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Washington, DC Metropolitan Area

Economic Activity
The DC region’s economy has fallen into a recession. In the 12 months ending in May 2009, 
36,700 people had lost their job. For context, that is the largest number of layoffs since the worst 
year of the Savings & Loan crisis, 1991, when 43,000 people in the DC region lost their job.  
Nearly all segments of the local economy are cutting jobs compared to a year ago: Construction 
-16,500, Information technology -5,900, Financial Services -3,900, Law Firms -1,300.  As it 
pertains to the office markets, we are down to the Federal Government as the only sector in 
town that is still creating jobs. To date, Uncle Sam has added 9,200 new jobs to the DC region’s 
economy. Moreover, the Feds continue to outsource work to local contractors and private sector 
groups such as law firms, accountants, and other service providers, which is keeping layoffs from 
being much, much worse. 

Office Market Activity
Believe it or not, there are actually plenty of buyers in the market right now for certain DC office 
product.  In fact, quality listings in the core market are receiving multiple offers, sometimes in 
the double-digits!  Moreover, the returns on this type of core office product (Downtown, Class 
A, mostly occupied, little immediate rent roll) are not far off their historical yields. Core product 
of this type is typically selling at a cap rate of around 6.5 to 7.5 percent, which is right in line 
with the ten-year average. So what’s the problem? To start, sellers don’t really care to sell their 
“core product.” They are more interested in selling their “value-add” properties (higher vacancy, 
outside the Beltway, fewer amenities, etc). Even in the DC region - where we all know long-term 
fundamentals are solid - these “value-add” plays are simply too risky for most investors, unless sold 
at huge discounts. As a result, very few deals are getting done. Halfway through the year, just 10 
deals have been closed totaling $793 million in volume, well below the region’s annual average of 
$5.3 billion.  All eyes are on the Federal Government to see how the Term Asset Backed Lending 
Facility (TALF) and the Public Private Investment Program (PPIP) might help free-up capital in 
the financial system. Both programs are still fairly new (TALF was extended to commercial real 
estate on May 19 and PPIP was launched on July 8th), but as these programs evolve we will be 
monitoring them closely. 

Not surprising, given the mounting job losses, the office markets in the DC region continue 
to contract. Net absorption came in at negative 747,700 square feet, marking the third straight 
quarter of decling net demand for office space. Moreover, whereas before when the fallout was 
primarily concentrated in the far-out suburbs of Maryland and Virginia, this time around, we 
are seeing negative absorption in the markets that are located inside the Beltway. For crying out 
loud, even the East End, historically one of the most resilient submarkets in the country, put a big 
negative absorption number on the board (-355,000) in the second quarter. Vacancy rates in the 
DC region have climbed to 12.4 percent – the highest level since the early 1990s and well above 
equilibrium. Consequently, asking rents fell 2.2 percent compared to this same quarter one year 
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ago. On a net effective basis (adjusting for tenant improvements and rental abatement), rents 
are down 10 percent. In addition, sublease space is on the rise. As the quarter came to a close, 
there was 6.2 million square feet of sublet space on the market, up from 4.6 million square 
feet a year-ago. 

Market Outlook 
When we look out over the next 12 to 18 months, we expect local labor market conditions to 
improve. Indeed, here we are just midway through the year and there are already flickering signs 
of optimism. Since the low point in March when the DOW hit 6,547, business confidence 
has improved, equity markets have rallied (the DOW sits at 8,711 as of this writing), credit 
spreads have narrowed, and local REITS have been able to raise significant capital. Combine 
these positive harbingers with unprecedented Federal spending in the pipeline related to the 
stimulus bill, the 2010 fiscal budget, and the financial rescue, and one can certainly make the 
argument that, if the DC region has not hit bottom, it is certainly pawing around for it.

What does this mean for the DC region’s office markets?  Unfortunately, as we all know, 
commercial real estate lags the economy. In fact, if you look at the past two U.S. recessions 
(1991 & 2001), from the quarter when national GDP turned positive, it took the DC region’s 
office markets another 12 to 18 months before vacancy began to stabilize. Then again, these 
are unprecedented times that are garnering unprecedented government growth. In all, we 
expect demand for office space to pick up as early as the fourth quarter of 2009, and as the 
various government programs work their way into the local economy, we expect far better net 
demand in 2010 and even better in 2011. Vacancy will remain elevated through 2011, which 
is primarily a function of the 13.4 million square feet of new supply hitting the market over 
the next two years. Even with better demand, over-supply will remain an issue.  Thus, expect 
region-wide rents to continue to fall through 2011, before rising again in 2012.

Washington, DC Metro Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009
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Suburban Maryland

Market Activity
After posting several quarters of negative absorption, suburban Maryland finally put together a 
little bit of a rally. In the second quarter of 2009, net absorption registered at positive 148,000 
square feet, the largest gain since the fourth quarter of 2007. The growth can largely be attributed 
to Microsoft moving into 57 percent of Wisconsin Place in Chevy Chase. In addition, a 51,700 
square foot building delivered in Silver Spring, 100 percent available, causing vacancy to rise 30 
basis points over the quarter to 14.0 percent.  Moreover, looking past the headline numbers, one 
can see that demand for relet and sublet space were both negative. Nevertheless, the contraction 
in these segments of the market did decelerate from past quarters, so all and all, this was a fairly 
positive report card for suburban Maryland. Further, there was evidence of a slight increase in 
overall tenant activity. Six of the nine submarkets posted positive net demand in the second 
quarter. The amount of sublease space continues to rise, up 8.9 percent compared to a year ago, 
putting greater downward pressure on rents. Average asking rents came in at $27.03, down 3.8 
percent compared to the second quarter of 2008. 

Market Outlook
Although suburban Maryland remains mired in an economic recession, there are flickering 
signs that the local market may be reaching an inflection point in the cycle, and conditions may 
improve fairly soon. Business confidence has improved in recent months, financial markets 
have rallied from March-lows, and local REITS have shown steady gains. Through May, job 
losses were still mounting, but given the pledged growth from the Federal Government, these 
cut are expected to slow in the second half of 2009. Indeed, the passing of the latest stimulus 
bill in February will create a new wave of demand for space later this year, as a number of 
Federal agencies receiving stimulus funding (NIH, FDA, NOAA, NASA, and HHS) are 
sprinkled throughout suburban Maryland office markets. In addition, the new administration 
has proposed large budget increases for health research and life sciences – potentially a nice 
windfall for one of the nation’s top biotech hubs. In the second half of the year, expect vacancy 
to eclipse 14.5 percent, as 898,000 square feet of vacant space is scheduled to deliver by year-
end. However, long-term prospects are far better as Federal growth should stimulate office 
demand throughout Montgomery and Prince George’s counties.  

Market indicators
Second quarter 2009
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Top nonrenewal lease transactions – Second Quarter 2009
Tenant Square feet Submarket Address

Montgomery County 341,700 Gaithersburg 100 Edison Park Dr

GSA - Consumer Product & Safety Commission 63,600 North Rockville 5 Research Pl

Democracy Data 30,400 Southern PG County 174 Waterfront St

Willis Insurance 28,000 Rockville 12505 Park Potomac Ave

Cricket Communications 25,300 Silver Spring 8515 Georgia Ave

Vizada 22,700 Rockville 2600 Tower Oaks Blvd

Lockheed Martin 22,300 North Rockville 2275 Rsearch Blvd

GSA - Department of Veteran Affairs 21,400 Silver Spring 8455 Colesville Rd

Creative Options & Employment 16,000 Centeral PG County 1441 McCormick Dr

 ASRC Federal Holding Company 14,200 Northern PG County 6303 Ivy Ln

Top renewal lease transactions – Second Quarter 2009
Tenant Square feet Submarket Address

GSA - FDA 104,000 North Rockville 1350 Piccard Dr

Lockheed Martin 68,400 Northern PG County  7474 Greenway Center Dr

GSA - FDA 53,500 North Rockville 2094 Gaither Rd

GSA - FDA 49,000 North Rockville 2098 Gaither Rd

WeatherBug 37,600 Germantown 12410 Milestone Center Dr

Creative Associates International 26,900 Bethesda/Chevy Chase 5301 Wisconsin Ave

Armstrong, Donohue, Ceppos & Vaughan 12,700 Rockville 204 Monroe St

Berlin, Ramos & Company 11,900 North Bethesda 11200 Rockville Pke

Inventory and Vacancy by Submarket, Second Quarter 2009

Suburban Maryland office market
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Bethesda / Chevy Chase
Market Activity
Following a very difficult start to the year, the office markets in Bethesda/Chevy Chase 
showed modest improvement in the second quarter.  In all, net absorption came in at positive 
142,000, which more than offset the net drop in demand from Q1.  Wisconsin Place delivered 
a 295,000 square foot office building which was 57 percent preleased to Microsoft.  However, 
the new delivery also added some new empty space to the market, causing vacancy to rise by 
120 points to 9.3 percent.  This is the highest vacancy has been in this submarket since 2004. 
Other activity this quarter came from Offit Kurman, PA and Trumbower Financial Services 
committing to a combined total of 17,800 square feet at 4800 Montgomery Lane.  Average class 
A rental rates declined by 6 percent over the year, registering at $38.50 per square foot.  In past 
years, Bethesda/Chevy Chase’s proximity to Washington, DC paired with numerous amenities 
and low vacancy dictated elevated rents; however, at mid-year, even this highly sought-after 
submarket saw rents soften as tenant activity continued to be light yet another quarter.	

Market Outlook
As businesses continue to contract, sublet space remains on the rise – up 50 percent compared 
to the same time a year ago.  There are signs that it might get worse before it gets better.  Fannie 
Mae is planning on putting 160,000 square feet on the market for sublease at Bethesda Place I 
in the third quarter, and CapitalOne’s acquisition of Chevy Chase Bank may result in as much 
as 200,000 square feet of sublet space hitting the market at 7501 Wisconsin Avenue. However, 
it is rumored that around 190,000 square feet is under lease negotiations at the property.  That 
said, over the years, Bethesda/Chevy Chase has emerged as one of the strongest office markets 
in the region with its great location, amenities, and affluent demographic base.  One key trend 
to watch is for the stabilization in the financial services sector.  This segment of the economy 
accounts for nearly 18 percent of the entire tenant base in Bethesda-Chevy Chase.  There have 
been 3,300 layoffs in financial services over the past year in suburban Maryland.  We anticipate 
the layoffs in this important sector will decelerate in the second half of 2009, which should 
help office vacancy stabilize by year-end.     

DC metro economy Office Second quarter 2008Bethesda/chevy chase Office Second quarter 2009

Bethesda/Chevy Chase Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market indicators
Second quarter 2009

Net absorption

Deliveries

Vacancy

Asking rates

Bethesda Market
Second quarter 2009

Submarkets

Net absorption

Deliveries

Vacancy

Asking rates

groundbreakings

142K

295K

9.3%

$34.71

0

-119K

0

8.1%

$36.76

0

change 
from 

q2
2008

Change 
from 

q1
2009

 q1 09q2 09

Sq
ua

re
 F

ee
t

-400,000

-200,000

0

200,000

400,000

600,000

800,000

1,000,000

1,200,000

2000 2001 2002 2003 2004 2005 2006 2007 2008 YTD
2009

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

18.0%

New Deliveries Net Absorption Vacancy Rate

Va
ca

nc
y 

Ra
te



9

Suburban Maryland Office Second quarter 2009

North Bethesda

North bethesda Office Second quarter 2009

North Bethesda Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity
Market conditions remained relatively unchanged in North Bethesda over the quarter. Net 
demand registered at negative 13,800 square feet and vacancy ticked up 10 basis points to 14.3 
percent.  Fortunately for the submarket, no additional sizable move-outs are planned this year, 
which is a plus considering tenant activity continues to be constricted by the economy.   The 
amount of sublease space did decline over the year.  Halfway through 2009, there is 119,000 
square feet of sublease space in North Bethesda market, down from 141,800 square feet a year 
ago.  Despite sluggish activity overall, a few deals did manage to get completed.  One notable 
transaction came from Ashcraft and Gerel, National Presbytery, and Metropolitan Pediatrics 
signing for a total of 17,900 square feet at 11300 Rockville Pike.  In addition, Berlin, Ramos & 
Company renewed its 11,900 square foot space at 11200 Rockville Pike and Digital Management 
signed a renewal for 9,300 square feet at 6701 Democracy Boulevard.  At mid-year, average Class 
A asking rents were $34.50 per square foot full service, declining 4.6 percent since the same 
time a year ago.  The general slowdown in tenant activity will continue to hinder rental growth 
through 2009.     

Market Outlook
Demand for additional office space in North Bethesda is likely to stay light this year.  Economic 
uncertainty has caused tenants to renew or execute short-term leases as they wait for signs of 
stabilization within the marketplace.  Eighty percent of the deals completed midway through 2009 
were short-term deals of five years or less. The good news is:  there are no buildings scheduled to 
break ground in the submarket over the next two years, so overbuilding is not a concern at the 
moment.  This is definitely a plus for the area, as the deliveries from the past two years (350,000 
square feet in total) still stand vacant.  However, demand is mounting in the pipeline.  North 
Bethesda is home to the NIH, which is managing $10 billion in stimulus funding that will be a 
key demand driver for office space over the next few years. 
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Rockville

DC metro economy Office Second quarter 2008Rockville Office Second quarter 2009

Rockville Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity
Net absorption registered at negative 73,400 square feet in Rockville, and vacancy rose 90 
basis points to 13.5 percent.  The decline in absorption represents the largest decline of any 
submarket in suburban Maryland this quarter.  With few deals getting done, Class A asking 
rents declined to $35.50 per square foot over the quarter, down from $35.70 in the same 
quarter one year ago.  Rising sublease space is also playing a role in pushing down rents.  By 
the end of the second quarter, the amount of sublease space stood at 118,100 square feet, 
up 52 percent to a year ago.  A notable transaction came from the satellite communications 
provider Vizada, backfilling EDS’s 22,700 square foot space at 2600 Tower Oaks Boulevard.  
Also, the insurance broker Willis did in fact pick Park Potomac for its requirement, committing 
to 28,000 square feet.  Significant moves that contributed to the decline in demand came 
from Televant Farradyne and RN Solutions vacating 29,000 square feet at 3206 Tower Oaks 
Boulevard.  Also,  Reed Elseviers put 13,000 square feet on the market for sublease at 5635 
Fisher Lane and KAI Research vacated from 16,800 square feet at 6001 Montrose Road.      

Market Outlook
The instability of the economy is having a greater negative impact on submarkets further 
outside of DC.  Rockville has experienced negative absorption in three of the last four quarters 
and is likely to see reduced market activity in the second half of 2009.  In addition, with the 
delivery of 300,000 square feet of new space to the market in the third quarter, expect vacancy 
to continue to climb further this year.  We estimate that by year-end vacancy could rise as high 
as 16 percent.  Of note, the Department of Health and Human Services (HHS) relocation out 
of 900,000 square feet is still up in the air.  Despite the possible relocation of HHS, Rockville’s 
amenity-rich environment will continue to help the submarket retain and attract public and 
private companies to the area.  In addition, the area hosts some of the county’s top genome 
research and biotech companies – an industry that continues to expand in Montgomery 
County.  With Federal spending increases in health research kicking in over the next 6 to 12 
months, we anticipate Rockville’s office market to post positive absorption again in 2010.     
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North Rockville

North Rockville Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

North Rockville Office Second quarter 2009

Market Activity
After an uptick in demand in the beginning of the year, tenant activity in North Rockville 
subsided in the second quarter, with net absorption registering at negative 10,900 square feet 
and vacancy ticking up 10 basis to 13.0 percent.  Lackluster demand pushed average Class A 
asking rents down to $29.20 per square feet – a 5.2 percent drop from the same time a year 
ago.  Moreover, tenants continued to contract this quarter leading to a 12.7 percent increase 
in the amount of sublease space on the market when compared to the second quarter of 
2008.   Significant transactions were made by the Consumer Product & Safety Commission 
committing to 63,000 square feet at 5 Research Place and Lockheed Martin backfilling 
Dynamac Corporation’s 14,300 square foot space and taking an additional 7,900 square feet 
at 2275 Research Boulevard. In addition, the FDA renewed for approximately 206,000 square 
feet in three North Rockville buildings, as it waits for construction to be completed at its White 
Oak campus.  Notable moves this quarter came from Multiplan Inc moving out of 22,000 
square feet at 2273 Research Boulevard and Aronson & Company and OpenText vacating 
around 65,000 square feet at 700 King Farm Boulevard.  In general, the move-outs in North 
Rockville can be associated with leases expiring and tenants taking advantage of newer space 
at a reduced cost.        
   				  

Market Outlook
North Rockville’s ample supply of affordable office space coupled with its proximity to 
locations along the I-270 should continue to be a draw for tenants in the communications and 
healthcare fields.  In addition, the new administration has proposed large budget increases 
for health research and life sciences, which should equate to additional demand for space in 
North Rockville.  However, 546,000 square feet of new office space is scheduled to deliver in 
the third quarter of 2009, with none of it leased as of this writing.  Of note, it is rumored that 
both BAE and GSX are exploring North Rockville for their 100,000 square foot requirements.  
Nevertheless, if the new buildings that deliver remain vacant, do not be surprised to see vacancy 
in North Rockville jump to nearly 18 percent by the end of the year.  Moreover, even with a 
modest return in demand next year, rents are likely to continue falling into 2010.  
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Gaithersburg / Germantown

Gaithersburg / Germantown Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

DC metro economy Office Second quarter 2008Gaithersburg/germantown Office Second quarter 2009

Market Activity
Gaithersburg/Germantown was one of several submarkets in Montgomery County to experience 
a rise in demand, ending the quarter with positive 18,400 square feet of net absorption.  The 
vacancy rate declined to 17.3 percent over the quarter, but it still exceeds all other submarkets 
in the county due to 415,000 square feet of new space added over the past two years (most of 
which still stands vacant).  However, there are no deliveries in the pipeline for the next three 
years, which should help keep vacancy in check.  A notable commitment this quarter was made 
by Montgomery County which agreed to sublease and eventually purchase 100 Edison Park 
Drive. The deal led to 104,000 square feet of positive absorption and caused the amount of 
sublet space to decline 66 percent over from a year ago.  Also, WeatherBug renewed for 37,600 
square feet at 12410 Milestone Center Drive.       

Market Outlook
With more tenants chasing cheaper rents, Gaithersburg/Germantown may, in fact, benefit 
from a flight to frugality.  At $23.50 per foot, average asking rents are substantially cheaper 
in this submarket than any other submarket in Montgomery County.  Nevertheless, with 
the local economy continuing to sputter, expect leasing activity to remain light in 2009.  A 
reduction in tenant demand could cause asking rents to decline further this year, creating 
even more attractive opportunities for cost conscious tenants.   In all, we estimate that vacancy 
will continue rising in the second half of 2009 before falling in 2010.  However, given that 
the Gaithersburg/Germantown submarket did not experience an abnormal increase in rents 
during the commercial real estate boom (2003 to 2007), we predict that rents should stay 
relatively flat from this point forward.   
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Silver Spring

Silver spring Office Second quarter 2009

Silver Spring Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity
Silver Spring maintained its position as the submarket with the second lowest office vacancy 
rate in suburban Maryland, trailing only Bethesda.  In the second quarter, vacancy rose from 
9.5 percent to 9.8 percent; vacancy was 7.3 percent a year ago.  The increase this quarter 
was due to the delivery of 51,700 square feet (10001 New Hampshire Avenue) – 100 percent 
available.  After three quarters of negative net absorption, demand for space gained traction 
in the second quarter, coming in at positive 36,200 square feet.  Average Class A asking rents 
declined to $31.80 per square foot throughout the second quarter from $32.80 at the end 
of the first quarter. Silver Spring remains a top choice for associations and communication 
providers in suburban Maryland.  Significant transactions in the submarket came from the 
Department of Veteran Affairs committing to 21,000 square feet at 8455 Colesville Road 
and Cricket Communications leasing 25,000 square feet at 8515 Georgia Avenue.  Also, the 
Vietnam Veterans of America vacated 15,000 square feet of sublet space at 8605-8609 Cameron 
Street.  In all, there is 124,800 square feet of sublease space available in Silver Spring, up 75 
percent over the year.   

Market Outlook
There was evidence of an uptick in demand for office space in the second quarter, as it was 
the first time absorption has been positive since the same time last year.  However, leasing 
activity in Silver Spring is likely to be suppressed until more sizable space options open up in 
the submarket.   Vacancy is expected to increase further by the end of 2009 due to the delivery 
of 84,500 square feet to the market – 100 percent available.  As of the end of the quarter, 
there were no groundbreakings scheduled; however, there is a little over 600,000 square feet 
of office space proposed for the area, which would eventually give tenants more space options 
if the projects move forward.  Downtown Silver Spring will remain a driving force for the 
submarket, as it offers numerous new shops, restaurants, and activities for the surrounding 
business community.    

Market indicators
Second quarter 2009

Net absorption

Deliveries

Vacancy

Asking rates

Silver Spring Market
Second quarter 2009

Net absorption
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Vacancy

Asking rates

groundbreakings
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Market Activity
Demand picked up in Prince George’s County in the second quarter, as Southern Prince 
George’s County continued to be a popular choice.  Overall, net absorption totaled positive 
49,200 square feet, causing vacancy to decline 20 basis points from the first quarter to 17.6 
percent.  Notable market activity came from Democracy Data, who opted to cross the Wilson 
Bridge from Alexandria, signing for 30,400 square feet at National Harbor.  In addition, 
Creative Options & Employment committed to 16,000 square feet at 1441 McCormick Drive 
and Lockheed Martin leased 12,600 square feet at 6404 Ivy Lane. Some of the more notable 
move-outs were RE/MAX vacating a total of 21,000 square feet at 4201 Northview Drive, QSS 
moving out of 14,900 square feet at 4500 Forbes Boulevard, and NAI Michael Companies 
vacating 13,000 square feet at 4640 Forbes Boulevard.  As of the end of the quarter, the only 
building “under construction” was the NOAA building.  The property was originally scheduled 
to deliver fully-leased to NOAA over a year ago; however, work at the site has stopped.  It’s 
unknown when the project will be completed.       

Market Outlook
Only time will tell if the area’s affordable rents and sizable blocks of available space will continue 
to attract more tenants to Prince George’s County.  The county remains hopeful that it will 
start to receive the attention of more GSA requirements, as HHS has not yet determined where 
it could locate its potential 900,000 square foot requirement.  The requirement is currently 
on hold; however, there are a few sites in Prince George’s County believed to be competitors 
for it.  The good news is there are no new vacant buildings delivering to the market or sizable 
blocks of space scheduled to be vacated in the remainder of the year.  Also, tenant activity did 
pick up some in the second quarter, so perhaps a trend of increased demand for office space 
is beginning to emerge.       

Prince George’s County

Prince George’s County Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

DC metro economy Office Second quarter 2008Prince George’s county Office Second quarter 2009

Market indicators
Second quarter 2009

Net absorption

Deliveries

Vacancy

Asking rates

Prince George’s Market
Second quarter 2009
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Asking rates

groundbreakings

49K
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