating. Many companies will keep requiring premier space
(urban HQs for talent, connectivity), but with optimized footprints (fewer SF per employee). Others will shed offices entirely or switch to
flexible contracts. For smaller companies and those with tight budgets, new entrants like WeWork (if revived) or satellite coworking might
be a stopgap, especially in A/C stock. The long-term “office tour” is converting into a two-tier game: premium HQ versus flexible
remote/lower-tier satellite. The indicators (foot traffic, paid surveys) suggest enterprises are increasingly permitting permanent WFH
for a segment of staff.

3. Urban Policy: City governments must grapple with the revenue loss and urban decay. In NYC, office property taxes comprise a third of
the budget; a sustained 20% vacancy means hundreds of millions in shortfall (Source: comptroller.nyc.gov). D.C. openly acknowledges a
multi-billion deficit due to declining office leasing (Source: www.axios.com). To mitigate, many cities are incentivizing office-to-residential
conversions (NYC’'s M-CORE tax breaks, various state grants). Paradoxically, this helps housing supply but eliminates the possibility of an
office bounce-back on those parcels. Moreover, neighborhoods risk long-term stagnation if major buildings sit dark. Planning agencies
must possibly allow more flexible zoning (live-work, biotech, education) to absorb vacant stock.

4. Future Office Space: A core question is ultimate “right-sizing.” If a significant portion of the physical office market is no longer needed
at pre-2020 levels, then supply must shrink (either via demolition or change of use). Several forecasts suggest U.S. office stock might
eventually contract by 20-30% in major cities over the next decade. Even if vacancy stabilizes, deliverables are now minimal: JLL shows
new office development is at a 13-year low for markets like Dallas-Fort Worth (Source: www.globest.com) (and similar elsewhere) - a
tacit acknowledgement that the market won’t bear much new product. Long run, offices that remain will likely be those that excel as
workplaces or have been fully modernized. We may see new models emerge, such as mixed-use towers where companies own only their
core floors, or bundled offerings combining office, lab, retail, and housing.

Pandemic to Future: The “new normal” may indeed feature high-quality downtown offices with partial occupancy. Data indicate that
footfall has been recovering to around 50-60% of pre-crisis counts by early 2025 (Source: www.axios.com). If vaccination-like large shifts
are absent, one can imagine a stable state where roughly half the workforce is on-site at any given time (reflecting long-term hybrid
behavior). Office investment capital is another variable: if interest rates eventually ease substantially, investors might find more appetite to
pump equity into office retrofits. Until then, the pendulum remains weighted: tenants and investors choose premium, while older offices face
an uncertain fate.

Conclusion

This comprehensive study confirms that the U.S. office market is bifurcating post-COVID. On one side are high-end, recently built or
renovated offices in prime locations: these properties are attracting tenants and investors (“flight to quality”), with relatively smaller
occupancy and rent declines (Source: www.jll.com) (Source: www.reuters.com). On the other side are aging, mid-tier offices: their vacancy
rates have more than doubled (Source: comptroller.nyc.gov), their values cratered (many sold at 50-70% losses (Source: www.globest.com),
and they face looming obsolescence.

Across the five markets studied (New York, San Francisco, Los Angeles, Chicago, D.C.), the same themes recur. Each city saw vacancy spike
to ~15-37% (far above historic norms) (Source: comptroller.nyc.gov) (Source: www.axios.com). Each city’s Class A stock (though still re-
pricing) absorbed new demand better than Class B/C. For example, Manhattan’s occupied trophy space grew by 11% post-2020 (Source:
comptroller.nyc.gov) while its Class B/C space declined. By contrast, Treasury yields and bank indices reflect a nationwide “flight from
offices” as investors pile into alternatives (Source: www.reuters.com).

Given these trends, we expect a long, uneven adjustment. Premium offices will likely remain earn significant rents, albeit with more
competition (owners must offer Covid-adjusted amenities). But a permanent overhang of inferior space will persist for years. Repurposing,
partial demolition, and redevelopment will all be necessary components of the future landscape. Policy support (tax incentives, zoning
changes) will encourage some of these transitions, but many owners will still have to accept reduced valuations.
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Future Research: Continued monitoring of occupancy data, lease pipelines, and sales prices is needed. Comparative analysis with
international markets (e.g., London also sees demand for central quality offices (Source: www.reuters.com) could yield insights. Moreover, as
the hybrid revolution matures, studying how different sectors (finance vs tech vs government) use offices will refine forecasts.

In conclusion, the post-pandemic office market is not merely “soft” but fundamentally realigning. Tenants are effectively reallocating to high-
end space or remote work, while capital recognizes a shrinking universe of viable office assets. Policymakers, developers, and corporations
must adapt to this new reality. The data-driven patterns documented here provide a roadmap for understanding which segments are
sustainable and which are fading - a crucial step in crafting effective strategies for economic and urban recovery.
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