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Introduction

In 2020, Covid-19 caused global shutdowns that caused people to shelter in place leading to economic recessions and record unemployment levels. The pandemic caused different effects across different sectors with many workers being sent to work from home while others were uncertain whether their employers would survive at all. Specifically, downtown offices were closed due to health and safety concerns due to many people being close together in an enclosed space. Regardless, downtown office markets have shown strong recoveries as both employers and employees are eager to return to work in-person. While the pandemic proved that there are viable alternatives to the ways in which many were used to working, the culture of being in-office proves to be too valuable with a hybrid office configuration being the prevailing method of returning to the office. Ultimately, the ways in which markets reacted to the recession caused by the pandemic is heavily market specific and relies on the industries that exist there along with personal ties tenants may have to the area. This study sought to tell a story of how downtown offices have historically reacted in times of economic shrinkages, how the pandemic impacted sectors differently and relevant emerging themes of how downtown offices reacted to Covid-19 with a review of relevant literature. This paper also uses interviews from office tenants in Raleigh, North Carolina and market data from Charlotte, Durham, Greensboro, and Raleigh to supplement the literature and describe what is known about how offices will move forward and what uncertainties still exist to assess how downtown office markets will appear once the pandemic is over.

Literature Review

The effects of Covid-19 on cities and different markets that exist within them are extensive. This section contains a review of relevant literature on downtown offices in the forms of studies, reports, news articles, and expert interviews to understand how offices react in uncertain times and inferences on how the downtown office market will exist in a post-Covid world. Relevant spatial models that help understand why offices have been found in urban cores historically are included here as well. Last, it will end with emerging trends that planners may face due to the dynamics caused by the pandemic.

How Markets Have Reacted Historically

It is important to understand how office markets have historically been affected by economic recessions. The US has over 40 recorded recessions in history that can offer insight for this analysis.[footnoteRef:1] Recessions can be measured in many ways, such as a reduced GDP or increases in the unemployment rate. While recessions vary in their severity, office real estate has seen a drop in transactions in three out of the last seven recessions.[footnoteRef:2]  The ways in which commercial real estate can be impacted by economic uncertainty varies based on several different factors such as region, submarket, and individual property type, though the largest driver of demand is the unemployment rate. [footnoteRef:3] Therefore, when Covid-19 caused a spike in unemployment, a downward spike in demand for physical office space should be expected. In times of economic uncertainty, there are many ways in which individual businesses can react that influence the market. In classifying two different methods of self-regulation, Gulati, Nohria, and Wohlgezogen differentiate business responses to shocks into four different categories. Prevention-focused companies “make primarily defensive moves and are more concerned than their rivals with avoiding losses and minimizing risks.” This method is most concerned with preserving cash through methods such as implementing policies that reduce operating costs such as decreasing office space or reducing the number of employees. Promotion-focused decisions consist of “investing more in offensive moves that provide upside benefits than their peers.” These methods can consist of pushing change, making investments that have long-term payoffs, and acquiring talent or assets that have become available because of an economic downturn. On the other hand, pragmatic companies combine both defensive and offensive actions. Last, progressive companies deploy an optimal amount of both.[footnoteRef:4]  In their analysis, they find that prevention-focused companies tend to encounter several problems and seldomly do well after a recession. Likewise, promotion-focused companies also encounter issues along the way such as defying the gravity of the situation at hand. They conclude that a combination of both strategies leads to better outcomes in the period following recession. For example, pragmatic companies realize that cutting costs is necessary, but they also understand that investment is crucial to spur growth and that managing both will lead to better outcomes. In the end, each approach to a shock in the market leads to different outcomes whether good or bad. However, a balanced combination of offensive and defensive measures that blend and work well for each individual company is what will lead to more optimal outcomes.[footnoteRef:5] These actions can generally be performed by organizations in most sectors and show different ways in which they can react to times of economic slowdown such as the most recent recession that may lead to changes in demand of physical office space. [1: . Jennise Chaffold, “Managing a Business in a Recession: 5 Strategies,” Insperity, May 19, 2021, https://www.insperity.com/blog/managing-a-business-in-a-recession/.]  [2: . Recession-Resilient Commercial Real Estate Investing,” Alpha Investing, April 22, 2020, https://www.alphai.com/articles/recession-resilient-commercial-real-estate-investing/.]  [3: . Alpha Investing, “Recession Resilient Commercial Real Estate…”]  [4: . Ranjay Gulati, Nitin Nohria, and Franz Wohlgezogen, “Roaring out of Recession,” Harvard Business Review, October 6, 2014, https://hbr.org/2010/03/roaring-out-of-recession.]  [5: . Gulati, Nohria, and Wohlgezogen, “Roaring out of Recession”] 


The Appeal of Downtown

Different recessions have affected different real estate markets in the past. For example, the Housing Bubble of 2008 predominantly affected the residential real estate sector over others. However, the most recent economic recession caused by the pandemic led to a greater amount of uncertainty on the office real estate market.[footnoteRef:6] This was caused in part due to factors such as uncertainty on how long the pandemic would last and whether remote working would become a dominant alternative. Specifically, global transaction volumes fell 26% in the United States in the first quarter of 2021.[footnoteRef:7] However, urban downtown locations offer many benefits that cannot be found elsewhere for companies who lease office space. Specifically, the Concentric Zone Model, developed by Ernest Burgess in 1925, best explains many of the trends that we see still today related to why many firms choose to locate in urbanized, downtown areas. In this model, seen in Figure 1[footnoteRef:8], Burgess determined unique zones across cities at the time that ranged from [image: Diagram, engineering drawing

Description automatically generated]the central business district, zone of transition, working class zone, residential zone, and the commuter zone.[footnoteRef:9] This model is relevant in this instance because it explains the central business district as the downtown area, often the oldest part of the city, having the highest land values earning maximum economic returns with high densities that allow for more returns from land. This model does not hold true for all sectors today, but it can be drawn upon to show the importance this area holds for the sectors that still rely on it. Incentives to locate here include conglomeration economies, peer effects, preference externalities, along with other spatial interactions.[footnoteRef:10] Conglomeration economies are a unique spatial mechanism in which a local company pursues to buy one or more other subsidiaries in an area.[footnoteRef:11] This has the highest chance of occurring in the central business district and comes with spillover effects that allow subsidiaries to benefit from the general overall “financial, management, and marketing expertise of the corporate headquarters.”[footnoteRef:12] On the other hand, agglomeration economies is another important spatial patter that draws offices downtown. This happens when similar firms and industries choose to locate close together – take Silicon Valley for example. The agglomeration of firms was originally built only on transport savings, but has since been contributed to better job matching, higher wages, and more opportunities for civic engagement.[footnoteRef:13] Likewise, preference externalities are another spatial interaction that leads to larger market sizes due to increasing returns, differentiated products, and consumer satisfaction.[footnoteRef:14] Literature suggests there are several ways that tenants can proceed post-pandemic, but it is important to note that much of the office space that exists is not located in downtown areas just by chance. Different firms and organizations have historically chosen to locate downtown because they are generally close to other institutions that their businesses rely on.[footnoteRef:15] Financial and law firms are a prominent example as they benefit from proximity to banks and courts. While remote work has changed this, supporting services such as accommodation and food services were harder hit. The Bureau of Labor Statistics estimates that nearly 16% of employees in the leisure-and-hospitality sector remained unemployed at the beginning of 2021 due to the shrinkage of business caused by lockdowns and lower travel.[footnoteRef:16] Additionally, denser urbanized cores have been popular choices in the past because they allowed access to a broader, more diverse talent pool for employment.[footnoteRef:17] Covid-19 has changed this too in that job applicants can live where they want while working somewhere different. Last, downtowns are more walkable and offer amenities to access at different points during the workday.[footnoteRef:18] Locating downtown also comes with networking incentives too. Specifically, it is much easier to host meetings or events in a centralized location instead of the alternative of having employees drive farther out of the city to a more suburban or rural location. Downtowns are also a more attractive option for office spaces because travel to and from should be easy to access via public transit.[footnoteRef:19] Here, the bid-rent theory, Illustrated in Figure 2[footnoteRef:20], is another idea that can help understand rent gradients pre- and post-Covid. The bid-rent theory essentially assumes the central business district to be the most desirable location in an urban setting accompanied by high levels of accessibility. Moving farther from this point of reference, land becomes exponentially available causing a surplus that leads to declining rents the farther from downtown. This is important because it explains why urban land is not only more expensive but has also been a leading model that explains how much a firm or individual is willing to pay based on location. While rent price and distance from the city center have almost always been inversely correlated, Covid-19 led to a flattening of this curve in which rents strongly dropped in urban zip codes but sharply rose in more suburban ones.[footnoteRef:21] Similarly, Rosenthal, Strange, and Urrego found the pandemic did indeed weaken the attraction to city centers, as well as reduced the value of density, though both aspects remain attractive to tenants. Additionally, while pre-Covid, businesses valued both access to the city center and density, throughout the pandemic, Covid-19 reduced the rent premium close to transit stations in more transit-oriented cities. Specifically, rents adjacent to transit stops were found to be almost 10% lower than pre-Covid levels. They also observe that tenants do not appear to consider distance to a transit station to be relevant any longer.[footnoteRef:22] On the other hand, car cities, which make up a larger portion of American cities, the rent gradient does not decline as steeply as distance from the city center increases.[footnoteRef:23] This trend holds true for both pre- and post- Covid and should be expected. Last, another common trend seen in renting post-Covid has been discounted leases. According to Grant, terms under negotiation “show landlords are offering long-term leases of four and more years at discounts up to 13% below rent rates from the first quarter of 2020”.[footnoteRef:24]  [6: . Alpha Investing, “Recession Resilient Commercial Real Estate”]  [7: . John Murray et al., “Commercial Real Estate: The Office Market in a Post-COVID World,” Pacific Investment Management Company LLC (PIMCO, August 16, 2021), https://www.pimco.com/en-us/insights/viewpoints/commercial-real-estate-the-office-market-in-a-post-covid-world/.]  [8: . “Burgess Model 2”, photograph, Concentric Zone Model by Ernest Burgess (Planning Tank, October 21, 2021), https://planningtank.com/settlement-geography/concentric-zone-model-burgess-model.]  [9: . “Concentric Zone Model by Ernest Burgess: Burgess Model,” Planning Tank, October 21, 2021, https://planningtank.com/settlement-geography/concentric-zone-model-burgess-model.]  [10: . Stuart S. Rosenthal, William C. Strange, and Joaquin A. Urrego, “Jue Insight: Are City Centers Losing Their Appeal? Commercial Real Estate, Urban Spatial Structure, and Covid-19,” Journal of Urban Economics 127 (January 2022): 1, https://doi.org/10.1016/j.jue.2021.103381.]  [11: . Jerome B Cohen, “The Economic Aspects of Conglomerates,” St. Johns Law Review, accessed April 4, 2022, https://scholarship.law.stjohns.edu/cgi/viewcontent.cgi?article=3465&context=lawreview.]  [12: . Cohen, “Economic Aspects of Conglomerates”]  [13: . Riley Zipper, “Everything You Always Wanted to Know about Agglomeration (but Were Afraid to Ask),” INContext (Indiana University's Kelley School of Business, March 2020), https://www.incontext.indiana.edu/2020/mar-apr/article1.asp.]  [14: . Joel Waldfogel, “Preference Externalities: An Empirical Study of Who Benefits Whom in Differentiated Product Markets,” abstract, National Bureau of Economic Research, (October 1999), https://doi.org/10.3386/w7391.]  [15: . Lee D. Parker, “The COVID-19 Office in Transition: Cost, Efficiency and the Social Responsibility Business Case,” Accounting, Auditing &amp; Accountability Journal 33, no. 8 (2020): 1943-1967, https://doi.org/10.1108/aaaj-06-2020-4609.]  [16: . Kathryn Dill, “Four Million Hotel, Restaurant Workers Have Lost Jobs. Here's How They're Reinventing Themselves.,” The Wall Street Journal (Dow Jones &amp; Company, February 22, 2021), https://www.wsj.com/articles/hospitality-workers-are-pushed-into-new-careers-as-pandemic-begins-second-year-11613999342.]  [17: . BusinessCollective, “There Are Many Benefits in Keeping Your Business Downtown,” chicagotribune.com (Chicago Tribune, May 22, 2019), https://www.chicagotribune.com/business/success/tca-benefits-of-keeping-your-business-downtown-20160523-story.html.]  [18: . BusinessCollective, “There Are Many Befefits”]  [19:     	 . Rosenthal, Strange, and Urrego, “Are City Centers Losing,” 2.]  [20: . Jean-Paul Rodrigue, “Land Rent Theory and Rent Curve,” photograph, The Geography of Transport Systems (Routledge, 2020), https://transportgeography.org/contents/chapter8/urban-land-use-transportation/land-rent-theory-curve/.]  [21: . Arpit Gupta et al., “Flattening the Curve: Pandemic-Induced Revaluation of Urban Real Estate,” National Bureau of Economic Research, (April 12, 2021): 9, https://www.nber.org/papers/w28675.]  [22: . Rosenthal, Strange, and Urrego, “Are City Centers Losing,” 8.]  [23: . Rosenthal, Strange, and Urrego, “Are City Centers Losing,”4.]  [24: . Peter Grant, “After Covid-19, Office Leases Largely Come with Bargain Rates,” The Wall Street Journal (Dow Jones &amp; Company, April 6, 2021), https://www.wsj.com/articles/after-covid-19-office-leases-largely-come-with-bargain-rates-11617701423.] 
Figure 1. Burgess Model 2
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Figure 2. “Land Rent Theory and Rent Curve”
Differences Across Sectors

Next, though all sectors of the economy were affected by Covid-19, they were not all impacted alike. Impacts included, but were not limited to, supply chain interruptions, decreased demand for products and services, shortages in inputs, and government-mandated closures.[footnoteRef:25] It is estimated that nearly 43.5 million workers were being paid while not actually working, but these numbers vary drastically across different sectors. According to the Bureau of Labor Statistics, “Seventy-six percent of establishments in finance and insurance, employing over 2 million workers, continued to pay some or all employees that were told not to work.”[footnoteRef:26] The only sector that had a higher percentage of establishments and industry employment was utilities. On the other hand, health care and social assistance had the largest employment base being paid without work. Another metric that shows how sectors were affected differently is based on the percentages in which they faced a government-mandated shut down. Arts, entertainment, and recreation experienced the highest percentage of shutdowns at 48% of establishments being shut down whereas accommodation and food services contained the largest employment base to face a shutdown.[footnoteRef:27] In addition to individual sectors being impacted differently, it was also found that sector location played a fundamental role.[footnoteRef:28] Klein and Smith found that the tourism and leisure industries proved to be the most vulnerable to Covid-19 with Las Vegas and Orlando landing among the highest unemployment rates in the country. This will lead to a reduction of office space needed for these sectors as they begin to recover. On the other hand, technology and government jobs were all within one percentage point from the national average.[footnoteRef:29] While the technology sector was an industry that did rather well throughout the pandemic, it has already shown an embrace to permanent remote work as many saw it as an opportunity to divert funds elsewhere.[footnoteRef:30] [25: . Sharon Stang, “Impact of the Coronavirus Pandemic on Businesses and Employees by Industry,” U.S. Bureau of Labor Statistics (U.S. Bureau of Labor Statistics, July 1, 2021): 1-11, https://www.bls.gov/spotlight/2021/impact-of-the-coronavirus-pandemic-on-businesses-and-employees-by-industry/home.htm. ]  [26:     	 . Stang, “Impacts of the Coronavirus,” 2.]  [27: . Stang, “Impacts of the Coronavirus,” 9.]  [28: . Aaron Klein and Smith, Ember, “Explaining the Economic Impact of Covid-19: Core Industries and the Hispanic Workforce,” Brookings (Brookings, February 2, 2021), https://www.brookings.edu/research/explaining-the-economic-impact-of-covid-19-core-industries-and-the-hispanic-workforce/.]  [29: . Klein and Ember, “Explaining the Economic Impact”]  [30: . “How Will Covid-19 Change Demand for Office Space?,” WSPglobal (WSP, 2021), https://www.wsp.com/en-GL/insights/how-will-covid-19-change-demand-for-office-space.] 


What Comes Next?

Next, it is important to understand what the literature suggests will happen once returning to work is safe. It is evident early on that a hybrid model in which the physical office building still serves its original purpose has emerged as a leading alternative in many places. This structure allows for workers to continue working from home but also builds in flexibility in which they can return to the office for a certain portion of the week. An example of this exists in Germany where 74% of workers had returned to the office in 2020 when it was safe to do, but only around half were there for a whole five days per week.[footnoteRef:31] Even more recently, Smith writes that new research from CareerBuilder shows that “jobs allowing employees to work from home full or part-time saw seven times more applications than in-person roles [February, 2022].”[footnoteRef:32] This trend is also expected to continue through the coming months. Utilizing a hybrid working schedule in which employees or management can either choose when work occurs in the office has given employers the opportunity to stagger schedules to allow for a safer volume of workers in office at any given time. This change can also be attributed to higher levels of productivity and satisfaction rates once workers transitioned to remote working. Labor productivity increased by 1.8% between the second quarter of 2020 and the second quarter of 2021, which can be compared to an average annual increase of 1.4% from 2005 to 2019.[footnoteRef:33] However, interpretation of this data is limited because some sectors were not as affected by work-from-home orders as others. The hybrid office model has also become more effective due to an accelerated rate of digitization. Prior to the pandemic, it was estimated that only 25% of employees worked from home. However, at the onset of the pandemic, this number ballooned to approximately 62%.[footnoteRef:34] Along with other safety guidelines, social distancing measures that were implemented caused offices as they were known to become unusable spaces for companies of all sizes to use for long periods of time. Research has shown that, due to so many companies sending workers home, the pandemic has essentially acted as a catalyst for increased digitization.[footnoteRef:35] Though many technologies that organizations became reliant on throughout the pandemic for videoconferencing and document sharing are not new, it is apparent that most were hesitant in introducing them at a large scale into the office environment until they were necessary for work to continue. Another measure of digitization that has emerged has been the shift towards a paperless work experience. According to Amankwah-Amoah, et al., this shift is notable because it has allowed companies to adopt newer digital technologies that may grant competitive edge and reduce human error linked to manual tasks in the workplace.[footnoteRef:36] While the trend of increased digitization allows companies to be more efficient and work from multiple locations at once, it is worried that the increasing digital divide may leave some workers behind due to a lack of technical skills and digital literacy.[footnoteRef:37] As noted above in a hybrid working environment, this will also allow employers to access a larger pool of talent for employment opportunities. With flexibility that a highly digital working experience offers, offices can attract workers from different parts of their home countries and globally without having a need for those workers to always be in person.[footnoteRef:38]  [31: . Shane Sweeney, “Post-Pandemic Utilization of Office to Residential Adaptive Reuse Strategies in Cities,” University of North Carolina, 2021, 11.]  [32: . Morgan Smith, “Remote and Hybrid Jobs Are Attracting 7 Times More Applicants than In-Person Roles,” CNBC (CNBC, March 4, 2022), https://www.cnbc.com/2022/03/04/flexible-jobs-are-attracting-7-times-more-applicants-than-in-person-jobs.html.]  [33: . Edward Glaeser and David Cutler, “Perspective | You May Get More Work Done at Home. but You'd Have Better Ideas at the Office.,” The Washington Post (WP Company, September 24, 2021), https://www.washingtonpost.com/outlook/2021/09/24/working-home-productivity-pandemic-remote/.]  [34: . Brodie Boland et al., “Reimagining the Office and Work Life after Covid-19,” McKinsey &amp; Company (McKinsey &amp; Company, February 7, 2022), https://www.mckinsey.com/business-functions/people-and-organizational-performance/our-insights/reimagining-the-office-and-work-life-after-covid-19.]  [35: . Joseph Amankwah-Amoah et al., “Covid-19 and Digitalization: The Great Acceleration,” Journal of Business Research 136 (2021): pp. 602-611, https://doi.org/10.1016/j.jbusres.2021.08.011.]  [36: . Amankwah-Amoah, et al. “Covid-19 and Digitalization,” 605.]  [37: . Amankwah-Amoah, et al. “Covid-19 and Digitalization,” 607.]  [38: . Boland et al., “Reimagining the Office”] 


Implications for Urban Planning

Due to companies opting for a hybrid workspace, questions around what will happen to physical office space linger. Questions about sizing of desired space, the demand of physical space, and what implications a post-Covid office will have on cities overall are all explored by many in the literature. It has been seen that the pandemic has caused tenants to look for shorter lease terms, and though it is not yet known whether this will continue, this trend could cause issues among different actors. Office realters could see a higher level of volatility in cash flow, while planners may need to prepare for shifting economic conditions due to higher tenant turnover.[footnoteRef:39] Also, more immediate implications of Covid-19 spurred a need for more space within offices.[footnoteRef:40] This is mainly attributed to the need to accommodate large numbers of workers safely due to guidelines in place because of the pandemic. Demand for office space rose by 235% year-over-year as of September 2021, showing that the Delta variant did not stop employers from seeking new office space.[footnoteRef:41] While demand for physical office space increased, so did that of coworking or flex space. Not only has it been seen that companies who opted for a hybrid model of work have begun leasing these kinds of spaces as an alternative to a long-term office lease, but it also allows for companies to “test” new locations before making any sort of commitment.[footnoteRef:42] This is an implication that planners must deal with in a post-Covid world because it would allow for organizations to come into an area for a shorter term that may have adverse effects on the local economy. While physical offices will still be planned similarly, the need for more mixed-use spaces that include coworking and flex spaces will likely become more prevalent. Additionally, regional planning efforts will become more important as office tenants may seek alternative options.[footnoteRef:43] The most prevalent alternative being a suburban office. Earlier on in the pandemic, it seemed that there would be some sort of urban-to-rural migration and that suburban offices would become a viable alternative.[footnoteRef:44] This would have large ramifications for planners because downtowns are heavily reliant on these property types. [39: . “The ‘Big Short’ for Office Leases: What Do Shorter Terms Really Mean and Will They Last?,” Urban Land Magazine (Moody's Analytic | CRE, February 10, 2022), https://urbanland.uli.org/inside-uli/sponsored-posts/the-big-short-for-office-leases-what-do-shorter-terms-really-mean-and-will-they-last/.]  [40: . WSPglobal, “How will Covid-19 Change”]  [41: . Paul Bergeron, “New Demand for Office Space Highest since Pandemic Onset,” GlobeSt, September 30, 2021, https://www.globest.com/2021/09/30/new-demand-for-office-space-highest-since-pandemic-onset/.]  [42:  . Bergeron, “New Demand”]  [43: . Berg, Rogier van den, “How Will Covid-19 Affect Urban Planning?,” TheCityFix, April 10, 2020, https://thecityfix.com/blog/will-covid-19-affect-urban-planning-rogier-van-den-berg/.]  [44: . D. S. Whitaker, “Did the COVID-19 Pandemic Cause an Urban Exodus?,” District Data Brief (Federal Reserve Bank of Cleveland, February 5, 2021), https://www.clevelandfed.org/newsroom-and-events/publications/cfed-district-data-briefs/cfddb-20210205-did-the-covid-19-pandemic-cause-an-urban-exodus.] 


In the end, while literature suggests that Covid-19 has changed how companies work, ultimately changing the nature of the downtown office market, it is also optimistic on how the office market will emerge once the pandemic has subsided. While shifting to working from home can temporarily increase the amount of work people can accomplish in a day, medium to long-term remote work cannot deliver key benefits that include learning and relationship building opportunities.[footnoteRef:45] Additionally, the erosion of company culture overall is worrisome to many administrators as a deterrent to allowing employees to work from home into the distant future.[footnoteRef:46] [45: . Glaser and Cutler, “You May Get More…”]  [46: . Te-Ping Chen, “How Office Culture Changed in the Pandemic-from Workers Who Went Back Ages Ago,” The Wall Street Journal (Dow Jones &amp; Company, September 7, 2021), https://www.wsj.com/articles/how-office-culture-changed-in-the-pandemicfrom-workers-who-went-back-ages-ago-11631007000.] 


Methods

The methodology for this study includes interviews with downtown office tenants in Raleigh and a broker for a commercial real estate landlord. These tenants consisted of a graphic design and advertising company, a hat manufacturing company, and a software company that leased office space in downtown Raleigh prior to the pandemic. Questions asked followed themes present in the literature to see how individuals planned to approach changing conditions associated with the pandemic. Additionally, rental data from CoStar for the state of North Carolina was acquired. Selection criteria for CoStar data was determined by looking at zip code maps of urban municipalities in North Carolina to find the downtown zip codes, and the data was cleaned based on office vacancy rates and square footage statistics from quarter one of 2019 to quarter four of 2021. 

Findings

Themes that emerged from interviewing tenants of downtown office spaces were consistent. All tenants were smaller companies that were used to standard operating procedures prior to the pandemic. Each were forced to send workers home, though it looked different for some due to the nature of their operations with one offering more flexibility on when workers were expected to be in the office. While being home, no company saw a noticeable change in productivity, rather, it was when work was being done that changed. One group noted that they did see employees completing tasks both before and after normal working hours while another noted that some took longer than others to adjust to working without the formal structure of being in office. All companies interviewed relied on digital technologies to some degree prior to the pandemic as well, which was stated that made the transition somewhat easier. Therefore, it was not found that digitalization increased significantly once the pandemic began. The ways in which these companies reacted to the pandemic were also similar. No company experienced a drastic change in the amount of incoming work that made capital an issue, so no alternative defensive or offensive strategies were noted. Additionally, company and downtown culture was consistent across interviews. All tenants noted that being in office was something that employees and administrators enjoyed alike because it allowed for socialization and structure during the workday. It was also found that these companies utilized different commercial retailers downtown throughout the day, and that this is something that would sway firms to not seek office space elsewhere. Likewise, employers interviewed stated that accessing downtown was relatively easy for employees and that the smaller nature of Raleigh was something that they all appreciated. Last, the interviews did find that each tenant planned to implement a hybrid model to return to the office because employees appreciated the flexibility it offered while still wanting to return to the office. While this was consistent, one firm did mention that they were exploring alternative options to returning to the office in full such as short-term collaboration spaces, though no conclusion had been reached at the time of the interview. This firm was also the only firm to state that they had closed another office due to harsher lease restrictions outside of the study area, showing that companies are valuing more flexible leasing terms.

Last, looking generally at the state of North Carolina, market data and the interview with a broker did show that many localities are still in a holding pattern due to changing leasing preferences caused by Covid-19.[footnoteRef:47] Interviewing a broker found that many tenants are hesitant around signing or renewing leases. Therefore, many deals have become stagnant while companies wait to see how larger firms proceed in addressing a post-pandemic office structure. Nonetheless, vacancy rates have begun to flatten, with some zip codes seeing a decline, in all metropolitan areas that data was analyzed from quarter one of 2019 to quarter four of 2021. Raleigh’s most urban zip code held one of the lowest vacancy rates throughout the pandemic with only one zip code from Charlotte performing similarly. It was also found that while net absorption fell during the pandemic, asking rent prices increased. With an unemployment rate below the national average, the outlook for this market specifically is optimistic. This indicates that, while companies seem hesitant about leasing office space long-term, they are enthusiastic to return to a physical office space. [47: . Maddie Holland, “Research and Forecast Report Raleigh-Durham | Office” (Raleigh, NC: Colliers International, 2021).] 


Discussion

As the literature suggests, a hybrid office model has indeed emerged as the predominant method of returning to the office as supported by market reports and interview data. Whether employers prefer this is yet to be seen, but employees have seemingly swayed this decision rather heavily according to administrators that were interviewed. This also supports themes in which access to a wider pool of opportunities became available to employees because of remote working. Additionally, an acceleration of digitization within the workplace seemingly should not be attributed only to Covid-19 as it had been happening gradually before Covid-19. Most companies have moved towards working digitally in recent years and interview data showed that this is an aspect that aided in the efficiency of transitioning to remote work.

Next, as literature suggests, the draw of downtown culture and the impacts it has on why companies choose to locate there is also supplemented by interview data. It is evident that both employers and employees alike value the options available within a close distance to the office that downtowns offer. While suburban offices have gained popularity, and market data shows the suburban market is growing, interviews with tenants dismissed claims that that market will benefit from the Covid-19 pandemic. Interviews also showed that companies in Raleigh preferred their downtown spaces but were actually planning to downsize due to changes caused by the pandemic such as staggering work schedules with a hybrid model. Likewise, it is known that the way in which offices choose to lease is changing. As the literature states, the trend of shorter-term leases and holding on leasing is supported by interview and market data. This is a worrisome trend for brokers and landlords because it causes properties to sit vacant with no source of income to upkeep them. Looking specifically at the Research Triangle Park market, while this trend has been evident, the presence of universities and sciences and biotechnical sectors have helped keep vacancies relatively low. Therefore, the concern for downtown health should depend on the market and the industrial sectors that exist among it. While Raleigh has benefited from these larger sectors, it is the ancillary sectors found by the literature that may lead to a decline in the health of downtown. It is also evident that the market still favors tenants over landlords in the sense that lease concessions and short-term leases are options that companies are still looking for that became prevalent during the pandemic. This is an area that little is known how the market will be impacted by as the pandemic continues to change. Last, while suburban office markets are more ambiguous with the data collected during this study because while they have seen higher levels of growth, even in Raleigh, tenants interviewed did not consider these as alternatives to the downtown office. 

In the end, the downtown office market in Raleigh saw many of the same implications Covid-19 caused on markets across the country. However, due to the nature of the city and its industries, it has been able to make a strong recovery. While there are fears that the office market will not look the same in the future due to the pandemic, this study shows that downtown offices will continue to exist, but how companies are approaching signing and renewing leases is what has already begun to change. Additionally, tenants may begin to look for different kinds of offices that appeal to the changing needs and desires of employees. Therefore, landlords will need to expect tenants with changing wants when it comes to leasing, as well as potentially diversifying their portfolio to contain more spaces that are flexible to meet changing needs.

Limitations

This study was limited in the time period in which it was conducted. The Covid-19 pandemic was still current, so while there was literature that had been published, many relevant sources were news coverage as conditions were fluid. This also can lead to more relevant literature being published in the future that point to a different narrative of the office market. Additionally, tenants interviewed had lifelong connections to Raleigh that could have skewed responses to interview questions in favor of its market specifically. Last, market data used during the time of this study was only available until quarter four of 2021, and conditions have changed drastically since that timeframe. In the end, this study was influenced by a range of conditions that may change even soon.

Conclusion

While Covid-19 changed the ways in which many people are used to working, office markets have begun to recover from many of the impacts that occurred. While there still are uncertainties that exist, this study found that vacancy rates are beginning to fall as a push to return to the office, if even on an altered basis, has begun. Therefore, the literature and data do support office culture being an asset that has drawn firms back into the office while allowing employees to work in a hybrid method allows for greater flexibility that many employees prefer. It should be expected that the ways in which offices lease space will continue to change as many markets were forced to favor tenants over other actors due to Covid-19. While the pandemic has potentially subsided at the time of this study, the pandemic has led to many revelations that will aid employers in future times of uncertainty and instability. In the future, this study could be done once more literature has been published and more data becomes available. Other potential areas for more exploration include the value of the employ as an asset and how that changed throughout Covid-19 and productivity levels in relation to a hybrid work condition.
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