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Executive Summary
– Office fundamentals have improved since last quarter. We expect the vacancy rate to have peaked at 19% and remain around this level until late 2025. 

– We observed a second straight quarter of positive net absorption at 4.7 MSF, an improvement from last quarter’s 2.3 MSF.

– Our Baseline calls for nominal rents to grow at a muted speed, growing less than 1% per year until the end of 2025. And 1.1% per year, on average, in the long term. 

– However, real asking rents are down 16.6% compared with the start of the pandemic, surpassing the 16.5% drop during the Global Financial Crisis (GFC). 

– The near-term supply pipeline is slowing, and those premiere projects moving forward will support the continued flight to quality. We expect office construction to 
pull back in the mid-term and stay muted in the long run. The annual completion rate for the next decade is expected to be 0.4%, much lower than the long-term 
average of 1.4%.

– Prime assets in Live-Work-Shop submarkets will continue to benefit from the flight-to-quality trend. The lack of supply will further bolster the prime segment’s 
performance, and we expect this trend will only intensify as occupiers adopt more formal sustainability goals.
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Q3 2024 CBRE Econometric Advisors’ Economic Forecast Brief

– Soft landings are rare, but recent data suggest that this outcome for the economy is increasingly likely. Business investment is holding its own and consumer 
distress is confined to a few vulnerable segments. Discretionary spending, such as travel, is generally on a par with last year but is not showing signs of 
accelerating further. The key threat to consumption is a rollover in the labor market. A key cause for concern is that deteriorating profit margins have weighed on 
private sector hiring. Further, the healthcare sector, which has been a key growth driver in recent years, has regained its pre-pandemic trend and further outsized 
gains are unlikely. These factors help explain the steadily falling job openings rate. On the other hand, companies are not shedding workers at a particularly high 
rate. The labor market has slowed, but it is not slumping. 

– While many are focused on November’s election, the most consequential policy lever has already been pulled via the FOMC’s 50 basis point September cut and 
signaling another 50 by year-end. It is plausible that stronger economic data prints could reign in the pace of cuts before year-end. This easing of financial 
conditions combined with continued economic growth should support modest hiring and consumption that precedes tighter commercial space market 
fundamentals. In fact, financial markets presently believe the pace of economic growth is buoyant enough to force the Fed to moderate the pace of rate cuts. This 
also means that the term-premia is rising, and long-term yields remain higher than what real estate capital markets players may wish for. Nevertheless, credit 
markets are easing, and this is supportive for real estate markets.
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CBRE EA expects weaker growth during the long term
– The graphic to the right compares CBRE 

EA’s GDP growth outlook with some of 
the constituents of Bloomberg’s 
consensus forecast survey. While our 
near-term view is close to consensus, we 
believe that weaker productive capacity, 
mainly slower labor force growth, will 
weigh on longer-term GDP growth. 

– CBRE EA’s Q3 2024 forecast vintage was 
revised upward in the near-term as key 
indicators were coming in stronger than 
expected. Our Baseline outlook expects 
consumption to slow but remain intact 
during 2025. 
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Consumer resilience continues to exceed our expectations
– During 2023, CBRE Econometric 

Advisors underestimated how resilient 
the business and consumer sectors 
would be in the face of significantly 
higher interest rates. This resilience 
continued in Q3 2023. GDP increased by 
2.8% SAR, supported by sturdy personal 
consumption, public spending, and 
private non-residential investment. Our 
Baseline outlook expects growth to 
continue, albeit at a more moderate pace 
in 2025 due to more prudent U.S. 
consumption and a weaker global 
economy, particularly in China and 
Germany. 

– CBRE EA expects annualized quarterly 
GDP growth to oscillate in the 1% - 1.5% 
range from Q4 2024 through 2025. 

– Economic data prints and political 
events, Stateside and abroad, remain 
volatile and CBRE EA’s macro scenarios 
deserve consideration. 

 

Annualized Quarterly GDP Growth (%) by Forecast Vintage

Source: CBRE Econometric Advisors
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Consumer trends suggest a ‘soft landing’

– Consumer confidence has been trending up in recent quarters. An important driver could be continued real income growth after stinging declines two years ago. 

– The pace of Y-o-Y revolving credit growth has been halved from its peak in early 2023. This degree of change is a weight on overall retail spending but when 
paired with real income growth and improved confidence it reinforces the likelihood for a consumer ‘soft landing’. 

Source: U.S. Census BureauSource: U.S. Census Bureau
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Normalized employment levels will temper job growth

– Healthcare employment levels have recently regained their pre-COVID trend levels. This normalization capacity suggests there will be less room for outsized job growth within 
the healthcare sector, which averaged 1.6% per annum since mid-2020. The healthcare sector accounted for 38% of new jobs during the past 12 months ending in September. 

– Food & Beverage (F&B) employment was devastated by COVID but has since posted 17% annualized job growth. Nevertheless, F&B remains below its pre-COVID trend 
suggesting there could be room for further upside, but its trajectory will depend upon the resilience of the U.S. consumer.  

– With most sectors now back to pre-pandemic trend levels the pace of Y-o-Y job growth will likely slip below 1% in 2025.

Source:  U.S. Bureau of Labor Statistics, CBRE Econometric Advisors
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Something to watch—fewer private industries are creating jobs
– The U.S. Bureau of Labor Statistics 

generates a private payroll diffusion 
index to measure broad-based changes 
in the labor market. This index is 
comprised of more than 250 different 
private-sector industries. A score higher 
than 50 signifies that most industries are 
creating jobs.   

– Presently, the diffusion index has quickly 
declined to around 50, suggesting that 
the base of private-sector job creation 
has narrowed considerably. Traditionally, 
a dive in the private payroll diffusion 
index is a signal of further economic 
retrenchment. 

– One reason for weaker private sector 
growth is weaker corporate profits. 
Some of this could ease as lower interest 
rates help pad margins. 
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The Fed’s policy rate outlook has shifted downward
– In September 2024, the Fed changed its 

focus from price stability to the full 
employment component of its dual 
mandate. The Committee kicked off an 
easing cycle with a 50-basis-point cut 
and suggested another 50 basis points 
is likely this year. 

– The graphic to the right exhibits the 
FOMC’s range of views on future policy 
rates. Further, the chart shows how the 
committee’s views changed from 
summer 2024. Should economic data 
suggest an acceleration in growth it is 
likely that the Fed will slow the pace of 
rate cuts. Either way, the current outlook 
is more positive for real estate activity 
and valuations. 

CBRE EA Policy Rate Outlook Relative to FOMC Expectations (%)

Source:  Federal Reserve, Macrobond, CBRE Econometric Advisors
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Meanwhile, long-term rates have trended up in recent weeks

– U.S. government debt is over $35 trillion. Because this debt is growing faster than GDP, interest payments will become a larger portion of federal outlays and GDP over 
time. The prospect of a growing deficit and increased Treasury auction sizes is likely, regardless of a Trump or Harris win, and will put upward pressure on term 
premiums.

– The term premium, or excess yield required for holding longer-term bonds, has steadily increased since September. This uptick is attributed to a variety of factors 
including signs of reaccelerating economic growth and the potential for a second Trump presidency, which would carry notable inflationary risks via widespread tariffs. 

Source: Federal Reserve, CBRE Econometric Advisors
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U.S. elections have little impact on CRE capital markets
– Despite the contrast in policy paths 

ahead, investors should note presidents 
have minimal ability to impact the 
economy. To the extent they are able to, 
it is with a lag.

– Elections do not appear to have a 
significant impact on long-term trends, 
such as yields, which we plot in the 
graph to the right.
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U.S. office sector sees second straight quarter of positive absorption

– In Q3 2024, the overall office Sum of 
Markets* witnessed continued 
improvement in net absorption, reaching 
4.7 million sq. ft. (MSF), up from last 
quarter’s 2.3 MSF. Furthermore, this 
marks the second quarter of positive net 
absorption since Q4 2022.

– Although trailing four-quarter net 
absorption remained negative at -4.4 
MSF, there is a clear upward trend 
indicating improvement.

– Completions declined again with 3.9 MSF 
delivered in Q3. 

*Our office Sum of Markets is based on 52 U.S. markets

Net Absorption Remain Positive

Source: CBRE Econometric Advisors, Q3 2024
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Vacancy rate unchanged for the second quarter in a row
– The overall office vacancy rate 

remained unchanged at 19.0% in Q3 
2024, 220 bps higher than the peak 
(16.8%) during the GFC.

– Vacancy is up 58 bps year-over-year (Y-
o-Y) and 670 bps from Q1 2020. The Y-
o-Y difference in vacancy shows that 
the speed of increase is slowing down.

– The market is considered a tenant-
friendly market with a vacancy rate 
significantly above the long-run average 
(1990 to 2019) of 14.3%.

Vacancy Rate 

Source: CBRE Econometric Advisors, Q3 2024
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Positive absorption is becoming more broad-based
– The diffusion index is the share of 

markets with improved demand 
(positive net absorption) minus the 
share of markets with deteriorated 
demand (negative net absorption)

– Diffusion index is calculated as: 

‒ (Count of positive net absorption-
count of negative net absorption)/ 
Count of total markets

‒ A value above 0 is considered 
expansion; as of Q3 2024, the index 
sits at 0.20.

– More markets are improving. In Q1 2023, 
out of 64 markets, only 18 markets 
showed positive net absorption; in Q3 
2024, 38 markets showed positive net 
absorption.

Diffusion Index Shows Upward Trend

Source: CBRE Econometric Advisors, Q3 2024

Note: The calculation method is from Richmond Fed’s June 2022 Economic Brief 
https://www.richmondfed.org/publications/research/economic_brief/2022/eb_22-22
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While still at concerning levels, the trend in highly vacant vs. highly occupied is improving

– If we define a vacancy rate greater than 50% as highly vacant, we can see a continued surge in the percentage of such office buildings, from 4.5% of inventory to over 9% as of Q3 2024. 

– Meanwhile, if we define highly occupied buildings as 90% occupied, we continue to see a growing share of stock falling below that threshold. As of Q3 2024, less than half of all office 
buildings (by square footage) are highly occupied. 

– However, both highly vacant and highly occupied building percentages have shown signs of improvement (reversal of directions), signaling a slowing of occupancy losses. 

Source: CBRE Econometric Advisors, Q3 2024Source: CBRE Econometric Advisors, Q3 2024
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Near-term supply headwinds are still a concern in a few markets

– The top 15 markets for space currently 
under construction are expected to 
deliver 21 MSF in the next two years, 
representing 69% of national 
completions.

– Projected completions in Austin, Miami 
and Nashville represent more than 3% of 
existing stock. Nashville is highest with 
4.5% of its stock scheduled to be 
completed in the next two years.

Scheduled Completions for the Next Two Years (MSF)

Source: CBRE Econometric Advisors, Q3 2024
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Effective rent showing more declines than asking and taking
– Asking rents dropped slightly during 

2020 and 2021 but are now 1.0% higher 
than Q1 2020 levels. 

– Taking rents, on the other hand, are now 
2.1% lower than in Q1 2020.

– Effective rents are down 8% compared 
with pre-pandemic levels.

– The EA Effective Rent series takes TI, 
free rent, rent escalation and a discount 
rate into account.

Sum of Markets: Rent Comparison ($/SF)

Source: CBRE Econometric Advisors, Q3 2024
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Where are we in this cycle?

– Office-using employment has grown 5.3% since Q1 2020 to 23 million workers. While total stock increased 4.4%, occupied stock declined 3.6% during that time. 

– On a national level, the occupied space per employee declined during that time from 161 to 147, an 8.4% drop. 

– Charting the Y-o-Y change of occupied space per employee shows that the correction in this metric has reached a relatively stable point.

– Office demand is expected to pick up as most occupiers’ current office utilization patterns are at a steady state, and we expect the steady labor markets to support growing office-using 
activities.

Source: CBRE Econometric Advisors, Q3 2024Source: CBRE Econometric Advisors, Q3 2024
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Commodity office buildings are being left behind
– The hardest-hit buildings are those that 

contributed the most (top 10% of 
buildings) to vacancy increases from Q1 
2020 to present. More than 65% of these 
buildings were built between 1980 and 
2010. The building boom of the 1980s 
created a new class of commodity stock 
– one that is exclusively feeling the pain 
of the new hybrid normal.

– More than half of buildings seeing 
stinging occupancy losses are Class A. 
This again indicates that the current 
classification systems are missing the 
nuances between Prime assets, which 
are performing, and A-minus buildings, 
which are experiencing the bulk of the 
sector’s post-pandemic pain.

Increase In Vacant SF (‘000 SF), Q3 2024 less Q1 2020

Source: CBRE Econometric Advisors, Q3 2024
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Prime office outperforms non-prime

– EA’s new Prime office data series examines the top 50 markets’ Prime office performance since 2018.

– Unlike Class A, which comprises more than 60% of total stock, Prime buildings in these 50 markets represent 8.7% of market stock and about 1.7% of the total building count. 

– The vacancy rate gap between Prime and Non-prime is currently around 380 bps.

– The asking rent gap between Prime and Non-prime widened significantly since 2018. Factoring in vacancy, Non-prime’s economic rents are down 2% since 2018. Conversely, 
Prime economic rents are up 15%. 

EA Economic Rent : EA Asking Rent * Occupancy Rate

Source: CBRE Econometric Advisors, Q3 2024

Source: CBRE Econometric Advisors, Q3 2024

*Note:  National prime figure represents 50 US markets.

*National Vacancy Rate (%) National Economic Rent Performance ( 2018=100)
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Prime office outperforms others

– Net absorption for Prime stayed positive even at the height of the pandemic while Non-prime experienced large declines and has not turned positive since. From Q1 
2020 to present, occupied stock among Prime buildings increased 19% vs. Non-prime’s decrease of 5%.

– While Prime completions averaged 6.3% from 2020 to 2023, they are rapidly declining. YTD, the completion rate was only at 2.2%.

– We expect completions to be muted going forward, serving as a tailwind for existing Prime stock. 

Source: CBRE Econometric Advisors, Q3 2024

National Net Absorption (MSF) National Completion Rate (%)

Source: CBRE Econometric Advisors, Q3 2024
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Prime office performance by market

– Prime performance varies by market, but asking rents for Prime are, on average, 1.8 times Non-prime rents. 

– Prime vacancy rates are generally lower than Non-prime - with Seattle being an outlier. The underperformance could be attributed to a lack of demand (due to the 
slowdown of the tech sector) coupled with significant supply deliveries in recent years. 

Source: CBRE Econometric Advisors, Q3 2024

Markets: Vacancy Rate Comparison (%) Markets: Rent Comparison ($/sf)

Source: CBRE Econometric Advisors, Q3 2024
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The flight to Live-Work-Shop submarkets
– In the current office environment, being 

in a quality building might not be 
enough. Employers are trying to offer 
the best environment not just inside the 
building but also OUTSIDE the building.

– The orange dots in this chart represent 
the average quarterly net absorption 
rate since Q1 2020 for the broader 
market. 

– Live-Work-Shop submarkets have 
significantly higher net absorption rates 
than their respective markets (especially 
Charlotte and Chicago), indicating 
strong demand from occupiers and clear 
bifurcation within the market.

Average Quarterly Net Absorption Rate (%) for Live-Work-Shop Submarket Vs. Market, Q1 2020 to Q3 2024

Source: CBRE Econometric Advisors, Q3 2024
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Office fundamentals stabilizing but a long road ahead
– Vacancy peaked at 19.0% since Q1 2024.

– The vacancy rate is expected to remain 
around 19% until Q3 2025.

– Nominal asking rents are expected to 
grow, but at a muted speed.

– Stable job growth coupled with limited 
new supply will rebalance markets 
beginning in late 2025.

– Occupied space, however, will not be 
back to pre-pandemic levels until 2028.

Baseline Forecast

Source: CBRE Econometric Advisors, Q3 2024
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Asking rent continues to growth despite record high vacancy rate
– Nominal rents increased 1.1% since Q1 

2020. However, real asking rents are 
down 16.6% since the start of the 
pandemic, surpassing the decline during 
the GFC (16.5%). 

– Due to rising operating costs and 
landlords' reluctance to reduce face 
rents, asking rent has not seen any 
downside movement and is not expected 
to decline.
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Leasing and absorption beginning to recover
– Q3 net absorption of 4.7 MSF 

represented an improvement from last 
quarter’s 2.3 MSF. 

– We expect continued positive-but-low 
absorption in the back half of 2024 and 
into 2025. 

– Slowing employment growth will likely 
weigh on office leasing in the long run.

– Occupied space won’t return to its pre-
pandemic level until 2028.

Firms Reevaluate Future Space Needs

Source: CBRE Econometric Advisors, Q3 2024
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Developers pull back, but demand for new, high-quality space 
will support some new development
– Supply forecasts for the next eight 

quarters are based on property-level 
construction pipeline data. 

– Except for a few properties already 
moving ahead, we expect developers to 
pull back over the medium term. The 
long-term completion rate is expected to 
be 0.4% compared with 1.4% from 1990 
to 2023.

– Driven by a flight to quality, we expect 
the continued trend of developing 
higher-quality space with careful 
attention to providing the building 
amenities that tenants demand.

– Unlike in past cycles, supply doesn’t 
accelerate to the same extent in later 
years as remote and hybrid work has a 
lasting impact.
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Downtowns are expected to perform better in the long run

– Both downtown and suburban vacancy rates held steady. The downtown vacancy rate now exceeds 
suburban by 90 bps in Q3 2024. 

– Since Q1 2020, the downtown vacancy rate has increased 920 bps while suburban only increased 550 
bps. During the GFC, both downtown and suburban increased around 400 bps.

– This speaks to the impact of remote and hybrid work, which, to date, has put more pressure on 
downtown markets.

– Downtown rental rates declined 1.2% while suburban showed a 3.3% increase compared with pre-
pandemic levels.

– However, downtowns are expected to outperform in the mid- to long term. 

– As the flight to quality intensifies, occupiers will continue to cluster around downtowns where most 
Prime buildings are located and where talent resides.

Source: CBRE Econometric Advisors, Q3 2024Source: CBRE Econometric Advisors, Q3 2024

Vacancy Rate (%) EA Asking Rent ($/SF)
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Despite hybrid work impact, job growth still drives market performance

– This rent growth is tied to strong office-
using job gains, offsetting the reduction 
in space per employee associated with 
remote work. The lack of supply in 
certain markets will also help rent 
growth.

– Markets such as Austin will continue to 
benefit from high office-using 
employment growth.

– San Francisco and Manhattan are driven 
by the recovery of their major industries, 
which creates more demand for space.

– Even these 'leading' markets are 
expected to see rent growth far below 
historical averages and notably below 
that of other product types.

Top 20 Markets for Compound Annual Rent Growth in the Next Five Years (%)

Source: CBRE Econometric Advisors, Q3 2024
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‘Baseline’ Scenario
– The Baseline Scenario assumes that economic growth will 

persist through the remainder of 2024 and into 2025. This 
expansion will ultimately be driven by continued business 
investment and a steady labor market, which will therein 
support healthy consumption—the largest component of the 
U.S. economy. A key feature of the Baseline Scenario is that 
the pace of growth does not accelerate but rather eases to 
sub-2% by H2 2025.

– Disinflation will be driven by easing goods costs, softening 
wage growth, and moderating housing costs. This pathway 
will give the Federal Reserve the ‘green light’ to maintain its 
easing policy. Our Baseline view expects the Fed Funds Rate 
will decline to 3.1% by year-end 2025. 

– The Baseline Scenario is accretive to stronger commercial 
real estate performance. Continued economic growth should 
bolster NOI growth, while lower interest rates stimulates 
capital market liquidity. 

Y-o-Y Change (%); 10-Year Treasury Displays Quarterly Yields

Source: Oxford Economics, CBRE Econometric Advisors

GDP Employment CPI US 10-Year
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‘Business Cycle Recession’ Scenario
– Previous downside scenarios were all driven by a re-

acceleration of inflation that caused interest rates and 
consumer angst to hit a breaking point that pushed the 
economy into a recession. CBRE EA believes the prospect of 
reinflation—geopolitical risks aside—is less likely and the 
greatest macroeconomic threat is the business cycle running 
its course. A plausible pathway here is the labor market 
rolling over and consumers turning more cautious. 

– The decline in aggregate demand has inflation falling slightly 
below target by mid-2025. This risk-off outlook would also 
cause U.S. Treasury yields to quickly fall back to the low-3% 
range by year-end 2025. The FOMC’s policy responses would 
be even more accommodative with the base rate hitting 2.5% 
by year-end 2025, compared to 3.1% within the Baseline 
forecast. 

– The ‘Business Cycle Recession’ Scenario is a net negative on 
commercial real estate performance as a weaker economy 
weighs on occupier markets. A potential silver lining is that 
lower borrowing costs could ease the burden of well-
occupied properties struggling to refinance. 

Y-o-Y Change (%); 10-Year Treasury Displays Quarterly Yields

Source: Oxford Economics, CBRE Econometric Advisors
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‘Growth Acceleration’ Scenario
– Unlike the Baseline Scenario that sticks a ‘Soft Landing’ the 

‘Growth Acceleration’ scenario sees the pace of Y-o-Y GDP 
growth accelerate to the low-to-mid-2% range during H1 
2025. This uptick in growth will be driven by continued 
business investment and hiring that results in a more 
aggressive consumer.

– This scenario will put upward pressure on the job openings 
rate, but sluggish labor force growth will put a ceiling on 
headline job growth. Excess hiring will come from immigration 
and older adults being lured back into the labor market by 
higher wages. These dynamics will put some upward pressure 
on wages and inflation but not enough for the Fed to 
abandon its rate cutting program. The longer end of the yield 
curve will not materially deviate from the Baseline. 

– Stronger real economic growth is a substantial tailwind for 
commercial real estate occupier and capital markets. Should 
this scenario come to fruition ‘first movers’ would be 
rewarded by attractive equity and debt yields. 

Y-o-Y Change (%); 10-Year Treasury Displays Quarterly Yields

Source: Oxford Economics, CBRE Econometric Advisors
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‘Severe Downside’ Scenario
– In this scenario the U.S. economy is shocked by a major 

exogenous event. There could potentially be an unknown 
financial threat triggered by the continued uptick in interest 
rates. 

– Such an event would trigger a severe recession in coming 
quarters analogous to the Global Financial Crisis. A key 
feature of this scenario would be lasting economic scarring 
as households, firms and the financial system struggle to 
regain their footing.

Y-o-Y Change (%); 10-Year Treasury Displays Quarterly Yields

Source: Oxford Economics, CBRE Econometric Advisors
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On top of macro factors, the office sector faces structural issues
1. Average Days Per 
Week in the Office

2. Efficiency Factor 3. De-densification 
Effect

4. Timing

24-39% 
Reduction

(market dependent)

0.55 +5% Job Growth 
counter-weight
 in this equation

– Hybrid-ready workplaces 
require more collaborative, 
support and amenity space.

– This has a positive impact 
on the demand for space.

– U.S. job and GDP growth are 
more important than ever to 
offset this reduction in per-
employee space needs. 

A 9-15% reduction in square footage per employee

Remote working 
changes the 

relationship between 
the economy and 

office demand.

– As arrival distribution 
continues to favor mid-week 
days, efficiencies in space 
reduction will be limited by 
peak-occupancy days.
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Thank you.
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