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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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Northern Virginia

Market Activity
The lack of tenant demand in Northern Virginia may bring this year’s office absorption total to the 
lowest in two decades. Since 1993, Northern Virginia has only experienced two years of negative 
absorption, and 2009 is on pace to be the third.  In the second quarter of 2009, net absorption came 
in at negative 664,600 square feet. When combined with Q1, that makes for negative 1.3 million 
square feet for the year. With demand down, vacancy continues to rise, up 50 basis points in the 
second quarter to 13.7 percent. Moreover, sublease space has risen to almost 3.5 million square feet, 
up from 2.2 million one year ago. Overall asking rents ended the quarter at $29.40 per square foot, 
down percent from a year ago. No new office buildings delivered in the second quarter, leaving the 
competitive inventory at 150.4 million square feet. The bright spot for Northern Virginia has been its 
ability to absorb new office product (often at the expense of relet). This trend continued in the second 
quarter as Northern Virginia absorbed 376,000 square feet of new space. Major deals this quarter 
include ITT’s lease at 12930 Worldgate Drive for 85,000 square feet in the Herndon submarket and 
QinetiQ’s signing for over 124,000 at Reston Eastpoint. Overall, inside the Beltway posted negative 
32,300 square feet of absorption with vacancy rising to 8.5 percent. Outside the Beltway had a much 
tougher quarter, with absorption coming in at negative 632,000 square feet, prompting vacancy to rise 
70 basis points to 16.4 percent.    

Outlook
It is worth noting that the level of new development in Northern Virginia has slowed dramatically. 
Whereas 2008 was a big development year, with almost 5 million square feet of new space hitting the 
market, 2009 has just 1.5 million square feet delivering. This sharp slowdown in new space should 
eventually help rents bounce back as the economy improves. Nevertheless, with a recession plaguing 
the DC region, expect effective rents to continue to fall particularly in submarkets outside the Beltway. 
On the upside, Northern Virginia is the home to many government agencies that will be impacted 
by the stimulus plan. It is estimated that $7.5 billion of stimulus funding will channel through the 
Northern Virginia agencies over the next few years. Thus, look for government contractors to become 
increasingly active in the market as the stimulus grants are awarded.

Northern Virginia Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009
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Top ten nonrenewal lease transactions – Second Quarter 2009
tenant square feet submarket address

GSA - National Guard Bureau 310,200 Crystal City 1411, 1421 Jefferson Davis Hwy

Boeing 230,000 Crystal City 1215 South Clark St

BB&T Bank 64,300 Falls Church 6400 Arlington Blvd

Dulles Transit Partners 51,900 Tysons Corner 1595 Spring Hill Road

Baker & Associates 50,000 Eisenhower 3601 Eisenhower Ave

GSA 45,000 I-395 Corridor 5111 Leesburg Pike

Towers Perrin 29,800 Clarendon/Courthouse 2107 Wilson Blvd

IIHS 29,000 Ballston 1005 North Glebe Rd

Community Research Associates 25,000 I-395 Corridor 4401 Ford Ave

SAIC 24,800 Rosslyn 1525 Wilson Blvd

Top ten renewal lease transactions – Second Quarter 2009
tenant square feet submarket address

Raytheon  597,800 Route 28 North 22110, 22260, 22265, 22270 Pacific Blvd

Deloitte  171,000 Rosslyn 1919 N Lynn St

Arlington County  144,700 Clarendon/Courthouse 2100 Washington Blvd

QinetiQ  124,000 Reston 11091 Sunset Hills Road

Alion  85,100 Crystal City 1550 Crystal Drive

ITT Corporation  84,800 Herndon 12930 Worldgate Drive

GSA - FBI  59,400 Crystal City 2121 Crystal Drive

American Systems Corp  57,600 Route 28 South 14151 Park Meadow Drive

GSA - NTIS  42,800 Springfield 5301 Shawnee Drive

Army Corps of Engineers  33,900  Crystal City 2733 Crystal Drive

Inventory and Vacancy by Submarket, Second Quarter 2009

northern virginia office market
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Alexandria

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

Market Activity 
After remaining one of the more resilient office markets in the DC region, Alexandria has 
finally succumbed to the economic malaise.  In the second quarter, net absorption came in 
at negative 140,000 square feet and vacancy increased by 100 basis points to 8.6 percent.  The 
drop in net demand was driven by sharp declines in relet and sublet space, which both posted 
negative absorption in the quarter.  On the flip side, demand for new office product remained 
relatively healthy, as 25,000 square feet of positive absorption took place in the quarter. The 
largest move out for the county was DCS as they vacated their entire lease at 1330 Braddock 
Place - 5 floors for about 68,000 square feet - in their move to Springfield at newly delivered 
MetroPark VIII.  Average asking rents for class A buildings have dropped by over $1.00 since 
this time last year and now stand at $34.80 per square foot.    

Outlook 
Vacancy rates should be nearing their peak in Alexandria, with only one office building 
scheduled to deliver over the next two years (Carr Properties is set to deliver its 120,000 square 
foot office building at 1701 Duke Street in the first quarter of 2010).  Cassidy & Pinkard 
Colliers leads this leasing assignment and has currently lined up two deals totaling 29,000 
square feet.  Over the last three years, Alexandria has averaged a positive annual absorption rate 
of 182,500 square feet.  Without a surge in aggregate demand, Alexandria will fall well short 
of that in 2009, but with a diverse tenant base and high-quality amenities, Alexandria is poised 
for a healthy rebound in 2010.      
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Arlington

Arlington Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity
Arlington, the other Inside-the-Beltway market in Northern Virginia, continues to hold up 
better than most markets, consistently posting positive absorption and low vacancy rates.  
This quarter, it was more of the same, as vacancy dropped 30 basis points to 8.5 percent 
and absorption came in at positive 108,000 square feet.  These statistics show the strength 
Arlington has to retain tenants amidst a struggling regional economy.  There were no new 
deliveries this quarter which helped keep vacancy low.  Although one of the pricier office 
markets in Northern Virginia, tenants continue to sign major deals in Arlington, such as FBI 
taking 59,000 square feet at Crystal Park Two. Class A rents come in at $37.25 for the recent 
quarter, down just 0.5 percent from the first quarter.    

Outlook
In the near term, 410,000 square feet of office space is scheduled to deliver in the fourth 
quarter, of 2009, fully vacant as of this writing.  As a result, expect a short-term pop in vacancy 
levels to nearly 10 percent, but the rise is not expected to last.   Arlington should remain one 
of Northern Virginia’s leanest office markets as it continues to house a diverse tenant base 
that includes GSA, contractors, and various consultants.  Thus, expect vacancy rates to remain 
mostly stable in 2009 and 2010 as the limited amount of new supply and steady demand 
from major employment sectors keep Arlington mostly leased up.   Looking further out, 
BRAC continues to loom over the county as government tenants plan to potentially vacate 4.2 
million square feet of leased office space.  Although the Federal Government is preoccupied in 
dealing with an economic recession, the BRAC-effect will likely gain increasing attention as we 
approach the September 2011 deadline.  
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Tysons Corner

Market Activity 
A combination of downsizing and major move-outs has hit Tysons Corner yet again.  After 
a dismal start to the year, the submarket fell deeper into negative absorption (-361,000) and 
saw vacancy rise 140 basis points to 15.0 percent.  Since the third quarter of 2008, Tysons has 
surrendered 1.5 million square feet of office space back to the market.    Initially, the declines 
in Tysons were driven by a contracting financial services sector, which has been plaguing office 
markets across the country for over a year.  However, in the most recent quarter, the economic 
weakness permeated to other sectors of the local economy as well.  Both AT&T and United 
Healthcare downsized their Tysons offices, vacating 72,000 square feet and 29,000 square feet, 
respectively.  Class A asking rates have fallen by $3.70 since this time last year.  In terms of new 
supply, the planned delivery of 1850 Towers Crescent was pushed back another quarter as the 
295,000 square feet has yet to deliver.    

Outlook 
After the scheduled delivery of 1850 Towers Crescent in the third quarter of 2009, the new 
development pipeline in Tysons comes to a halt.  In fact, other than Towers Crescent, there 
are no new scheduled deliveries over the next two years.  This should give this ailing submarket 
a much needed respite and help vacancy levels to stabilize.  What the future has in store for 
Tysons is murky in the short-term, as we see how tenants react to complete renovations in 
infrastructure related to the construction of the Metro Silver line and HOT lanes.  Businesses 
that can stick it out through the coming years will stand to gain great benefits as the new Metro 
line should bring rapid economic growth.  It is estimated that every $10 million in capital 
investment on public transportation yields $30 million in increased business sales.  Thus, the 
efforts to improve transportation infrastructure in Tysons could pay enormous dividends down 
the road.    

Tysons Corner Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009
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Reston / Herndon

Reston / Herndon Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

reston / herndon office Second quarter 2009

Market Activity
Up until most recently, Herndon was outperforming Reston in terms of net demand for office 
space and lower vacancy.  This quarter brought better fortune for Reston.  Net absorption rose 
by 62,700 square feet in the Reston submarket, and vacancy fell 20 basis points to 17.3 percent.  
By contrast, Herndon’s vacancy rose 20 basis points to 14.7 percent and the region experienced 
negative 25,000 square feet of absorption.  Herndon remained active, however, with ITT 
Corporation signing for 85,000 square feet at Monument III at Worldgate and Verizon signing 
for 21,000 square feet.  QinetiQ also signed for 121,000 square feet of new office space at 
Reston Eastpointe.  In looking at the entire Reston/Herndon market, class A average asking 
rents have dropped almost $1.50 since this time last year and now stand at $30.90 per square 
foot.  In addition, sublease space has more than doubled from a year ago, and is now more 
than  1 million square feet.  

Outlook 
Over 1.7 million square feet was delivered to the Reston/Herndon submarket in 2008, 
surpassing the 10-year average of 1.3 million square feet annually; thus, an oversupply situation 
has dampened rents for quite some time.  Going forward, Reston has one delivery of 235,000 
square feet scheduled for the fourth quarter that is already 78 percent leased. Other than that, 
neither Reston or Herndon has any construction in the pipeline in 2010 or 2011.  This break 
from new deliveries should help the market absorb the approximately 2.2 million square feet 
of sublet and new space currently available.  It is also worth noting that there is a bifurcation in 
the market taking place where new space is clearly outperforming relet.  QinetiQ’s and ITT’s 
choice to move to new office product in Reston illustrates that tenants will continue to opt for 
new space until relet space can offer the same incentives.  
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50 / 66

50 / 66 Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity 
The 50/66 Corridor’s office market experienced an increase in overall vacancy for the third 
consecutive quarter, rising 110 basis points to 16.3 percent.  Net absorption came in at 
negative 189,000 square feet, making it the seventh out of the last eight quarters with negative 
absorption.  Oakton, in particular, has suffered under the strain of an ailing local economy, 
registering at 29.6 percent vacancy, up from 11.9 percent just one year ago.  This drastic change 
was due largely to Lockheed Martin’s 160,000 square foot move out in the 4th quarter of 2008 
in a submarket that just reaches over one million square feet in total inventory.  Two quarters 
later, that space still sits empty.  Every submarket in the 50/66 region posted a rise in vacancy 
and negative absorption in the second quarter.  Verizon vacated a combined 96,000 square 
feet at Park Tower in its phased move out and Parsons Construction vacated 29,000 square 
feet at Two Flint Hill.  Asking rents have been slashed from $33.70 for second quarter 2008 
to $32.10 currently.      

Outlook 
A significant demand driver for the 50/66 Corridor is the Information Technology field that 
is set to benefit from the Federal Government’s Stimulus package, possibly creating a bright 
spot for this area.  Nearly 120,000 square feet of sublet space was brought to the market in 
the first quarter of 2009.  With no deliveries or construction projects on the horizon, tenants 
should begin to fill sublet space and new space remaining on the market.  In the short-term, 
expect rents to trend downwards as rising direct and sublet space continue to outpace demand. 
Fortunately, very few projects are in the development pipeline going forward.
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Route 28 South

route 28 south office Second quarter 2009

Route 28 South Corridor Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity 
The drop in net demand for office space continues in Route 28 South.  In the second quarter, 
net absorption came in at negative 116,000 square feet, following a decline of 91,000 square 
feet in the previous quarter.  Vacancy increased by 60 basis points from the first quarter to 
17.3 percent.   The pain was felt primarily in existing space as relet and sublet both posted 
negative absorption.  Significant vacancies included EDS vacating 34,000 SF at Lincoln Park I, 
Steal Cloud vacating 20,000 SF at Park Center Building, and Teleproduction Inc. moved out 
of 16,000.  The 43 percent-leased Commonwealth Center 2 building is scheduled to deliver 
next quarter, bringing 96,000 square feet of additional vacant space to the market.  Class A 
asking rates have dropped more than two dollars since this time a year ago and currently sit at 
$28.60. 

Outlook 
After seven straight years of positive absorption, Route 28 South is on par to experience its first 
year of a net drop in demand since 2001.  With almost 3.9 million square feet of new space 
that delivered in the past four years, the submarket has grown up quickly, but is now having 
a difficult time burning off the remaining space.  In 2007 alone, 11 new buildings delivered, 
totaling 1.8 million square feet.  Nearly half of those buildings remain completely vacant.  This 
abundance of vacant space should continue to drive down rents at least through 2009 and into 
2010.  Without a dramatic improvement in local economic conditions in the second half of the 
year, Routh 28 South will likely finish the year in negative territory and with elevated vacancy 
nearing 20 percent.        
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Loudoun County Submarket

Loudoun County Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2009

Market Activity 
At 18.9 percent, Loudoun County’s office vacancy remains the highest of all counties in 
Northern Virginia.  The 294,000 square feet delivered to the Route 7 submarket in the first 
quarter by Lakeview Center Plaza and 66,000 vacant square feet added by The Ashmill Building 
has added even more inventory to the already oversupplied market.   In terms of demand, 
absorption came in just slightly negative at 3,300 square feet.  Textrom Systems Corporation 
completed the largest transaction of the quarter when they moved into 30,000 square feet in 
the Route 28 North submarket.  Average asking rents fell to $25.28 in the second quarter 
compared to $26.29 one year ago.  That said, Loudoun continues to offer the most attractive 
rents in the region, which in this current economic climate, may begin to pull some cost-
conscious tenants in its direction.

Outlook 
The good news for Loudoun, and the saving grace for most of Northern Virginia, is that new 
supply has been reeled in quickly.   In the next two years, Loudoun’s only expected delivery 
is 110,000 square feet at 1602 Village Market Boulevard, which will hit the market in the 
third quarter of 2010.  The demand drivers in Loudoun submarket include Technology and 
Government sectors.  Federal Stimulus spending should further boost demand as nearly half of 
the allotted money is scheduled to be spent before 2011.  Specifically, the funding appropriated 
for Education, Health & Human Services, and Transportation should ultimately help the 
balance sheets of the many of local businesses in Loudoun.
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