
 

 

Offices these days are temples of indulgence as 
much as places of work. One Vanderbilt, a new 
skyscraper in Manhattan, has unveiled a 
restaurant run by Daniel Boulud, a Michelin-
starred chefs. Amazon’s second headquarter in 
Arlington, Virginia will include an amphitheatre 
for outdoor concerts. The recently opened Glass 
Tower, which dominates the City of London’s 
skyline, also houses a climbing wall and a spa.  

As companies try to tempt workers back to the 
office, developers and investors are betting on 
new buildings with alluring amenities. But a 
huge uncertainty hands over them: will enough 
people come? Even as vaccinations progress, 
workers have been slow to return. In early May 
only one in twenty buildings in America had occupancy levels above 10%, compared 
with a third in Europe and Africa, and roughly half of buildings in Asia.  

As remote working sticks, demand for office space 
should fall. Companies are beginning to rethink their 
property needs, with many downsizing or delaying 
new leases. Globally, more than 103 million square 
feet of office space has already been vacated since the 
pandemic began -about 18% more than was lost 
during the financial crisis of 2007-2009. Vacancy 
rates rose steeply over the past year, reaching 18% in 
the spring in America, and the forecasts are gloomy. 
Roughly one in five offices in America will be empty 
in 2022. 



Measurably, Covid-19 has dealt a blow to office 
property, reflected in the share prices for Real Estate 
Income Trusts (REITs), which remain 13% below 
their level in early 2020 (see chart 3). Central Banks 
are on the alert, as Banks’ exposures are sizeable: the 
stock of loans made to this sector by America banks 
exceeds $2 trillion, or about a fifth of their total 
lending. More, many pension funds around the world 
have loaded up on commercial property in recent 
years, as lower interest rates have forced them to seek 
returns from less liquid assets.  

The fate of office property could well rest on vacancy rates. If they stay high, then things 
could start to get hairy. In April the IMF reckoned that a lasting increase in the vacancy 
rate of five percentage points would dent commercial property valuation by 15% over 
five years. Fitch, another rating agency, estimates that the value of offices in America 
could fall by more than half if workers continue to work from home three days a week. 

The good news in all of this is that our portfolios 
have avoided REITs entirely, and the volatility and 
longer term risk that they represent. Liquidity is a 
primary consideration in our portfolio construction, 
and both commercial and residential real estate does 
not fit our criteria. Our focus on a globally 
diversified portfolio of corporate bonds and small, 
mid and large capitalization companies has enabled 
us to navigate our way through Covid-19, posting 
gains last year and this year year-to-date as well. We 
remain confident we are well positioned for 
additional growth opportunities over the balance of 
the year and into 2022, as we move past the 
pandemic to better times. 

Be safe, be well! 
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