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The US office real estate sector has been dealing with an unprecedented 

reckoning since the COVID-19 pandemic. Remote and hybrid work 

arrangements have deeply curtailed the daily demand for office space, 

sending vacancy rates to historic highs and eroding the value of office 

properties nationwide. Four years after the initial lockdowns, the US office 

market is still grappling with a “new normal” of lower physical occupancy 

– a structural shift that appears lasting rather than transient.

The numbers tell a stark story. Nationwide, office vacancy rates are around 

20%, roughly twice the pre-2020 rate1 and reflecting a glut of underused 

space. Office building prices have dropped by 20–30%, significantly 

reducing equity value. Office attendance in major cities has stabilized 

at less than three fourths pre-pandemic levels, as remote work remains 

prevalent. With fewer workers in offices on any given day, companies have 

been reducing their footprints and lease commitments. Consequently, 

many office markets  are under substantial strain.

This research note provides an overview of the current state of the US 

office space market. It focuses on key trends and distinctions – notably 

the comparison of New York City’s office market with other US cities, the 

divergence between Class A and lower-tier offices, the evolution toward a 

post-pandemic equilibrium, the impact of higher interest rates, and the 

timeline for the sector’s structural shakeout.

Key takeaways

	→ Variation by city: New York City, with the nation’s largest office inventory, 

exemplifies both the pain and resilience in the sector. Manhattan’s vacancy 

rate has doubled from its pre-pandemic level, but it is still below many cities. 

Tech-centric markets like San Francisco and Austin have fared worse, whereas 

some Sun Belt cities and smaller markets are recovering faster.2 This geographic 

split underscores that the office slump, while national, is hitting certain cities 

disproportionately hard.

Lease, leave, or lose: navigating structural shifts 

in the real estate office sector
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1 � Source: CommercialEdge, 

“Distress Around Office Sector 

Escalates in 2025,” April 16, 

2025.

2 � Source: CommercialEdge, 

“Anticipated Office Distress 

to Materialize in 2025,” 

CommercialEdge National Office 

Report, April 16, 2025.



MEKETA.COM

©2025 MEKETA INVESTMENT GROUP

PAGE 2 OF 13

	→ A two-tiered market: Top-tier office buildings with modern amenities and prime 

locations have maintained higher occupancy and even achieved rent increases. 

In contrast, lower-tier offices are suffering from a lack of demand and steep rent 

declines, putting aging offices at risk of obsolescence. Consequently, investors 

are favoring high-quality assets and deeply discounting secondary properties.

	→ The “new normal”: Office usage has shifted to a hybrid model, with attendance 

at 50–60% of pre-pandemic levels. The workweek has been redefined, with 

Tuesday, Wednesday, and Thursday now seeing the highest office utilization. 

Many have adopted flexible schedules, reducing overall space needs, with new 

leases about 20% smaller than before 2020.3 This new normal suggests that 

while the office is not going away, its role has evolved – with workplaces being 

used more for collaboration and less as full-time desks for every employee.

	→ The impact of higher rates: Elevated interest rates and tighter credit conditions 

are coinciding with the retrenchment in office demand and compounding the 

office sector’s challenges. Many building owners are struggling to refinance 

existing debt, especially as property valuations have fallen. This financial strain 

has led to an uptick in distressed sales and defaults, particularly for lower-tier 

office properties, further pressuring the market’s recovery trajectory. This can 

be both a challenge and an opportunity for investors.

	→ A long road to recovery: With leases typically spanning multiple years, the 

correction in the office sector could last through the rest of the decade. As 

tenants continue to downsize at renewal, vacancy rates could remain elevated 

before they gradually improve. Absorbing the oversupply will require creative 

solutions like repurposing obsolete offices into residences or other uses, though 

these conversions are slow and complex. Investors should prepare for a lengthy 

adjustment as the market searches for a new equilibrium.

New York City vs. other office hubs divergent recoveries

New York City’s office market offers a revealing case study in the uneven impact of 

the pandemic. As the nation’s largest office center by a wide margin, New York has 

experienced a significant but somewhat less severe downturn. The five boroughs 

together contain roughly 730 million square feet of office space, with the vast 

majority concentrated in Manhattan’s business districts.4 Office vacancy rates have 

roughly doubled from a pre-pandemic low of 8% to approximately 16% in 2024 (see 

Figure 1). This is a level unseen in New York City since the early 1990s real estate 

slump, and it reflects millions of square feet of space now sitting idle. New York’s 

downturn, while severe, has been mitigated by the city’s diverse tenant base and the 

“flight-to-quality” dynamic (discussed further below) that keeps top-tier Manhattan 

buildings in demand.

3 � Source: “The Flight to Quality: 

Choosing Class A Spaces”, PNW 

Commercial Compass, April 

2025.

4 � Source: Office of the NYC 

Comptroller. “Spotlight: New 

York City’s Office Market.” June 

2024 Report.
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figure 1
Office Vacancy Rate (%)

Sources: NYC Comptroller, “Spotlight: 

New York City’s Office Market,” May 

2024; JLL Q1 2025 NYC Office 

Insight; City & County of San 

Francisco, Controller’s Office.

The situation in certain other cities is downright acute. San Francisco stands out as 

an extreme: the tech-heavy metro has seen office demand collapse in the face of 

abundant remote work. San Francisco’s office vacancy has surged to roughly 35% 

(and over 36% downtown), the highest in the nation.5 In effect, more than one in three 

office spaces is now empty, marking a stunning reversal for a city that pre-pandemic 

had single-digit vacancies and some of the priciest office rents in the world. As of 

early 2025, weekday office attendance in San Francisco remains about 40–45% below 

pre-COVID norms, far worse than the US average (see Figure 2).
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5 � Source: CBRE Research, Q1 

2025 US Office Figures – San 

Francisco MarketView Report.

figure 2
Office Activity Recovery 

by City

Source: CRE Daily, “Office Recovery 

Trends Show Strong April 2025 

Performance,” CRE Daily Briefs, June 

3, 2025. Chart compares office visits 

in April 2025 vs. April 2019, by major 

metro area.
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Other major markets occupy various points along this spectrum. Chicago and 

Washington, DC, face elevated vacancies, as traditional business districts see slower 

office rebounds.6 In contrast, several Sun Belt cities have shown comparatively 

stronger recoveries. Miami, for instance, has bounced back more briskly, with office 

visits in April 2025 only ~15% below 2019 levels. 

6 � Source: JLL Research, US Office 

Outlook – Q1 2025.
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Dallas and Atlanta are likewise outperforming the national average in return-to-office 

metrics. Markets that reopened earlier or benefited from in-migration (often from 

remote workers relocating) generally have healthier office use.

New York City has recently led some positive trends. By spring 2025, office foot 

traffic in NYC had rebounded to roughly 95% of pre-pandemic levels. Midtown 

Manhattan’s hustle has partly revived, thanks to big banks and other employers 

mandating more in-person days.7 Midtown’s Class A sector saw 593,852 square feet 

of positive absorption in Q1 2025, and Manhattan led all markets in the country in 

positive absorption in 2024.8  Absorption was driven by 35.9 million square feet of 

leasing in 2024, the highest amount in five years and up 17.2% year-over-year.9 Total 

availability fell from 18.1% to 16.1% from Q1 2024 to Q1 2025.10 Finally, the amount of office 

space in New York that was leased at over $100 per square foot hit an all-time high 

(see Figure 3).

figure 3
Deal Volume of $100+ per 

Square Foot Transactions 

in New York City

Source: Fifth Street Partners.

Flight to quality: class A vs. class B/C offices

Beneath the geographic differences lies another critical fault line in the office market: 

the split between high-quality properties and their less glamorous counterparts. 

The post-pandemic recovery has witnessed a “flight to quality” among office tenants. 

In particular, demand has increased for newer or recently upgraded buildings 

with attractive amenities, superior ventilation, and prime locations. The result is a 

two-tiered office market defined by quality.

On one side are trophy and Class A buildings – the modern glass towers or recently 

renovated landmarks that offer top-notch specifications (e.g., efficient floorplates, 

fast elevators, tenant amenities like gyms and outdoor terraces). Demand for these 

premier offices has proven relatively resilient.

7 � See, for example, 

announcements by Amazon and 

JP Morgan.

8 � Source: DivcoWest Office Market 

Update, Q2 2025. Positive 

absorption means that more 

office space was leased than 

was vacated during a given 

period, resulting in a net 

increase in occupied space.

9 � Ibid

10 � Ibid
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Many such buildings are retaining high occupancy and even experiencing rent growth 

despite the overall glut of space. Top-tier office buildings have actually achieved 

modest rent increases since 2023, whereas rents for Class B/C buildings are falling.11  

Base rents on new leases in Class A/A+ properties rose about 3% in 2024, while those 

in lower-tier properties fell by nearly 6%.12 Landlords of the best buildings have been 

able to hold the line on pricing (and offer fewer concessions) because a segment of 

tenants are willing to pay a premium for quality. These tenants – often financial firms, 

law firms, or tech companies that often value in-person collaboration – see high-

end office space as a tool to entice employees back and enhance productivity. For 

example, trophy office assets in Manhattan reached new vacancy lows of 5.7% in Q1 

2025, and trophy buildings commanded a 40% rent premium over standard Class A 

space as of Q4 2024.13

On the other side of the divide are Class B and C buildings – typically older offices 

that lack today’s amenities or prestige. This segment is bearing the brunt of the 

vacancy crisis. Much of the space given up by downsizing tenants has been in these 

lower-tier buildings. An estimated “90% of all US office vacancies are in the bottom 

30% of buildings by quality.”14 In other words, the vast majority of empty offices are 

concentrated in the least desirable properties. 

This reflects an ongoing flight-to-quality where companies shed commodity office 

space in favor of a smaller footprint in better buildings. The implication is that many 

Class B/C offices, such as older 1980s-era towers or outdated business park buildings, 

could remain empty unless repurposed. Their landlords face intense pressure to 

either invest in upgrades or dramatically cut rents. Unfortunately, leasing demand 

for these offices has evaporated so much that even slashing rents may not attract 

tenants if the location or building experience is seen as subpar in a hybrid work world.

Since 2021, effective rents in Class A properties have risen in all but one year, 

supported by landlords’ pricing power in high-end space (see Figure 4). In contrast, 

Class B/C offices have seen rents flatten or decline. This divergence underscores 

tenants’ willingness to pay for quality even as they cut overall space.

11 � Source: CBRE Research, “Top-

Tier Office Rents Continue to 

Rise, While Lower-Tier Rents 

Fall,” CBRE Insights Brief, March 

5, 2025.

12 � Ibid

13 � Source: DivcoWest Office Market 

Update, Q2 2025.

14 � Source: Green Street Advisors, 

as cited in The Wall Street 

Journal, June 13, 2024, “Why 

Office Distress Isn’t Spread 

Evenly”. Similarly, Tishman 

Speyer notes that 60% of the 

vacancy in most markets is 

concentrated in the bottom 10-

15% of office properties.

figure 4
Effective Annual Rent 

Growth by Building 

Quality

Source: CBRE Research, “Top-Tier 

Office Rents Continue to Rise, While 

Lower-Tier Rents Fall,” CBRE Insights 

Brief, March 5, 2025.
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Not only do Class B/C owners face higher vacancy, but their financial outlook is 

darker. Many are struggling to refinance loans as property values have decline. 

In several high-profile cases, owners of older office buildings have defaulted and 

turned over the keys to lenders rather than continue with a losing proposition. For 

example, in Los Angeles, the owner of a 50-year-old downtown office tower recently 

defaulted on its mortgage – the building was barely 50% leased and worth far less 

than its debt.15 Similar stories abound in Washington DC’s aging office stock and 

Chicago’s older offices.16

The flight to quality also intersects with geography and submarket. Cities that had 

a glut of mediocre office space before now see that space sitting dark, while a 

brand-new building in a supply-constrained submarket can still lease up. For example, 

Austin, a fast-growing tech hub, paradoxically has one of the highest vacancy rates 

(around 28%) because so many new buildings opened recently and older ones lost 

tenants; yet Austin’s top new offices are doing relatively well.17 Likewise, in New York 

City, there are major differences just within Manhattan, with the average asking 

rent at $83 per square foot versus $57 in downtown.18 It is increasingly a tale of 

“haves and have-nots” within each city’s office inventory.

From an investment perspective, this two-tier market suggests caution for anything 

but the best-located, high-quality offices  . Valuations for Class B/C buildings have 

fallen dramatically and may not recover absent a change in use. By contrast, Class 

A offices could stabilize sooner and retain more value long-term. The pandemic 

did not eliminate the office, but it shrank overall demand, which appears to have 

concentrated in higher quality spaces. If this trend continues, it is well-advised to 

distinguish between assets that are truly competitive in this new era versus those 

that might become stranded liabilities.

17  Source: CommercialEdge 

(Yardi), “Anticipated Office 

Distress to Materialize in 2025,” 

April 16, 2025. (Office utilization 

54% attendance; national 

vacancy 19.9% in March 2025).

15 � Source: The Wall Street Journal, 

“Downtown LA Office Tower 

Is Latest to Fall into Distress,” 

published April 3, 2024.

18  Source: CBRE, Manhattan 

Midtown Office Figures Q1 2025 

and Manhattan Downtown Office 

Figures Q1 2025.

16 � Source: The Wall Street Journal, 

“Aging Office Buildings Are 

Becoming a Liability in US 

Cities”, published March 27, 

2024.

Leverage, refinancings, and interest rates

The leverage profile of the US office sector is under acute pressure as the post-

pandemic demand shock collides with a higher interest rate environment. Many 

office buildings were financed during the low-rate years of the 2010s. Since then, 

both short-term and longer-term rates have increased dramatically. The 10-

year Treasury yield  , a key benchmark for commercial real estate financing, has 

hovered between 4.0% and 4.8% throughout 2025, roughly double its trailing 10-year 

average. The jump in short-term rates has been even higher, with 90-day SOFR 

going from near zero to over 4% since 2023. This spike has sharply increased the 

cost of borrowing and triggered widespread debt service stress across leveraged 

office assets.

Typically, borrowers in commercial real estate seek to extend or renew an existing 

loan by transferring the outstanding principal into a new loan agreement rather than 

repay the full amount at maturity. 
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The new loan may come with a revised interest rate, repayment schedule, or other 

updated conditions. An estimated 65-70% of commercial mortgages are coming 

due in 2025-2027, a phenomenon sometimes described as a wall of refinancing due 

to the amount of debt that is anticipated to roll over in a relatively short time frame 

(see Figure 5).

figure 5
The Refinancing Wall: 

Office Commercial 

Mortgage Maturities

Source: Fifth Street Partners.

The refinancing wall facing office borrowers is significant. Nearly $400 billion in 

office mortgages are set to mature between 2025 and 2027, much of it originally 

financed at sub-4% rates.19 As loans come due, many property owners face a painful 

reset: refinancing at higher interest rates on properties whose values have declined 

and whose income may no longer support the original loan amount. Lenders, 

wary of office market fundamentals, are tightening underwriting standards, often 

requiring lower loan-to-value ratios and more conservative debt yields. The result 

is a growing funding gap. A recent estimate suggests that as much as $131 billion in 

equity shortfalls may emerge from upcoming refinancing needs across the office 

sector.20 Many borrowers are resorting to extensions or restructurings, with lenders 

“kicking the can” rather than foreclosing, hoping conditions improve.

The impact of interest rates on this dynamic is pivotal. If rates remain elevated, 

refinancing pressures will intensify, and patience may wear thin. The delinquency 

rate on office Collateralized Mortgage Backed Securities recently reached over 

11% versus ~2% just prior to the COVID pandemic.21 Higher rates not only inflate 

debt service costs but also reduce property values through cap rate expansion, 

putting further strain on loan-to-value covenants. Conversely, if interest rates were 

to decline, some refinancing risks might ease. Even a 100-basis-point decline in 

benchmark rates could potentially restore viability to many highly-leveraged 

deals. Assuming such an optimistic outlook does not come to pass, distressed 

sales, recapitalizations, and equity infusions will become increasingly common, 

particularly for Class B/C assets, which face both demand and financing challenges.

19 � Source: Fifth Street Partners.

20 � Source: Trepp, “CMBS 

Delinquency Rate Climbs Again 

in April, Led by Multifamily & 

Lodging Surges,” April 30, 2025.

21 � Source: Wolf Street, “Office 

CMBS Delinquency Rate Spikes 

to Record 11.1% in June”, July 1, 

2025.
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Cap rates for office space bottomed in 2022 and have generally been rising since then 

(see Figure 6). Since 1984, appraisal based cap rates have averaged 1.4% above the 

yield on the 10-year Treasury, which is approximately where they are now. Given the 

role debt plays in commercial real estate, it is intuitive that cap rates are anticipated to 

generally move in the same direction as interest rates.

figure 6
Historical Cap Rates for 

US Office Space

Sources: NCREIF 2025Q1 Trends 

Report. Treasury yield data from 

FRED.

The “new normal” for office usage

After the initial shock of 2020, when virtually all offices emptied out, the past few 

years have seen the emergence of a hybrid work equilibrium. Employers and 

employees have largely settled into a pattern of mixing remote and in-office days, 

producing a distinctly different rhythm of office usage than before. This new normal 

is characterized by lower average attendance, specific peak days, and a reimagined 

role for the office itself.

Perhaps the most fundamental change is that office attendance has stabilized at a 

significantly lower level than in the pre-pandemic era. Data from security swipes and 

other measures indicate that across the top US metros, physical office occupancy is 

averaging only about 50%–60% of pre-2020 norms on any given day.22 Put differently, 

half of workstations are typically empty, reflecting the widespread adoption of 

work-from-home for part of the week. Despite some companies enforcing stricter 

return-to-office policies, the overall utilization of offices nationally has not materially 

risen above this range, suggesting that hybrid work is an enduring reality.

Equally striking is the time-of-week concentration of office work. Across the US, 

midweek days now see the highest turnout in offices, specifically Tuesdays, as 

workers converged on those days for meetings and collaborative tasks. On the 

other hand, Mondays and Fridays are often sparsely populated.23 This pattern 

holds in many cities, where office districts are lively from Tuesday to Thursday, 

then noticeably quiet on Fridays. Many companies have effectively bowed to hybrid 

preferences among their employees. 

22 � Source: Kastle Systems, “Back 

to Work Barometer”, as cited in 

Bloomberg, March 2025: “The 

New Shape of the Office Week”.
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23 � Source: Kastle, Back to Work 

Barometer, June 2025.
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Another aspect of the new normal is smaller space per tenant. Surveys show a 

majority of large companies have either downsized their offices or plan to do so as 

leases roll over.24 One reason is straightforward: with a portion of staff remote at 

any time, firms can operate with smaller spaces by using desk-sharing and flexible 

seating. Many corporations have adopted “desk hoteling” apps, where employees 

reserve a desk on the days they come in. As a result, the average size of new 

office leases is nearly 20% lower than pre-pandemic.25 The overarching theme is 

efficiency: companies are trying to optimize every square foot of office space they rent, 

given that it is now underutilized for much of the time.

Crucially, the function of the office is evolving in this hybrid era. Many organizations 

view the office less as a daily production site for individual work (which can often 

be done remotely), and more as a periodic collaboration hub and a place for 

fostering culture. The design of offices is changing accordingly. Newer layouts favor 

more conference rooms, open team spaces, and amenities, and relatively fewer 

private offices or individual cubicles. This is intended to support activities that 

benefit from gathering in person, such as brainstorming sessions, client meetings, 

on-boarding new hires, and social events. Tech firms, for instance, have added 

lounges, coffee bars, and event spaces. Thus, even as the total demand for 

space shrinks, the qualitative demand is shifting toward higher-quality buildouts 

that facilitate a hybrid style of work. This ties back to the flight-to-quality noted 

previously: tenants want offices that employees want to come to, with perks they cannot 

get at home.

25 � Ibid

24 � Source: “The Flight to Quality: 

Choosing Class A Spaces”, PNW 

Commercial Compass, April 

2025.

How long will the shakeout last?

The phrase “structural change” is often used for the post-COVID office slump, and by 

definition, structural shifts are not resolved quickly. Industry observers broadly agree 

that the excess supply of office space will take years to absorb. The key drivers of 

this timeline include the pace of lease expirations, the potential for adaptive reuse (i.e., 

conversions) of offices, and broader economic conditions that could either stimulate 

demand or cause further contraction. Figure 7 shows how the national office vacancy 

rate recently hit a peak not seen in over a decade. It is hard to know where vacancy 

rates will eventually settle in and how long it will take to get there.

There are many sources for office vacancy rates, each slightly different from one 

another due to distinct data sources, methodologies, and market focuses. In an 

effort to get the most accurate representation of the market’s current state, we show 

two different sources in this chart NCREIF and CommercialEdge. NCREIF has a long 

history of available office vacancy data, however it is primarily focused on higher-

quality properties. By not including the lower quality, less desirable properties that 

have been hit the hardest in recent years, their current office vacancy rate of 14.6% 

may understate what is actually going on. On the other hand, CommericalEdge’s 

office vacancy data has a less robust history, but includes a broader scope of office 

properties, particularly the lower quality ones not accounted for by NCREIF, and 

therefore may be a better representation of the overall market.
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figure 7
Office Vacancy Rates

Sources: NCREIF Trends Report, as 

of March 31, 2025. CommercialEdge, 

Office Market Reports, April 2025. 

A major factor is the lease expiration cycle. Office leases are typically long term 

(often five to ten years or more), which means that when the pandemic hit in 2020, 

many tenants were locked into leases that ran through at least the mid-2020s. 

Rather than terminating contracts early (which is costly or practically impossible), 

numerous companies kept paying for space they were not fully using. Many of those 

pre-pandemic leases are coming due soon. By one estimate, over 265 million square 

feet of office leases in the US are set to expire in 2025 alone (across both corporate 

and investor-owned properties).26 As these leases roll, many tenants are expected 

to either downsize or negotiate significant rent concessions. Some may not renew 

at all, opting to consolidate into other locations or allow more remote work. Thus 

2025–2026 may bring another spike in vacancies as this “shadow” vacancy (i.e., 

space that was effectively unused but still under lease) formally hits the market.

Even after the leases roll and companies cut excess space, there may still be a 

substantial structural surplus of office space relative to tenants’ needs. High 

vacancy rates could therefore persist through the decade. Some commercial real 

estate firms have gone so far as to say we may not see national office vacancy back 

in the low teens until the 2030s, if ever, unless supply is removed from the market.27 

An important question is how surplus office space will be dealt with. There are 

two primary options: construction of new office space drops off or comes to a halt 

(to prevent adding supply), and existing under-used buildings get removed or 

repurposed. Both are happening to some extent. Office construction has already 

slowed dramatically as developers have shelved many new office projects. Further, 

many planned towers are being redesigned for residential or life-sciences use 

before a shovel ever hits the ground.

27 � Sources: Newmark Research, Q1 

2025 US Office Capital Markets 

Report and Green Street 

Advisors, US Office Sector 

Outlook – 2024–2025.

26 � Source: Newmark Research, US 

Office Outlook – Q1 2025.
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Adaptive reuse of old offices, particularly converting them into apartments, is often 

touted as a solution to both the office glut and housing shortages in many cities. 

However, even optimistic scenarios have conversions absorbing only a fraction of 

the excess office stock. Other buildings may be razed entirely, especially in cities 

where land values justify redevelopment. But demolition on a broad scale is costly 

and faces its own challenges (not least the environmental impact).

2025 is expected to be the first time since at least 2000 that more office space was 

removed than added in the US.28 This pullback in development is a positive sign 

for the market’s long-term health, as it prevents the glut from being exacerbated. 

Anecdotally, some firms have indicated that they expect the total inventory of 

office space in the US to shrink over the second half of this decade, as demolitions, 

conversions, and densification gradually chip away at the excess.

Turning to leases, with the exception of a slightly positive reading in the fourth 

quarter of 2024, the US office market has consistently recorded negative net 

absorption (i.e., more space was vacated than leased) since before the pandemic 

(see Figure 8). Tenants continue to give up more space as old leases expire, though 

new leases (often for higher-quality space) are at least picking up modestly. The 

sublease glut, whereby millions of square feet have been listed by companies trying 

to offload excess space, appears to have peaked.29 However, any recovery will likely 

be slow and uneven, given the headwinds discussed.

29 � Sources: JLL Research, US 

Office Outlook – Q1 2025 and 

CBRE Research, US Office 

Figures – Q4 2024 / Q1 2025.

28 � Source: CBRE, “Conversions & 

Demolitions Reducing US Office 

Supply,” June 3, 2025.

figure 8
Net Absorption for US 

Office Space

Source: Cushman and Wakefield.
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All told, the work-through period for this structural change will likely be measured 

in years and possibly a decade or more. Vacancy rates may rise further in the near 

term (as the lease resets of 2025 play out) before they eventually peak and start 

to inch down as supply shrinks. By 2027–2030, we might see a healthier equilibrium 

begin to emerge. The hope is that by then, enough office stock will have been 

repurposed or removed so that the remaining inventory is more in line with the 

new level of demand. In this scenario, the offices that survive and thrive will be those 

of higher quality or better location, and the worst of the oversupply will have been 

taken out of circulation.
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Conclusion

The US office space market is undergoing a painful metamorphosis, driven by 

shifts in supply and demand. However, the office slump is having disproportionate 

impacts both geographically and by office quality. Manhattan’s vacancy rate has 

doubled since the pre-pandemic period but remains below that of many cities. 

Tech hubs like San Francisco and Austin are worse off, while some Sun Belt cities 

are recovering more quickly. High-end office buildings with modern amenities and 

prime locations are maintaining higher occupancy and even raising rents in some 

cases. Meanwhile, lower-tier offices are facing low demand and significant rent 

declines, risking obsolescence.

The reduction in office space signals a long-term adjustment that seeks to align 

inventory with new realities, particularly in the wake of hybrid work trends. The 

“new normal” will eventually simply become normal, and offices will remain a 

fixture of American cities – though likely fewer, leaner  , and more geared toward 

collaboration. The timeline for reaching that steadier state is uncertain, but current 

indicators suggest a multi-year horizon.

Higher interest rates and tighter credit pose a further challenge for the office sector 

as a wall of refinancing approaches. Building owners may find it hard to refinance, 

leading to more distressed sales and defaults, especially for lower-tier properties. 

As long as rates remain elevated, a market recovery does not seem imminent. 

More broadly, the journey toward equilibrium in the office sector is likely to be slow 

and uneven, potentially extending into the next decade.

 

It is important to navigate this evolving landscape with patience, as further value 

corrections and tenant preferences for higher-quality spaces reshape the market. 

By the early 2030s, we will see which offices have survived the great reset and which 

have been reinvented or left behind. The office is not obsolete, but it is certainly 

reinventing itself, and that process is not a single event but an ongoing evolution.
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Important Information

This report (the “report”) has been prepared for the sole benefit of the intended 

recipient (the “recipient”). 

Significant events may occur (or have occurred) after the date of this report, and it 

is not our function or responsibility to update this report. The information contained 

herein, including any opinions or recommendations, represents our good faith views 

as of the date of this report and is subject to change at any time. All investments 

involve risk, and there can be no guarantee that the strategies, tactics, and methods 

discussed here will be successful.

The information used to prepare this report may have been obtained from investment 

managers, custodians, and other external sources. Some of this report may have 

been produced with the assistance of artificial intelligence (“AI”) technology. While we 

have exercised reasonable care in preparing this report, we cannot guarantee the 

accuracy, adequacy, validity, reliability, availability, or completeness of any information 

contained herein, whether obtained externally or produced by the AI.

The recipient should be aware that this report may include AI-generated content 

that may not have considered all risk factors. The recipient is advised to consult with 

their meketa advisor or another professional advisor before making any financial 

decisions or taking any action based on the content of this report. We believe the 

information to be factual and up to date but do not assume any responsibility for 

errors or omissions in the content produced. Under no circumstances shall we be 

liable for any special, direct, indirect, consequential, or incidental damages or any 

damages whatsoever, whether in an action of contract, negligence, or other tort, 

arising out of or in connection with the use of this content. It is important for the 

recipient to critically evaluate the information provided.

Certain information contained in this report may constitute “forward-looking 

statements,” which can be identified by the use of terminology such as “may,” “will,” 

“should,” “expect,” “aim,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue,” 

or “believe,” or the negatives thereof or other variations thereon or comparable 

terminology. Any forward-looking statements, forecasts, projections, valuations, 

or results in this report are based upon current assumptions. Changes to any 

assumptions may have a material impact on forward-looking statements, forecasts, 

projections, valuations, or results. Actual results may therefore be materially different 

from any forecasts, projections, valuations, or results in this report. 

Performance data contained herein represent past performance. Past performance 

is no guarantee of future results.


