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United States: Office Market Dynamics

Office headlines

Leasing recovery progressing

Leasing volume slowed moderately from
post-pandemic highs in Q4, but reached 50.4
million s.f.in Q1 2025, growing more than
15% compared to Q1 2024.

Leasing volume over the past 12 months now
reflects 89% of typical pre-pandemic activity.

Federal government cutbacks
contributing to occupancy loss

Occupancy losses returned as net absorption
fellto-8.1 million s.f.in Q1, driven in large part
by federal lease terminations, contractor
sublease additions and inventory removals.
Downsizing rates continue to stabilize, falling
to just 6.6% over the past year.

Rents slowly climbing; renewals becoming

more dominant

Direct asking rents continue to be largely
stable, growing by 0.14% QoQ as landlords
continue to maintain or increase rents in most

cases, and significant discounts have been rare.

Stabilizing concessions among renewal
transactions are helping to drive up effective
rental rates.

Net inventory losses are accelerating

Conversion and redevelopment volume
remains high at the outset of 2025, and
completions fell to their lowest level in over a
decade with only 3.5 million s.f. delivered.
Overall U.S. office inventory declined by more
than 10 million s.f. and may fall by an
additional 40 million s.f. by the end of the
decade.

Key Trends

By the numbers

4.8 billion

Existing inventory (s.f.)

31 million

Under construction (s.f.)

19.9%

Direct vacancy

22.6%

Total vacancy

-8.1 million

YTD net absorption (s.f.)
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Economy
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Interest rates and government bond yields

Central bank interest rate and gov’'t bond yields (%)

Fed Funds Rate 10 Yr US Treasury

Economy 10%

* Awhirlwind of new government policies, largely 9%
issued by executive authority, have dramatically
altered growth expectations and monetary policy 8%
expectations.

*  Sweeping tariffannouncements have had a 7%
significant impact on GDP growth expectations and
company valuations. 6% 4.48%

+ Office-using labor markets have largely held steady
since the beginning of the year, with Information 506
shedding 1,000 jobs, but Finance adding 25,000,

Professional Services adding 10,000 and Government
adding 20,000 jobs since January. 4%

» Efforts by the newly-established Department of 499%
Government Efficiency have largely not registered in 3% '
national labor data as of March, but further job losses
are expected in that segment. 2%

* Uncertainty is meaningfully driving down growth
expectations, which is pressuring the Fed to cut rates 1%
more aggressively than earlier anticipated. After
reactions to the April 2 tariff announcements, 0
investors currently expect four to five interest rate 0%

1990 2001 2012 2023

cuts by year-end.

Source: U.S. Federal Reserve
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Net absorption and vacancy

*  Occupancy losses returned, with the U.S. posting 8.1
million s.f. of negative net absorption. Occupancy
losses were elevated in Q1 by federal lease
terminations, federal contractor sublease additions,
and buildings removed for conversion which had
space leased prior to removal. This still reflects a 60%
improvement from Q1 2024, where negative net
absorption exceeded 20 million s.f.

» Total vacancy increased by 34 basis points QoQ to
22.64%, however, due to inventory removals and
stronger recent leasing, availability rates declined for
the third consecutive quarter, by 10 bps or 8 million
s.f. nationally.

* Inthe remainder of the year, net absorption is
expected to stabilize, and vacancy rates are expected
to plateau and eventually decline. Downsizing activity
has improved dramatically in the past year, with
larger tenants trimming just 6.6% of space upon
expiration. With more expansionary leases set to take
occupancy throughout the year, both absorption and
vacancy should begin to improve in the second half.

Demand

Historical absorption and vacancy

Net absorption (s.f.) Overall vacancy (%)

30,000,000 25%
22.6%
20,000,000
20%
10,000,000
0 15%
-10,000,000 I 5.065204
[0)
-20,000,000 10%
-30,000,000
5%
-40,000,000
-50,000,000 0%
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

I Net absorption Overall vacancy
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Demand
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Historical gross leasing activity

Leasing activity
70,000,000

* Leasing activity fell slightly from post-pandemic highs
established in Q4 2024, but grew 15.3% vs. Q1 2024 to
50.4 million s.f. Over the past 12 months, office leasing 60,000,000
has returned to 89% of pre-pandemic levels

50.4 million s.f.
nationally. Seasonally, Q1 tends to be the least active
quarter of the year for office leasing, and in six of the 50,000,000
last eight years excluding 2020, Q1 represented the ”E
lowest quarterly volume. o0
» Gateway markets experienced the most significant = 40.000.000
slowdown in leasing activity in Q1, falling 10% 3 T
quarter-over-quarter while the remainder of the g
country was largely flat. Gateway markets have IG) 30.000.000
reached over 80% of pre-pandemic volume in the T
past year, while secondary markets reached over 90%
and tertiary markets are exceeding pre-pandemic
averages. 20,000,000
10,000,000
0
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

© Jones Lang Lasalle IP, Inc. 2025



United States: Office Market Dynamics

Development activity

Just 3.5 million s.f. of new product delivered in Q1,
the lowest quarterly total in over a decade as
completions now begin to slow materially. Just over 1
million s.f. in this quarter’s deliveries remain available
for lease.

Groundbreakings continue to be scarce, with less
than 1 million s.f. breaking ground in Q1. The pipeline
has now declined 78% since 2019 to 31 million s.f.
nationally, and 72% of space under development is
preleased.

Conversions and redevelopments remain active in
Q1, with an additional 7.5 million s.f. of buildings
slated for removal. Overall inventory declined by over
11 million s.f., as more than 15 million s.f. in removal
projects began this quarter, well exceeding the 3.5
million s.f. of deliveries.

Overall inventory is expected to decline by roughly 50
million s.f. by the end of the decade based on current
proposals for conversions and redevelopments in
major markets. If inventory removals remain elevated
and new development sees a prolonged slowdown,
that number could grow.

Historical deliveries and pipeline

Quarterly deliveries (s.f.)

25,000,000

20,000,000

15,000,000

10,000,000

5,000,000

2016 2017

mmm Deliveries

2018

2019 2020

Net change in supply

2021

2022

2023

YoY net change in total supply

2024

1.2%
1.0%
0.8%
0.6%
0.4%
0.2%
' 0.0%
-0.2%

-0.4%
2025
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Historical direct asking rents

Average asking rent (USD per s.f.)

$50

Trophy and Class A
$44.88
(+13 bps QoQ)

Rents

» Direct asking rents remain largely stable, growing by
0.13% quarter-over-quarter as landlords continue to $45
maintain orincrease rents in most cases, and
significant discounts have been rare.

+ Executed rents are strengthening, with both base $39.79
rates and effective rents growing quarter-over- (+13 bps QoQ)
quarter. Effective rents are growing more quickly than 340
base rates on average as T.I. allowances for renewals,
which are becoming a dominant share of the market,
continue to stabilize.

+ First-generation new leasing has declined by more
than 50% over the past six quarters due to a shortage
of available space, while renewal volumes have
grown almost 30% during that same period.

* Renewal activity is expected to remain high for the
foreseeable future with relocation options,
particularly upgrade options for Class A tenants,
becoming more limited in some markets.

Overall Average

$35

$30

$§25
2016 2017 2018 2019 2020 2021 2022 2023 2024
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Large employers continue to increase
office attendance requirements

+ Aggressive top-down mandates issued to federal
employees on Inauguration Day and implementation
of full-time return-to-office requirements by major
private-sector employers have increased office
utilization rates and reduced the share of hybrid and
fully remote roles.

»  While large private-sector employers have largely
kept policies consistent during Q1, full office
requirements went into effect for federal workers, and
several state governments have issued similar new
policies in the wake of that change, including
California, Texas, and Minnesota.

*  With many of the largest employers and office tenants
in the nation, including Amazon, JP Morgan, Walmart
and 19 other Fortune 100 employers now requiring
five days of attendance for most employees, the
average requirement across the Fortune 100 index is
3.74 days per week.

» Attendance rates and average weekly requirements
are expected to continue to incrementally grow over
the course of 2025, underpinned by a softening labor
market, which will shift more leverage to employers.

Fortune 100 Office Attendance Policies

Q42022

Team-
Dependent/Other

14%

Fully
Remote

14%

Fully In-Office
2%

Average weekly requirement:

2.2 days

Spotlight on occupancy

Q12025
Fully Remote Team-Dependent/Other
1% 4%
Fully In-Office
39%

Average weekly requirement:

3.7 days
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Sun Belt maintains a lead, but gateway

cities trending in the right direction

10

Gateway markets take diverging paths as more
disjointed industry-level headwinds are emerging.
The Washington, DC, market is the nexus of
headwinds at the moment as the federal
government has signaled aggressive footprint-
cutting targets and contractors adapt to changes in
agency spending. On the other hand, Manhattan
continues to be one of the leading markets in the
country, with another quarter of positive net
absorption in Q1 after full-year occupancy growth in
2024, and leasing volume continuing to improve
year-over-year.

Generally, secondary and tertiary markets have seen
a more complete recovery than gateway markets in
terms of transaction volumes and rightsizing.
Secondary markets have returned to more than
90% of pre-pandemic leasing activity over the past
12 months, and tertiary markets are exceeding pre-
pandemic activity in the past year, with many also
seeing vacancy declining.

Sun Belt markets continue to be a beneficiary of
outpaced demographic momentum and corporate
migration, as companies target lower-cost labor
hubs and tax advantages.

Office rental clock

Miami

Nashville
Charlotte, Dallas, New York

Austin, Silicon Valley

Peaking
phase

Rising
phase

Property Clock

Washington, DC

Philadelphia
Los Angeles
‘ Chicago, Denver, New
. Jersey, San Francisco
Bottoming ‘ /
phase
‘ Orange County, Phoenix

. . . “ . Austin, Houston

Boston
San Diego, Seattle
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Historical office transaction volumes
Transaction volumes (USS billions)
$140

Capital markets

§120

» Office investment volume reached $11.0 billion in Q1,
growing by more than 60% compared to Q1 2024, the
most significant year-over-year increase since sales
began slowing in 2022.

» Office delinquency rates declined quarter-over-
quarter for the first time since the distress pipeline
began growing in 2022. Delinquency fell from 11.0% $80
in December to 9.7% at the end of March, although
special servicing rates did expand from 4.1% to 5.8%.

Lower levels of distress will be accompanied by other
improvements in landlords’ ability to fund capital $60
improvements or concessions, expanding the

“transactable” market for office tenants.

* Despite the downward revisions to economic growth 4
expectations, the more aggressive rate-cut
expectations could significantly relieve pressuresin
the capital markets, which largely stem from
valuation discounts that have been driven by surging $2
capital costs.

* Aconsistent recovery in investment sales volume has
been an important precursor to new development in 50
ol eyeles—ipiiesllly, grouieloresldngs eyl it 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
accelerate within a year of a steady capital markets

recovery. Q1 mQ2 Q3 mQ4

$100

(@)

(@)

Source: JLL Research, Real Capital Analytics
Note: Transactions above $5 million; excludes medical office, data center and lab.
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Outlook

The occupier-led recovery of the office market appears to be continuing apace in Q1, but new risk factors stemming
from macroeconomic uncertainty have emerged. S&P 500 equity prices have declined by double-digits from recent
highs, and prolonged volatility in the equity market has been strongly associated with declining office leasing and an
influx of sublease space over recent years.

Still, downsizing rates have improved dramatically over the past year, and greater adoption of office attendance
mandates has forced several large occupiers to enter expansion mode, indicating that the remainder of the year should
see considerably less occupancy loss, and the potential for positive net absorption and declining vacancy rates in the
second half of the year.

One of the most promising signs in Q1 was a meaningful improvement in capital markets liquidity for the office sector,
and tentative improvements in distress levels. More fluid capital flows and reset bases will enable more investment
from landlords into concessions and upgrades for Class A buildings with limited transactability in the current
environment and will signal an upcoming acceleration in new development—both of which will be critical to
supporting the demand recovery as limited high-end space increasingly hampers transaction volume.

Outlook
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About JLL

For over 200 years, JLL (NYSE: JLL), a leading global commercial real estate and investment
management company, has helped clients buy, build, occupy, manage and invest in a variety of
commercial, industrial, hotel, residential and retail properties. A Fortune 500 company with
annual revenue of $20.8 billion and operations in over 80 countries around the world, our more
than 111,000 employees bring the power of a global platform combined with local expertise.
Driven by our purpose to shape the future of real estate for a better world, we help our clients,

Research authors people and communities “See a Brighter Way.” JLL is the brand name, and a registered
trademark, of Jones Lang LaSalle Incorporated. For further information, visit jll.com.

Scott Homa Jacob Rowden
Head of Property Sectors Research Senior Manager, Office Research
. . COPYRIGHT © JONES LANG LASALLE IP, INC. 2025

Americas Research Americas Research

Scott_Homa@jII_com Jacob_Rowden@jll_com This report has been prepared solely for information purposes and does not necessarily purport to be a complete
analysis of the topics discussed, which are inherently unpredictable. It has been based on sources we believe to be
reliable, but we have not independently verified those sources and we do not guarantee that the information in the
report is accurate or complete. Any views expressed in the report reflect our judgment at this date and are subject to
change without notice. Statements that are forward-looking involve known and unknown risks and uncertainties that
may cause future realities to be materially different from those implied by such forward-looking statements. Advice we
give to clients in particular situations may differ from the views expressed in this report. No investment or other
business decisions should be made based solely on the views expressed in this report.
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