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We are pleased to provide you this 15th annual edition of TrendLines: 
Trends in Washington Commercial Real Estate.  This is a collaborative 
publication of Delta Associates and Transwestern.  Our purposes are to 
distill the trends of 2011 and to shed light on pivotal forces and issues that 
we believe will affect the region’s economy and commercial real estate in 
2012 and beyond.  

2011 was a year of uncertainty following a strong year of recovery in 2010. 
In 2011 we saw a strong apartment market, a leasing market producing 
mixed results for office and industrial, and a robust investment sales 
market. The private sector’s demand for space perked up a bit while the 
government scaled back its needs.  Apartment rents rose while office rents 
declined.  Overall, 2011 gave us a muddled picture with just one clear 
message:  uncertainty prevailed.

Great fortunes can be made by taking sensible, managed risks when 
others are cautious. This report is our effort to bring clarity to the muddled 
picture presented by 2011, and to give our clients guidance on how to take 
advantage of the opportunities present in 2012.  

Washington has maintained its position as a top investment market in the 
United States because of its strong fundamentals.  While a lack of clarity 
regarding the Federal budget and the national economy gives us all pause, 
we continue to have many strong cards in our hand:

� The largest employer in the United States, the Federal government, 
is headquartered here.  “Cuts” that are talked about are to rates of 
growth, not to actual spending totals. 

� The Washington metro has the lowest unemployment rate among 
large metro areas.

� The region’s proficiency at attracting corporate headquarters 
facilities has never been better.

� Infrastructure investments, such as Metro’s Silver Line and the ICC, 
will soon come to fruition or are already here. These present unique 
development and investment opportunities.

� We boast the most educated workforce in America, and the highest 
average household income in the U.S. 

2012 is likely to be a year of gradual progress for the Washington area, with 
modest economic growth, incremental employment growth, and gradually 
rising demand for office space.  Our apartment market will stay strong, as 
rental units remain favored over for-sale housing.  Foreign and domestic 
capital will continue to flow into Washington, as the near-term focus 
on deficit reduction is ameliorated by private sector growth.  The retail 
market, supported by nation-pacing household incomes, will continue 
to rebound while flex/industrial product near highways and airports will 
perform well.  On balance, 2012 offers a chance for thoughtful risk-takers 
to seize opportunities, which include:

� Financing assets with long-term fixed-rate loans while interest rates 
are low.

� Facilitating tenants’ needs, even if that includes space reduction.

� Repositioning and better managing assets.

� Developing and investing in retail and apartment product to 
capitalize on the market’s current strengths.

� Attracting or developing office headquarters and other build-to-suits.

� Creating product desired by expanding private sector industries.

� Buying and tuning up assets.

� Buying distressed assets where available.

� Taking advantage of new infrastructure.

We provide more specifics about these opportunities in Section One of 
this report (Navigating Uncertainty) and throughout the book.  Overall, we 
expect to find more opportunities in our industry in 2012 than we found in 
2011.  Volatility will persist, but for the thoughtful investor and developer 
the disjointedness in this market offers a wealth of opportunity.

Thank you for your interest in our research and other services, including 
brokerage, property management, investment sales, and development.  
We look forward to helping you interpret everything you see in the market, 
and to being your service partner in the period ahead.  Best wishes for a 
successful 2012.

Foreword

To our friends, clients and colleagues:

February 2012

Eric Mockler
President, Mid-Atlantic Region

Gregory H. Leisch, CRE
Chief Executive 
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To Our Clients and Business Associates:

As a leader in the DC business community for almost 40 years, Baker Tilly is once again proud to support 
TrendLines®.

Baker Tilly continues to be recognized for service and quality in the delivery of tax, assurance, and 
consulting services to the Washington, DC marketplace. Our breadth and depth of resources focused on 
the real estate industry allows us to serve the leading real estate companies and institutions investing in 
the Washington area. 

In 2012, uncertainty is expected to continue. Whether it is the outcome of the presidential election, 
looming automatic spending cuts triggered by the recent debt agreement, or the expiration of tax cuts at 
the end of 2012, the impact of these events will be felt for years to come.

In spite of this uncertainty, our region’s real estate industry remains relatively strong compared to the 
national real estate market. Significant transactions helping to drive our region in 2011 included the ground 
breaking of City Center, on the former convention site. This $700 million project marks Qatari Investment 
Authority’s first American real estate investment. Among many other prominent transactions were the sale 
of WRIT’s industrial portfolio for $350 million to Adler Group, and the announcement of Wal-Mart’s plans to 
open six new stores within the DC City limits, a major departure from the company’s standard retail model.

Baker Tilly looks forward to continue advising the businesses and entrepreneurs who are the foundation 
of the Metro Washington real estate industry, and helping them maximize the opportunities created by 
uncertainty.  

Sincerely,

Kelly P. Toole
Partner
703.923.8215
kelly.toole@bakertilly.com



Dear TrendLines Participant:

PNC is proud to sponsor the TrendLines® report once again in 2012, which is widely regarded as a premier 
resource for our region’s commercial real estate professionals. 

In today’s rapidly evolving real estate environment, having access to timely market knowledge is critical 
to running your business.  For years, the TrendLines report has been such a source, delivering a valuable 
overview of the Washington, D.C. real estate market.  

Equally critical is having confidence in your lender, an institution that has experienced varied economic 
cycles and has always been available to its customers.  PNC is one of those lenders. 

This year, we will celebrate PNC’s 25th anniversary in the Washington, D.C. real estate community, and we 
continue to deliver one of the industry’s broadest platforms of products and services. Our comprehensive 
array of capabilities includes acquisition, construction and permanent financing for public and private 
developers and investors; agency financing for multifamily and seniors housing properties; debt and 
equity capital for the affordable housing industry; access to the capital markets and treasury management 
services.  In addition, through Midland Loan Services, we provide third-party loan servicing, asset 
management, and technology solutions.  

PNC is one of the nation’s top banks by deposits, with $271 billion in assets and over 2,500 branches as of 
December 31, 2011.  Our strength lies not only in our size, but in the innovative ways in which we deliver 
products and solutions to help you achieve your business goals.

To learn how we can bring ideas, insight and solutions to you, call us or visit  www.pnc.com/realestate.

Sincerely,

    

Michael N. Harreld     William R. Lynch III
President      Senior Vice President
PNC Bank – Greater Washington Area   PNC Real Estate
202.835.5513     202.835.4513
m.harreld@pnc.com     william.lynch@pnc.com

TrendLines® is a state of the commercial real estate market overview and forecast presentation and report produced by Delta 
Associates, the leading source of real estate market data in the Washington region, and Transwestern, the region’s preeminent 
commercial real estate firm.

Member of The PNC Financial Services Group

One PNC Plaza   249 Fifth Avenue   Pittsburgh   Pennsylvania   15222-2707

www.pnc.com
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The purpose of TrendLines® is to distill the trends of 2011 and shed light on pivotal issues that shape our 
commercial real estate opportunities in the Washington marketplace in 2012 and beyond.  

Last year in TrendLines we stated that 2011 would be “a pivot point” and that the year would offer “a chance 
to position for the incipient growth cycle.”  We also conceded that the Federal government was “likely to rein 
in spending and leasing activity in 2011,” but that “a pull-back in Federal terms means a decline in the rate 
of growth.”

While the office market’s performance was muted in 2011, due in part 
to uncertainty surrounding the Federal budget, the apartment market’s 
performance was very strong.  Washington continues to attract young 
professionals from around the world who want the flexibility that rental 
units offer.  Demographic and taste changes seem to be aiding this 
product sector.  

Investors offered renewed confirmation of the underlying strength of the 
Washington market, as capital came pouring in from both domestic and 
foreign sources.  With core office and apartment assets trading in the 
4.5% to 5.5% cap rate range, those who bought in 2009 and 2010 had 
the chance for strong and quick returns. Buyers in 2009 look like geniuses 
today; it is amazing what the combination of cap rate compression and 
asset performance can do.

In sum, 2011 offered some great opportunities but also some cautionary 
signs.  Now the question becomes:  What will 2012 bring?  More 
opportunities or potential pitfalls?  We think the answer is:  Plenty of both.

On balance, this forecast was on target.  The Federal government certainly 
reduced its presence in the Washington office market, as GSA deals came 
under greater scrutiny.  The reduction in GSA activity was perhaps more 
severe than we envisioned, as last summer’s deal on raising the debt 
ceiling led to a commitment to severely reduce the rate of growth in 
Federal spending. This in turn has led to significant uncertainty regarding 
GSA’s future net demand for space.  Similarly, Federal contractors remain 
concerned about whether their programs will be cut in the years ahead.  
Nevertheless, Federal spending did increase locally in 2011, as projected.

Additionally, the private sector in the Washington area experienced 
modest growth in 2011, led by the Professional/Business Services sector, 
which created 7,400 net new payroll jobs for the 12 months ending in 
November 2011.  With the Federal budget under severe stress, continued 
growth in this sector will be important in the period ahead.

Navigating

Uncertainty
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In this introductory section of the report we address the following 
questions:

1. How did we reach this period of elevated uncertainty in the 
economy and real estate markets, and how might it play out?

2. What is the drive to efficiency doing to our understanding of  
the Washington area real estate market?

3. Will the flight to quality assets continue, and how does that 
change an investor’s or developer’s strategy?

4. With people demanding increased flexibility in their housing  
arrangements, and employers needing increased flexibility  
in their hiring practices, how does that change the apartment  
and office markets?

5. Business and property owners are preparing for government 
right-sizing, but is there some upside to this process?

6. Will private sector growth cushion the blow from projected  
Federal budget cuts, and by how much?

7. What steps should investors take to optimize investment  
returns in 2012 and the years ahead?

The balance of this report drills down to each property type to get more 
specific about trends and opportunities for each asset class.

Let’s start with a brief overview of how we reached this period of uncertainty.  
We need to understand the factors that brought us here before we can 
formulate an investment strategy for 2012 and beyond.

#1: Uncertainty. How did we reach this period of elevated uncertainty in 
the economy and real estate markets, and how might it play out?

A sense of uncertainty has increased of late, as both households and 
businesses are under stress. It is impacting consumer spending, business 
investment, decision-making in general, tenant leasing, and commitments 
of all types – thus slowing economic growth. An increasing sense of 
uncertainty has emanated from problems abroad such as the European 
debt crisis and the direction the Arab Spring seems to be taking. On 
the domestic front, there is uncertainty due to a dysfunctional Federal 
government, moving from deadlock to crisis, which resulted in the 
downgrading of the U.S. debt rating by Standard and Poor’s. And what 
does that mean? This uncertainty has plagued both consumers and 
businesses.

Consumer Uncertainty

Households are currently under stress, as the unemployment rate remains 
elevated, prices are on the rise, and home values remain depressed. 
According to the household stress index, which accounts for the rate of 
inflation, unemployment, and real estate values, households experienced 
a rise in stress during 2011. 

The index peaked at 26 during 2008, as home values experienced a steep 
decline and unemployment was elevated. Although the index declined 
during 2009 as home values and unemployment stabilized, it climbed 
again in late 2010 and into 2011, as prices on consumer goods increased 
and housing values took another hit – although not as drastic as in 2008. 

Looking forward, we expect the consumer to remain under stress during 
2012 and 2013. Although we expect this stress to lessen, the stress index 
will remain above the 20-year average of 5.0.

As household stress rises, consumers become less confident about their 
financial stability. This uncertainty causes consumers to tighten spending. 
Although the change in expenditures is no longer in the negative, as 
experienced during 2009, spending remains below average. Compared to 
past recoveries, consumer spending will not be a strong economic driver 
during this recovery period. With consumer spending responsible for 70% 
of U.S. GDP, growth in consumer spending is essential for a more robust 
domestic recovery.

Locally, households in the Washington metro area are experiencing stress 
as well. Although households are not as stressed as in 2008, the index is 
currently above the 10-year average of 2.0. The index peaked at 29 during 
2008, as home values experienced a steep decline. Although the index 
declined during 2009, it climbed again during 2010 and 2011, as the prices 
on consumer goods increased and growth in housing values was lackluster.

Consumer spending will not be a strong 
economic driver during this recovery period.
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Business Uncertainty

Because of uncertainty, small and mid-sized businesses are less 
optimistic about the national economy compared to one year ago. 
Of those surveyed by PNC Bank, 68% are pessimistic about current 
economic conditions, up from 58% one year earlier. This pessimism 
has fueled cash hoarding as well as caution in hiring, as only 20% plan 
to hire during the next six months, while 14% plan to reduce staff, 
according to the survey.

This pessimism has caused U.S. companies to sit on piles of cash, 
waiting for clear signals that the economy is on a consistent and 
more robust recovery path. Corporate profits rose 7.9% during the 
12 months ending September 2011, after surging 32% during 2010. 
This compares to the 20-year annual average of 8.0%. Banks have the 
balance sheets to lend and companies have the resources to hire, but 
both remain wary about the state of the economy.

Instead of hiring permanent employees, companies are making due 
with fewer employees thanks to productivity gains. They also can 
incorporate temporary help. Temporary help remains at elevated 
rates, as uncertainty remains. Temporary help expanded by 4.2% 
during the 12 months ending December 2011. This compares to a 
rise of 1.2% in payroll employment during this period. 

We believe temporary employment will continue to remain elevated 
during 2012, as uncertainty persists. After confidence is gained, we 
expect temporary staffing to level off and companies to slowly start 
to fill full-time positions. 

Even at the local level, companies are uncertain about future 
conditions, which have caused economic growth to slow in the 
Washington metro area. At the end of every year Delta Associates 
surveys “market makers” in the Washington metro area. As part of 
the survey, we ask respondents about expected business conditions 
over the next 12 months.

Our most recent survey at year-end 2011 showed uncertainty rising 
when asked if conditions will worsen over the next 12 months. This 
uncertainty was heightened during the 2001 and 2007-09 downturns, 
with Delta’s Business Expectations Index peaking at 50 and 63, 
respectively. Although this uncertainty tempered during 2009 and 
2010, our year-end 2011 survey showed the index edging up again. 
Although elevated compared to 2009 and 2010, this level remains 
well below the peak experienced during the height of the Great 
Recession.

Household Stress Index 
United States

Source: Bureau of Labor Statistics, Case/Shiller, PNC, Delta Associates; January 2012.
Note: 2011 – 2013 is projected.

U.S. Personal Consumption Expenditures

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
*12 months ending September 2011.

-10

-5

0

5

10

15

20

25

30

1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013

In
de
x

20-Year Average = 5.0

-4%

-2%

0%

2%

4%

6%

8%

10%

12%

14%

71 73 75 77 79 81 83 85 87 89 91 93 95 97 99 01 03 05 07 09 11*

Pe
rc

en
t 

C
ha
ng

e 
–

An
nu

al

30-Year Quarterly Average = 6.1%



Navigating Uncertainty     13

Household Stress Index
Washington Metro Area

U.S. Corporate Profits

Source: Bureau of Labor Statistics, Case/Shiller, PNC, Delta Associates; January 2012.
*At November 2011.

Source: Bureau of Economic Analysis, Delta Associates; January 2012.         
*12 months ending September 2011.

Business Owner’s Outlook on National Economy

Trends in Non-Farm Payroll and Temporary Help Employment

Source: PNC Bank, Delta Associates; January 2012.
Note: Totals may not add to 100% due to rounding.

Source: Bureau of Labor Statistics, Delta Associates; January 2012.          
Note: Bars represent recessions.          
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Delta Associates’ Business Expectation Index
Expectation That Conditions Will Worsen Over the Next 12 Months
Washington Metro Area

Investment in Equipment and Software
United States

In sum, there is still much uncertainty present among consumers and 
businesses, both nationally and locally.  With the futures of the Dodd-
Frank Wall Street Reform Act, the carried interest tax provision for 
investors, Fannie Mae and Freddie Mac, and the Affordable Care Act 
all up in the air, it is no wonder uncertainty prevails. With this elevated 
level of uncertainty, we expect consumers to remain cautious in 
spending and many businesses to refrain from leasing decisions and 
hiring commitments through 2012.

For the next few years we conclude that the office market will be more 
competitive than we have experienced in previous recovery cycles. 
Therein is the challenge – and the opportunity.

#2: Drive to Efficiency. What is the drive to efficiency doing to our 
understanding of the Washington area real estate market?

With consumers and businesses uncertain about future economic 
conditions, many are taking steps to become more efficient – doing 
more with less. Companies are taking less office space per employee, 
shedding unneeded office space or right-sizing, and using profits to 
invest in software and other productivity enhancers. Consumers are 
reducing demand for housing, downsizing into smaller homes, and 
increasingly cohabitating. Welcome to the “Era of Less.”

Drive to Efficiency in the Office Market

Despite lackluster hiring, businesses are increasing investment in 
equipment and software as companies are replacing outdated 
technology to become more efficient. During the 3rd quarter of 2011, 
investment increased 3.7% – well above the 15-year quarterly average 
of 1.2%.

Advances in technology have allowed companies to tighten space 
utilization, as they switch from libraries and filing cabinets to cloud-
based computing storage sites. In addition, the size of office 
equipment has been significantly reduced by flat screen monitors and 
laptops, replacing the larger-sized equipment of the past. Further, 
advances in work station design have helped as well, allowing 
companies to fit workers in smaller areas. 

As technology and web-based software advance, the ability to 
work offsite has increased as well. Companies are increasingly 
implementing alternative work strategies, such as telework and 
hoteling programs, to offset the need for more space.

Source: Delta Associates; January 2012.
Note: Bars represent recessions.

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
Note: In constant dollars.
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These advancements have reduced the amount of office space 
needed per worker for both public and private sector office tenants. 
The ability to reduce space is arriving at a perfect time, as both the 
private and public sector look to reduce costs due to tightened 
budgets. Given the large expense of real estate, the amount of office 
space taken by tenants is a likely target for efficiency gains.

From 2000 to 2010, office space per worker declined from 
approximately 300 SF to around 200 SF, according to GSA’s 2011 
Workspace Utilization and Allocation Benchmark Study. Given 
advances in technology, the upward trend of both private and public 
sector tenants taking advantage of alternative work strategies, and 
reduction in total space demanded by tenants, this average could 
decline even further.

According to the Telework Research Network, the U.S. Patent and 
Trademark Office saved $11 million per annum in real estate expenses 
through telework and hoteling, as over 5,000 employees (or 82% of 
the telework-eligible workforce) telework between one and four days 
per week. The agency plans to expand its telework-eligible workforce 
in the future in order to hire additional employees without increasing 
the need for office space.

Alternative work strategies are a trend likely to continue within both 
the public and private sectors. The current Federal budget plans 
for a 50% increase in telework in order to reduce real estate costs. 
Within the private sector, Booz Allen Hamilton recently implemented 
hoteling to ensure it did not outgrow its existing real estate. Other 
private sector examples include: Reznick Group vacating 120,000 SF 
at 7700 Old Georgetown Road, downsizing into 105,000 SF at 7501 
Wisconsin Avenue during 2010 but remaining in Bethesda/Chevy 
Chase; and Accenture leasing 99,000 SF at 800 North Glebe Road in 
the RBC Corridor during 2011, downsizing by roughly half the space 
at its previous location in Reston Town Center.

According to TechCast, 30% of the employees in industrialized nations 
will telework two to three days a week by the year 2019.

Average Square Feet per Worker
United States

Source: GSA Workspace Utilization and Allocation Benchmark Study, Delta Associates; January 2012.
Note: For all types of office tenants (public and private); includes newly-signed leases only.
*Estimate.

Average Square Feet of New Single Family Homes
United States

Source: U.S. Census, NAHB, Delta Associates; January 2012.
*Estimate.
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Net Absorption of Apartment Units 
Washington Metro Area  |  2011

Source: Delta Associates; January 2012.

Net Absorption of Office Space
Washington Metro Area  |  2011

Source: Delta Associates; January 2012.

Drive to Efficiency in the Housing Market

The number of individuals and families doubling up in housing units 
is on the rise, according to the U.S. Census. During 2011, 69.2 million 
adults, or 30%, were doubled-up, a rise from 61.7 million adults, 
or 27.7%, during 2007. This increase is boosted by young adults 
aged 25-34, who are currently facing a 9.4% unemployment rate at 
December 2011, compared to the national average of 8.5%. During 
2011, 5.9 million, or 14.2%, of young adults aged 25-34 lived with their 
parents, up from 4.7 million, or 11.9%, during 2007.  For more on this 
topic, please see Question #6 following, as household formation from 
this cohort is a likely driver of overall household demand and private 
sector job creation in the period ahead.

The recent recession not only suppressed demand for housing, it has 
fueled demand for a different type of housing. In a survey of national 
home builders, 74% believe single-family homes will get smaller over 
the next five years, according to the National Association of Home 
Builders. The majority of respondents believe the average home size 
in 2015 will be approximately 2,200 SF. This size is a decline compared 
to the peak of 2,500 SF in 2007 and 2008. 

Therein is a challenge and an opportunity. 

#3: Flight to Quality. Will the flight to quality assets continue, and 
how does that change an investor’s or developer’s strategy?

Flight to Quality in the Office Market

Class A net absorption of office space in the Washington metro 
area during 2011 totaled 2.3 million SF, compared to Class B/C net 
absorption totaling negative 1.3 million SF.  This indicates a move 
to quality, as tenants take advantage of current market conditions to 
upgrade office space. 

Tenants with cash and demand for office space are taking the 
opportunity while rental rates remain compressed to upgrade to 
Class A space. For instance, during 2011:

� Banner Life moved from 105,000 SF of Class B space at 1701 
 Research Boulevard in Rockville to newly constructed Class A 
 space at 3275 Bennett Creek Avenue in Frederick.

� URS Corporation relocated from 104,000 SF of Class B space  
 at 200 Orchard Ridge Drive in Gaithersburg to Class A space  
 at 12420 Milestone Center Drive in Germantown. 

� Navigant Consulting inked a deal for 74,000 SF of Class A 
 space at 1200 19th Street, NW in the District. This tenant will 
 relocate from Class B space at 1801 K Street, NW.  
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Source: Census Bureau, Delta Associates; January 2012.
Note: Figures reflect Q4 data for each year except 2011, which reflects Q3 data, the most recent available.

Homeownership Rate
United States

Payroll Employment vs. Total Employment
United States

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Figures reflect year-end totals.

� Rothwell, Figg, Ernst & Manbeck inked a deal for 49,000 SF of 
 Class A space at 607 14th Street, NW in the District. This tenant 
 will relocate from Class B space at 1425 K Street, NW. 

With tenant demand focused on Class A office assets, coupled with 
a dwindling stock of available large blocks of new space, property 
owners are focusing on efforts to renovate Class B space, particularly 
in the District, to compete with the Class A market. We expect 
renovations of older product to ramp up, particularly in the CBD and 
East End, over the next 12 months, with delivery plans for 2014/2015 
when the market transitions to landlord favor.  For instance:

� Hines plans to renovate 307,000 SF of Class B space at 2100  
 M Street NW in the CBD once a pre-lease is inked. Hines will  
 add 83,000 SF in three new stories to the asset. 

� Brookfield plans to renovate 229,000 SF of Class B space at  
 2001 M Street, NW in the CBD. The company plans to deliver  
 the project by 2013. 

Flight to Quality in the Apartment Market

Class A net absorption of apartments in the Washington metro area 
totaled 3,900 units, compared to Class B net absorption totaling 
negative 600 units.  Both Class A and Class B are experiencing 
tightened conditions, as demand and limited stock have lowered 
vacancy rates and increased rents for both classes. However, due to 
rent compression, the flight to quality means Class A is outperforming.

The number of Class B units renovating in the Washington metro 
area has increased by several thousand units over the past year, as 
investment conditions have improved. 

Opportunities continue for renovating existing B-grade and C-grade 
properties. These opportunities can be the most profitable where the 
rent spread is widest between Class A apartments on the one hand 
and Class B or even Class C apartments on the other hand.

For more information on value-add plays, please see Question #7 
following, on optimizing investment returns.

#4: Demanding increased flexibility. With people demanding 
increased flexibility in their housing arrangements, and employers 
needing increased flexibility in their hiring practices, how does that 
change the apartment and office markets?
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Structure of Economy
Percent Share of Gross Regional Product (GRP)  |  Washington Metro Area 

Source 2010 2015 (Projected)

Federal Total 39.8% 36.3%

   Portion Procurement 19.1% 17.4%
 
Source: Center for Regional Analysis, Delta Associates; January 2012.

At the national level, during the run-up to the housing market bubble 
of 2005, homeownership rates reached a cyclical high of 69.2%.  As the 
bubble burst in 2006-07, people increasingly turned back to rentals.  One 
reason was that owning a home, once seen as a safe investment, had 
instantly become a financial risk. Another was that some homeowners 
were forced into short sales or foreclosures, and could not afford to buy 
again.  But a third – which gained momentum as the recession hit with full 
force in 2008 – was that a flexible lifestyle is an asset.  Whether because 
of the reduced financial commitment involved in renting vs. owning, or 
the increased ability to move to where the jobs are, renting has become 
more attractive, fueling the demand for apartments.  By 2011, the rate 
of homeownership in the U.S. had declined to 66.3%, a 290 basis point 
decline from the cyclical peak in 2004.

We saw this preference for renting manifest itself locally, with rent spikes 
in 2010 for Washington area rental units.  Class A properties experienced 
rent growth in the 8% range in 2010.  However, apartment rent growth is 
now decelerating, and we believe that this shift away from homeownership 
is moderating, at least locally.

While employees have been seeking increased flexibility for their lifestyles 
and careers, employers have been doing the same.  Given the uncertainty 
in the broader economy – translated into unclear demand for goods and 
services – businesses have been looking to the temporary labor market 
rather than making full-time hires.

From year-end 2001 to year-end 2011, payroll employment in the U.S. 
rose just 0.9%.  This figure accounts for massive job losses during the 
2007-09 period at traditional workplaces.  However, total employment 
(which accounts for contract workers, the self-employed, and temporary 
workers, in addition to traditional payrolls), rose 6.6% during that same 
ten-year period.  Businesses sought greater flexibility in managing their 
expenses, while many laid off workers turned to part-time jobs or started 
their own businesses.

Of note, during the year-end 2007 to year-end 2009 period (which 
encompasses the Great Recession), payroll employment (the figure 
most often reported in the media) declined 6.3%, but total employment 
declined just 0.5%.  Any level of job loss can be traumatic for the economy, 
but this shift reflected the renewed importance of flexibility for employers 
and employees alike.

During 2011, payroll employment rose 1.3%, while total employment rose 
just 0.2%.  This reflected a renewed sense of optimism in the traditional 
labor market that we saw both early and late in the year (but which was 
absent during the debt ceiling negotiations of the summer).

On balance, while the shift toward increased flexibility may be decelerating, 
expansion of the traditional labor market in 2012 (as reflected in payroll 
employment) is likely to be slow.  Too much uncertainty remains in the global 
economy for businesses to rapidly bring on new hires.  As a result, while 
home ownership may become slightly more popular in the year ahead, and 
office demand may perk up a bit, the trends we saw over the last few years 
are likely to remain largely intact in 2012.

Washington area multifamily developers seized on these trends in 2010 
and 2011, recognizing the need for a new housing mix.  As a result, they 
are generating a substantial amount of new supply.  The first projects to 
deliver are likely to do well; whether the product delivering in the 2nd half 
of 2013 and 2014 fills quickly will depend in part on how long employers and 
employees maintain their renewed preferences for flexibility.

#5: Preparing for government right-sizing. Businesses and property 
owners are preparing for government right-sizing, but is there some upside 
to this process?

The Washington metro area is currently bracing for right-sizing within the 
Federal government, as the growth rate of the Federal budget will be 
scaled back. This could seriously impact the Washington area, as historically 
30% or more of the region’s gross regional product (GRP) has been due to 
Federal spending. This share jumped to around 40% in 2010. Given current 
austerity measures, we expect this share to decline to around 36.3% in 2015.

Given the Congressional supercommittee’s failure to reach an agreement 
by the November 2011 deadline, automatic across-the-board cuts, totaling 
$1.2 trillion over ten years, are slated to go into effect at the start of 2013.

Half the cuts will come from the Department of Defense’s budget and half 
from domestic program budgets. Defense cuts will focus on shipbuilding, 
large procurement programs, and contractors. War financing is not on the 
chopping block. Domestic cuts will focus on border patrol, IRS, TSA, and a 
handful of other Federal agencies.
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Federal Employment by Presidential Term
Washington Metro Area

Source: BLS, Center for Regional Analysis, Delta Associates; January 2012.

These cuts could have an impact on the Washington metro area. If these 
cuts are fully implemented, here is one “doomsday” look:

� Federal employment in the Washington area may decline by  
 30,000 positions.

� This could impact Federal contracting and other employment  
 in the region and result in a decline by 162,000 positions.

� This level of job loss would act as a drag on the economy,  
 keeping the unemployment rate elevated through 2015,  
 suppressing confidence and consumer and business spending.

� The overall result could be limited GRP growth during 2013, at  
 around 0.1%, if these cuts are fully implemented.

It is important to note several factors when considering these “doomsday” 
projections:

� We are uncertain as to how much of the cuts will come in  
 Washington as compared to the rest of the nation.

� We are uncertain as to whether the cuts will be automatic (the  
 basis of these projections) or they will be modified by Congress  
 and the President.

� We are uncertain of the pace of these cuts – whether they will  
 be front-ended in impact (the basis of these projections) or  
 unfold over a more protracted period.

Whether “doomsday” or not, cuts are not likely to derail economic 
growth in the region. But they will certainly slow it well below our 
experience of prior recovery cycles.  

President Obama announced in early January 2012 an initiative to 
reduce the Federal workforce by consolidating parts of the Federal 
government, which could eliminate 1,000 jobs and save $3 billion over 
10 years. Washington has been through Federal right-sizing before. 
During the Clinton years, the Federal establishment was reduced in 
size by approximately 40,000 employees.

However, there was an offsetting trend – outsourcing to contractors. 
This time, there is not. Hence, our estimate is of a more severe impact 
on overall GRP and job growth. We think a more analogous time 
frame is the mid- to late-1970s when the region was recovering from 
the right-sizing following the wind-down of the Vietnam War and 
spending related to it.

During both Federal government right-sizing periods – the late-1970s 
and the mid-1990s – the Washington region grew well and there 
were many commercial real estate investment and development 
opportunities. But the investment and development communities 
must recalibrate expectations from those of more robust growth 
periods.

#6: Private sector growth. Will private sector growth cushion the 
blow from projected Federal budget cuts, and by how much?

If the Federal government is growing more slowly than it used to, 
and government contractors are concerned about future sources of 
revenue as noted earlier, where will the area’s job growth come from?

The Washington area has become proficient in attracting associations 
and corporate headquarters from other parts of the country.  That is 
likely to be a continuing source of local job creation.  But we also see 
more jobs in the lobbying/legal sectors because with a smaller Federal 
pie, there is bound to be more fighting over the slices.  The greatest 
sources of local job growth are likely to be in the professional/business 
services and education/health fields.  Technology-focused jobs that 
straddle the line between professional services and information 
services also will drive the market.
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Briefly, here are our thoughts on job creation:

� Professional services jobs are likely to grow in response to  
 Federal legislation of the past few years.  More experts are still  
 needed to implement and consult on the ramifications of the  
 Dodd-Frank Act, the Affordable Care Act, changes to FDIC  
 policies, and more.  We expect approximately 45% of local  
 job growth in the 2011-15 period to come from professional  
 services positions, almost all of which are office-using.

� At the same time, the education/health sector, which grew  
 consistently during the downturn, will continue to grow as it  
 caters to the young professionals who continue to move here  
 and to the growing student population.

� Contractors, who are understandably concerned about  
 Federal budget cuts, are more likely to be insulated here than  
 in other parts of the country, as much of the work done in the  
 Washington metro area is related to cybersecurity projects less  
 likely to be trimmed, or to lobbying for their next contract.

� The presence of National Harbor has been a boost to the  
 hospitality industry, which is on the rise.

� Further, there should be organic growth in the technology  
 sector, as contractors turn their attention toward the private  
 sector market for their services.  The recent launch of the  
 District’s first tech “accelerator,” called “The Fort,” at 1627  
 K Street, NW, is an example of this organic growth that could  
 lead to future start-ups.  Already, Living Social has proven that  
 the District can be a welcoming home for tech entrepreneurs.

Another source of private sector job creation could be the regional 
housing market.  Despite the fact that the local housing market has 
been weak over the past year (still among the national leaders, but 
with little if any price growth), the Washington metro area remains 
underserved from an inventory standpoint.  How?  The mix and 
location of units plays a role, but so do demographic trends.

While living with one’s parents has always been a fallback option for 
younger workers during tough economic times, the scale of future 
potential heads of household currently foregoing the traditional 
rental market is well beyond any recession and recovery in the past 
25 years.  As the economy continues to recover, this national group 
of 5.9 million people represents a huge pool of likely future renters.  
Some also may choose to buy, particularly if interest rates remain at 
record lows and they can qualify for mortgages.

Washington Metro Area Job Growth
Comparing Expansion Cycles

Source: Dr. Stephen Fuller of George Mason University, Bureau of Labor Statistics, Delta Associates; January 2012.

Payroll Job Growth
Washington Metro Area

Source: Dr. Stephen Fuller of George Mason University, Bureau of Labor Statistics, Delta Associates; January 2012.
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Those living with parents represent 14.2% of all 25- to 34-year-olds 
in the U.S.  As the economy improves and this young cohort gains 
job security, it will begin to emerge from basements, attics, and 
childhood bedrooms to find independent living arrangements.  The 
same applies to roommate situations where people have doubled-
up or tripled-up to save on rent.

This group of future renters and homeowners is likely to help drive 
the housing market locally and nationally, generating job growth in 
the construction industry.  The impact may be greater at the local 
level because the Washington metro area has a disproportionately 
high share of those young adults (15.3% of the population, compared 
to 13.3% nationally).

In sum, together with Dr. Stephen Fuller, we are projecting a gain 
of 30,200 payroll jobs per annum over the next five years in the 
Washington metro area. This may feel weak by local standards 
for a recovery/expansion cycle, but local job creation should be 
enough to support growth in the commercial real estate market, 
if expectations are recalibrated.  For more information on our job 
growth projections, including a breakout by substate area, please 
see Section Three of this report.

#7: Optimize investment returns. What steps should investors take 
to optimize investment returns in 2012 and the years ahead?

In 2011, the average investor in core commercial real estate saw 
strong returns – better than any alternative.  As a result, capital 
continued to flow into commercial real estate in significant volumes, 
driving prices up and cap rates down. 

Projected Job Change by Sector
Washington Metro Area  |  2011 – 2015

Source: Delta Associates’ estimate, based on earlier estimates by  
Dr. Stephen Fuller at George Mason University and EMSI; January 2012.

25- to 34-Year-Olds Living with Their Parents
United States 

Source: U.S. Census Bureau, John Burns Real Estate Consulting, Delta Associates; January 2012.
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As measured by the NCREIF Property Index (NPI), returns on 
commercial real estate for the 12 months ending in September 2011 
(the most recent data available) were 16.10% – far exceeding the 
performance of the S&P 500, which returned 1.14% for the same 
period.  Bonds returned 5.58% over the same span.

But what should investors expect in 2012?  Much of the 2011 gain 
was driven by cap rate compression, rather than significant leaps 
in asset performance, although measurable asset performance 
enhancement occurred for the first time in this cycle. This likely is not 
repeatable, given the continuing uncertainty in the economy and 
the fact that prices have already been driven up for core assets.  We 
believe that cap rate compression is largely over for this cycle, and 
value growth in 2012 will have to be driven largely by improvement 
in asset performance.  Namely, leasing of office, industrial, and retail 
space will have to pick up for commercial real estate benchmarks to 
match their 2011 performance.  Our thinking is in part a reflection 
of the slowdown in sales volume during the 2nd half of 2011.  For 
example, in the Washington metro office market, excluding portfolio 
sales, volume totaled $3.3 billion on 47 transactions during the 1st 
half of 2011, but only $2.4 billion on 39 transactions during the 2nd 
half of the year.  We think this slowdown in activity represents both 
concern over the direction of the Federal budget and cap rate 
compression.

Where is value going to come from in 2012?  The likely answer is in 
the nature of what has been selling recently.  Class B/C office and 
apartment assets out-sold Class A assets (based on unit volume) 
during 2011. 

Regarding office: For the year, Class B/C assets represented 42% of 
the total sales volume, compared to just 19% in 2010.  Thoughtful 
investors are seeking out value-add plays, with a goal toward 
delivering renovated product in 2013-14 when demand for space is 
likely to be rising.

Commercial real estate also remains a favored asset class.  Once 
again, the Association of Foreign Investors in Real Estate (AFIRE) has 
ranked Washington near the top of its target lists.  Washington ranks 
2nd to New York among U.S. markets targeted for investment, and 
3rd globally, after New York and London.

*          *          *          *          *

Investment Alternatives
Commercial Real Estate vs. Stocks vs. Bonds  |  12 Months Ending September 2011

Source: NCREIF, Delta Associates; January 2012.

Office Building Sales Volume by Class
Washington Metro Area

Source: Real Capital Analytics, graphic by Delta Associates; January 2012.
Note:  Excludes portfolio sales.
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U.S. Rank Market

1 New York

2 Washington, DC

3 San Francisco

4 Boston

5 Los Angeles

Top U.S. Cities Among Foreign Real Estate Investors in 2012

Source: AFIRE, Delta Associates; January 2012.

Global Rank Market

1 New York

2 London

3 Washington, DC

4 Sao Paulo

5 San Francisco

Top Global Cities Among Foreign Real Estate Investors in 2012

For all of the rightfully-placed concern about possible Federal 
budget cuts, we should remind ourselves that the Washington region 
has many strong cards to play when it comes to economic and 
commercial real estate growth:

� The largest employer in the United States, the Federal  
 government, is headquartered here. And the budget is not  
 shrinking – rather, the rate of growth in spending is being  
 reduced.

� The Washington metro has the lowest unemployment rate  
 among large metro areas. As a result, the region is a magnet  
 for young workers looking for work – and this bodes well for  
 the Class B apartment market and big box retailers.

� The region boasts the most educated workforce in America,  
 and the highest average household incomes. This bodes  
 particularly well for demand for office space, high-end retail,  
 and Class A apartments. 

� The Washington office market has a vacancy rate below the  
 national average. This will help with recovery of the office  
 market relative to the national average.

� The apartment market experienced rent spikes in 2010-11.

� The retail market is driven by the highest average household  
 income in the nation.

In short, this growth cycle will be weaker than we are accustomed to, 
but it is harnessed to one of the premier growth environments in the 
country.

Source: AFIRE, Delta Associates; January 2012.

Interest Rates
United States

Source: Federal Reserve, IHS Global Insight, Delta Associates; January 2012.

In
te

re
st

 R
at

e

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Federal Funds Rate 30-Year Mortgage Rate

0%

1%

2%

3%

4%

5%

6%

7%

8%

In short, this growth cycle will be weaker 
than we are accustomed to, but it is 

harnessed to one of the premier growth 
environments in the country.



NAVIGATING UNCERTAINTY

 24     Section One

What Are the Opportunities We See?

Given all of this information, what are the opportunities in the 
Washington market that stand out as most appealing in 2012 and 
beyond?

1. Finance assets with long-term fixed-rate loans while  
 interest rates are low.  We expect long rates to remain low  
 into 2013, based on the sluggish economy and the Fed’s  
 position on short-term rates.  Locking in inexpensive leverage  
 today is a significant opportunity, as rates will begin to rise  
 once clear signs of consistent economic growth emerge.

2. Facilitate your tenants’ space reduction per employee.   
 While offering your tenants help with reducing their space  
 requirements is not appealing, it is instrumental in keeping  
 tenants in place and offers an opportunity to lock in a term  
 extension.  Most tenants, for reasons of operating efficiency  
 or expense reduction, are seeking to downsize their  
 per-worker footprint.  Owners benefit if they help manage  
 that process with the benefit of extending the lease term.

3. Reposition and better manage existing assets so they  
 remain competitive.  With tenants across the board seeking  
 to reduce costs while stepping up in quality, upgrading 
 office space from Class B to Class A, or installing more  
 efficient mechanical systems, is a good way to attract credit  
 tenants as the expansion cycle emerges. The same applies to  
 upgrades to Class B and Class C apartments – making them  
 more competitive and attractive for the “flight to quality.”

4. Invest in or develop apartment and retail projects.  While  
 the office market is lagging, with GSA pulling back and tenant  
 reductions in space per employee, the apartment market has  
 experienced robust growth.  The retail sector also has  
 rebounded smartly, with spending growth concentrated in  
 two disparate categories:  luxury goods and discount goods.   
 Of course, the apartment market has already experienced  
 significant growth in the pipeline, so planned projects should  
 be focused on underserved submarkets and incorporate  
 special features in order to stand out.

Stressed Commercial Real Estate by Market
October 2011

Source: Source:  Real Capital Analytics, graphic by Delta Associates; January 2012.
Note:  Value based on loan amount.
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*          *          *          *          *

We hope the information in this report assists you in making informed decisions to meet your particular business objectives in 
2012 and beyond.  The balance of this report provides detailed information to support our recommendations and to enable you 

to be prepared for whichever approach you choose.  Best wishes for success in the period ahead. 

*          *          *          *          *

5. Attract headquarters offices or develop build-to-suit projects.   
 The Washington metro area has become a magnet for association  
 and headquarters operations from around the U.S.  We see this as  
 an emerging core competency of our local market.  Washington  
 is still driven by the Federal government, but it is no longer  
 heavily dependent on the public sector – and has not been for  
 years.  As Volkswagen, Hilton, Northrop Grumman, Bechtel, and  
 others have proven, Washington’s educated workforce, access to  
 major transportation nodes, and proximity to lawmakers are big  
 draws for the private sector.

6. Capitalize on private-sector job creation.  The Federal pie is  
growing at a slower rate than we are used to.  As a result, the 
fights over this smaller pie are getting bigger, meaning more 
lobbyists and lawyers.  The education/health sector was a stalwart 
throughout the downturn and is likely to continuing growing 
along with the metro area’s population.  And the financial services 
sector is seeing a comeback, as new regulations require more 
professionals to address them.  For further detail on job creation  
by substate area, which can guide your site selection activities, 
please see Section Three of this report.

7. Prudently buy and tune up assets.  We believe that most 
core assets are fully-priced at this point in the cycle, as cap rate 
compression has exceeded growth in demand, particularly for 
office space.  However, the careful investor will target distinctive 
opportunities, properties that either offer special appeal to tenants, 
or will offer special appeal once renovations are complete.  For 
examples of potential targets in 2012, particularly in the multifamily 
sector, please see Section Six of this report.

8. Buy distress if you can find it.  Two years ago we thought this 
would be an opportunity.  Then prices rose and the FDIC made nice 
with its borrowers.  Today there is little opportunity.  But that is not  
to say you should not look.  There are a few worthy deals around.

9. Take advantage of new infrastructure.  Projects we once thought 
of as long term are nearing completion, from BRAC facilities, to the 
High-Occupancy Toll (HOT) lanes in Virginia, to the Metrorail’s Silver 
Line out to Tysons Corner and Reston, to the Intercounty Connector 
(ICC) in Maryland.  While many of the prime opportunities to  
co-locate near new infrastructure have been snapped up, others 
remain available to properly-funded developers and investors.  Given 
the cost and time to build new infrastructure assets, opportunities 
like these are rare.  And there are potential future infrastructure 
assets to bet on: the Purple Line, streetcar lines, a soccer stadium, 
and more.  With the market in a slow-growth mode, those with 
money should consider striking now.
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Sustainable Growth, Tempered by Uncertainty 

Last year in TrendLines we noted “the nation is slowly achieving self-
sustained recovery by most measures.”  We did not anticipate how 
much uncertainty would play a role in the pace of recovery. 

Uncertainty created a pull-back in consumer spending, business 
investment, tenant leasing, and decision-making in general, which 
slowed national economic growth. The increasing sense of uncertainty 
emanates from problems abroad such as the European debt crisis and 
the direction the Arab Spring seems to be taking. On the domestic 
front, there is uncertainty due to a dysfunctional Federal government, 
moving from deadlock to crisis and the resulting downgrade of the 
credit rating of the Federal government debt. A sense of consumer 
unease also comes from reduced personal wealth and stagnant 
wages during 2011.

Much of the global economic focus during the past few months has 
been on the European debt crisis and its potential effects on the 
rest of the world.  Several proposals to resolve this crisis have been 
floated, including one in late November that involves a coordinated 
strategy among central banks to ease the European credit crunch.  
Still, while that proposal increases liquidity, it does not address the 
main problem of excessive sovereign debt.  The lack of political 
resolve to find a coordinated solution to the debt crisis has magnified 
the problem, and even caused some economists to suggest that 
euro zone countries may abandon the common currency.  If this 
intransigence persists, what might the effects be on the U.S. economy, 
and in turn, our commercial real estate markets?

One possibility of a continuing European debt crisis is that consumer demand 
in Europe remains stagnant, pushing the EU nations into recession.  This 
would have repercussions in China, which counts Europe as its largest export 
market.  If consumer demand in Europe and China both slow, global prices 
for commodities are likely to decline, a trend that has already begun.  For U.S. 
consumers, who over the past few years saw an increase in commodity prices 
far exceeding wage increases, this is a positive development.  In particular, the 
rising price of gasoline diverted Americans’ discretionary income away from 
consumer goods and toward a basic need.  Downward pressure on gasoline 
prices and other staples could help Americans’ real household income gain 
traction, further boosting Americans’ consumer confidence and willingness to 
spend, which will aid U.S. economic growth.

The National

Economy

U.S. Commodity Prices: Mixed in 2011 After Big Increases in 2010

Source: indexmundi.com, Department of Energy, Delta Associates; January 2012.
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This is not the preferred approach to a U.S. economic recovery.  
Steady, global economic growth is the less volatile and more 
desirable path.  But not all developed economies trend the same 
way at the same time.  It is possible a recession in Europe and a 
slowdown in China could make goods more affordable to American 
consumers at a time when they still need all the help they can get.  
With consumer spending responsible for 70% of U.S. GDP, growth in 
consumer spending is essential for a more robust domestic recovery.

Regarding U.S. commercial real estate, the traditional notion of real 
estate as an inflation hedge suggests that a low-inflation environment 
created by economic weakness in Europe and China might pull capital 
away from real estate.  However, tremendous volatility in the stock 
market and low bond yields have meant that capital continues to find 
its way to real estate. Even in a protracted recovery, real estate may 
be the most desirable asset class on a risk-adjusted basis.  The stable 
nature of real estate – on a relative basis – makes it a worthwhile 
investment during these unpredictable times.  In addition, the modest 
pipeline of new product in most commercial asset classes means that 
as domestic demand improves, tighter markets will follow.

Overall, this is a challenging time to be in the commercial real estate 
business – or virtually any business.  But for all of the struggles we 
have endured domestically, the U.S. is among the best-positioned 
of the major world economies for the period ahead.  While modest 
growth feels weak compared to robust expansion periods (or even 
recoveries) of the recent past, it is much better than a double-dip 
recession.  We believe that even as troubles persist in other parts of 
the world, the U.S. economy can sustain its recovery, albeit slowly.  

For the U.S. commercial real estate markets, even modest economic 
growth should allow for rising asset values, improving cash flow, and 
a slowly rising demand for space. We think the euro zone debt crisis 
will have limited impact on U.S. commercial real estate. 

Domestically, we expect gradually improving economic conditions 
during 2012. Conditions should be sluggish during the 1st half, with 
greater improvement during the 2nd half of the year. As concern 
about current economic conditions ebbs, we believe corporations 
will utilize stockpiled resources for hiring.  Once hiring picks up pace, 
consumers will regain confidence and begin to spend more. 

U.S. Consumer Sentiment: Volatile, But Rising

Source: University of Michigan, Delta Associates; January 2012.

U.S. Economic Trends and Forecast

Source: BLS, BEA, Center for Regional Analysis, FOMC, CBO, Morgan Stanley, Delta Associates;  
January 2012.
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Now, for a look at the components that make up our economy:

Payroll Jobs

The national economy added 200,000 new jobs during the month of 
December 2011. The private sector added 220,000 new jobs during 
December. Some private sector growth was offset by the public 
sector shedding 20,000 jobs. 

Companies remain cautious in hiring. The debate in Congress 
regarding the Federal budget, the European debt crisis, and the 
downgrade in AAA credit status contributed to businesses taking a 
wait-and-see approach.

We expect more jobs to be trimmed from the public sector during 
2012, as governments cut their workforces to make up for budget 
shortfalls. However, these losses will be more than offset by continued 
growth in the private sector.  Although we expect the private sector 
to grow during 2012, the pace of growth will be muted. We do not 
expect the pace to improve significantly until after the 2012 election. 

The $447 billion jobs bill proposed by President Obama has gained 
little traction. Although legislation to put unemployed veterans to 
work has been signed into law, other parts of the bill remain stalled.  
It is unlikely the full bill will be passed, given the Republican majority 
in the House. 

Month-to-month job growth has been uneven – reflecting continued 
uneasiness in permanent hiring, as confidence in the economy 
remains lackluster. The reduced confidence has translated to the year-
over-year job growth, as 1.6 million new jobs have been added to the 
economy during the 12 months ending December 2011. The growth 
was lackluster for several months but accelerated in December. We 
expect sluggish job growth in early 2012, with greater gains later in 
the year.

During the 12 months ending December 2011, ten sectors added 
jobs. The top three sectors in job gains were Professional/Business 
Services, Education/Health, and Leisure/Hospitality – adding a total 
of 1.1 million new jobs.

The State and Local Government sector shed the most workers over 
the past year, cutting 244,000 positions. The Government sector (both 
Federal and state/local) is reducing its workforce as budget austerity 
measures are put in place.

U.S. Payroll Job Change
Monthly

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Through December 2011.

U.S. Payroll Job Change
Year-Over-Year

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Through December 2011.
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U.S. Payroll Job Change
Selected Sectors  |  12 Months Ending December 2011

U.S. Initial Unemployment Claims
Four-Week Moving Average

Source: Department of Labor, Delta Associates; January 2012.
Note: Data is seasonally adjusted.

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

Initial unemployment claims have been declining unevenly since the 
peak in early April 2009 at 643,000 (on a four-week moving average basis). 
Claims were 373,250 as of the end of December 2011 – just slightly above 
the 15-year average of 368,000. We expect claims to remain near the 
current level through most of 2012, with a steady downward trend not 
occurring until late 2012. 

The unemployment rate declined to 8.5% as of December 2011 from 9.4% 
one year earlier. Although this decline provides optimism in the economy, 
it should be observed with caution, as the rate decline was due in part to 
people giving up looking for work and dropping out of the workforce. The 
number of unemployed remains high at 13.1 million.  Nevertheless, the job 
market did seem to be gaining momentum late in 2011.

We anticipate the unemployment rate will not edge down materially in 
the short run, as formerly discouraged job applicants start the application 
process again. This could push the rate higher in 2012. Unemployment will 
be slow to descend, likely remaining in the 8.5% range during 2012.

U.S. Unemployment Rate

Source: Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Through December 2011; seasonally adjusted; shaded bars represent recessions.
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U.S. GDP Percent Change

Contributions to U.S. GDP Percent Change

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
Note: Annualized.

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
Note: Annualized.

Gross Domestic Product (GDP), Consumption,  
and Investment

GDP increased 1.8% (annualized rate) during the 3rd quarter of 2011, 
after rising 1.3% (revised) during the 2nd quarter. This increase is 
below the 20-year annual average of 2.5%. The slow rise during the 3rd 
quarter appears consistent with the mood of the nation – uncertain. 

We estimate modest GDP growth for the 4th quarter of 2011, once 
the figure is announced – in the 2.5% to 3.0% range. GDP growth 
should ebb slightly during the 1st and 2nd quarters of 2012, hovering 
in the 2.0% range, as uncertainty continues. 

Economic expansion was driven by personal expenditures during the 
3rd quarter, which contributed 1.3% to the GDP growth.  Government 
expenditures were a drag on GDP, contributing negative 0.02%.

Uncertainty has led to reduced job gains and muted consumer 
spending. Despite our anxiety over this slow recovery, GDP growth 
rates of this recovery cycle continue to track similarly to the prior two 
recession/recovery cycles of 1991 and 2001.

Although consumer spending is helping to boost GDP, spending 
has been restrained due to low consumer confidence. We expect this 
trend to continue in the near term, as household net worth took a 
notable hit during the 3rd quarter of 2011.  

Net worth declined by $2.5 trillion during the 3rd quarter of 2011, the 
most recent data available. Net worth struggled during the 3rd quarter 
due to slumping home prices and a decline in the stock market. This 
decline in net worth is a hit to consumers, after households lost over 
$17 trillion in personal wealth from the 4th quarter of 2007 to the 
1st quarter of 2009. Although households have regained some of the 
assets lost, gains have been uneven and it will take several years to 
recoup the total amount. 

Also due to uncertainty, U.S. companies are sitting on piles of cash, 
waiting for clear signals that the economy is on a consistent recovery 
path. Corporate profits rose 7.9% during the 12 months ending 
September 2011, after surging 32% during 2010. This compares to 
the 20-year annual average of 8.0%. Companies have the resources 
to hire, but remain wary about future demand for their products and 
services.

Notably, businesses are increasing investment in equipment and 
software. During the 3rd quarter of 2011, investment increased 3.7%, 
well above the 15-year quarterly average of 1.2%.
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Recovery Patterns of GDP
Following the Past Four Recessions

Source: BEA, GMU Center for Regional Analysis, Delta Associates; January 2012.

U.S. Household Net Worth

Source: Federal Reserve, Delta Associates; January 2012.

U.S. Corporate Profits

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
*12 months ending September 2011.

Investment in Equipment and Software

Source: Bureau of Economic Analysis, Delta Associates; January 2012.
Note: In constant dollars.
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Despite gains in profit and rising investment in equipment and 
software, small and mid-sized businesses are less optimistic about 
the national economy compared to one year ago. Of those surveyed 
recently by PNC Bank, 68% are pessimistic about current economic 
conditions, up from 58% one year ago. This pessimism has fueled 
cash hoarding as well as caution in hiring, as only 20% plan to hire 
during the next six months, while 14% plan to reduce staff, according 
to the survey.

Housing Market 

The recoveries of the past have been led by a robust housing market. 
Not this time – and that explains some of the slow economic growth 
during this cycle. Home prices in the 20 major metro areas declined 
3.4% during the 12 months ending October 2011, the most recent 
data available, according to S&P/Case-Shiller. The housing market has 
struggled with recovery, as unemployment remains high, foreclosures 
dampen gains, and lending standards remain tightened. 
 
With home prices falling, the number of mortgages underwater (where 
the homeowner owes more on the mortgage than the home is worth) 
remains elevated. According to CoreLogic, 22% of all mortgaged 
homes were underwater at the end of the 3rd quarter of 2011. Nevada 
had the highest percentage of underwater mortgages at 58%.

We expect national home prices to decline further through mid-year 
2012, as the inventory remains elevated and confidence is lackluster. 
Thereafter, prices should start to stabilize. 

The number of home sales increased to 4.4 million (annualized) during 
November 2011, compared to 4.2 million during 2010. However, the 
number of sales remains well below the level achieved at the peak 
of the market. The national sales price averaged $210,500 during 
November 2011, down 4.3% from one year ago, according to the 
National Association of Realtors.

Business Owners’ Outlook on National Economy

Source: PNC Bank, Delta Associates; January 2012.
Note: Totals may not add to 100% due to rounding.

Annual Change in Existing Home Sale Prices
United States

Source: S&P/Case-Shiller, Delta Associates; January 2012.
Note: Through October 2011.

We expect national home prices to
decline further through mid-year 2012, 
as the inventory remains elevated and 
confidence is lackluster.  Thereafter,

prices should start to stabilize.
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Federal Intervention and Inflation

The Federal government continues to implement programs to 
sustain the national economy, vowing to do what it takes to keep the 
economy on track. 

The Federal Reserve has kept the Federal Funds Rate at its current 
low level, as some business sectors continue to shed jobs. Given the 
economy continues to grow at a slow pace, the Fed plans to keep 
short-term rates at its current range of 0% to 0.25% through mid-2013.

To affect long-term rates, the Fed had introduced Quantitative Easing 
(or QE). This program of buying debt has helped to keep long term 
interest rates low. In fact, at this writing a 30-year fixed-rate home 
mortgage is below 4% – near an all-time low. The QE program seems 
to be over for the time being, but Ben Bernanke has stated that he 
would consider re-instituting it if needed to keep long rates down. 
Some analysts are betting on QE3 by the late spring.

Between little pressure from the economy and the Fed’s commitment, 
we see a low probability of a meaningful increase in long-term interest 
rates in the next 18 months.

 
Regarding inflation, prices increased 3.4% during the 12 months 
ending November 2011. After surging during the spring of 2011, 
prices are moderating. Gas and food prices are showing declines. 
Elevated unemployment, coupled with limited income growth, has 
helped keep prices in check, as consumers are less willing to pay 
higher prices right now. Slower inflation could help boost consumer 
spending. The Federal Reserve expects consumer prices will remain 
in check in the near term, with inflation estimated at 3.0% for 2011 
and projected at 1.8% for 2012. We agree. As long as appropriate 
monetary measures are in place, inflation should remain controlled 
through 2012.

U.S. Existing Home Sales vs. Sales Price

Source: National Association of Realtors, Delta Associates; January 2012.
Note: NAR recently rebenchmarked 2007-10 sales data.
*Annualized sales rate at November 2011.

Federal Funds Rate

Source: Federal Reserve Board, Delta Associates; January 2012.
*Unchanged since December 16, 2008.
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Federal Budget and Debt

The Congressional Budget Office (CBO) anticipates the U.S. budget 
deficit for 2011 will have totaled $1.3 trillion when the numbers are 
finalized. The U.S. budget deficit was $1.3 trillion in 2010, down from 
$1.4 trillion in 2009. Gaining Federal budget balance has generated 
concern by both political parties. A split Congress and the election 
of many freshman representatives in 2010 who campaigned on the 
promise to cut spending have sparked heated debate on how to 
reduce the deficit. This debate peaked in late July 2011 as the world 
watched a dysfunctional government finally reach a deal on deficit-
reduction and the debt ceiling, which was passed and signed into law 
on August 2.

The battle in Congress continues with both parties stubborn, fueled 
further by the politics of the upcoming 2012 election. 

Given the supercommittee’s failure to reach an agreement by 
November 23, automatic across-the-board cuts, totaling $1.2 trillion 
over ten years, are slated to go into effect at the start of 2013.

Half the cuts will come from the Department of Defense’s budget 
and half from the domestic programs budget. Defense cuts will focus 
on shipbuilding, large procurement programs, and contractors. War 
financing is not on the chopping block. Domestic cuts will focus on 
border patrol, IRS, TSA, and a handful of other Federal agencies. 

It is important to note, although the automatic spending cuts are set to 
take effect, they might not be implemented. Congress and President 
Obama (or his successor) could agree on legislation to curtail these 
automatic spending cuts. The proposed plan could change as the 
need for programs/services changes through 2012/2013. 

U.S. Inflation

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Data is seasonally adjusted.
*12-month percentage change through November 2011.

Federal Budget Deficit

Source: OMB, CBO, Delta Associates; January 2012.
* Projected by CBO as of August 2011.
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Economic Outlook

We believe the national economy will experience slowly improving 
conditions during 2012. We expect the recovery period to last into 
late 2013/early 2014, at which point economic growth is likely to 
accelerate.

We believe the economic outlook is as follows: 

� GDP: 1.6% growth during 2011, once the numbers are finalized.  
 Growth in the 2.5% range in 2012. 

� Payroll jobs: 1.5 million to 1.8 million added in 2012 (based on a  
 December-to-December calculation).

� Unemployment: In the 8.5% range during 2012.

� Federal funds rate: 0% to 0.25% through mid-year 2013.

� Long-term interest rates: steady.

� Inflation: 3.0% during 2011, once the numbers are finalized,  
 declining to 1.8% during 2012.

Federal Budget Spending Cuts
2013 – 2022

Source: Washington Post, Delta Associates; January 2012.

U.S. Payroll Job Growth

Year Job Change % Change

2011* 1,640,000 1.3%

2010 -967,000 -0.7%

2009 -5,989,000 -4.4%

2008 -809,000 -0.6%

2007 1,496,000 1.1%

2006 2,397,000 1.8%

2005 2,275,000 1.7%

2004 1,423,000 1.1%

2003   -344,000 -0.3%

2002 -1,490,000 -1.1%

2001 36,000 0.0%

*Change for 12 months ending in December 2011; others are comparisons of annual averages.  
Note that BLS has rebenchmarked figures since their initial publication; the figures presented  
above are the most recent estimates.

Defense
$54.7 billion per year

Domestic
$54.7 billion per year

National Payroll Job Growth Summary

The U.S. economy gained 1.6 million payroll jobs over the 12 months 
ending December 2011.  This represents a rise of 1.3%. 
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Source: Bureau of Labor Statistics, Delta Associates; January 2012.

12-Month Payroll Employment Change Through November 2011
      

Job Change  

Metro Area # %

Houston  87,900 3.4%

Dallas/Ft. Worth  57,300 2.0%

Boston (Metropolitan NECTA)  50,400 2.1%

San Francisco Bay Area

San Jose/Sunnyvale/Santa Clara  28,300 3.3%

San Francisco/San Mateo/Redwood City  15,000 1.6%

Oakland/Fremont/Hayward  3,000 0.3%

Subtotal Bay Area  46,300 1.7%

Seattle  46,100 2.8%

LA Basin

Riverside/San Bernardino/Ontario  19,100 1.7%

Orange County (Santa Ana/Anaheim/Irvine)  13,000 1.0%

Los Angeles/Long Beach/Glendale  12,500 0.3%

Subtotal LA Basin  44,600 0.7%

Phoenix  33,400 2.0%

South Florida

Miami/Miami Beach/Kendall  18,700 1.9%

West Palm Beach/Boca Raton  5,800 1.2%

Fort Lauderdale  5,700 0.8%

Subtotal South Florida  30,200 1.4%

Tampa-St. Pete  26,900 2.4%

San Diego  26,600 2.2%

Pittsburgh  23,400 2.1%

New York  22,800 0.3%

Detroit (Detroit/Warren/Livonia)  22,700 1.3%

Chicago  22,300 0.5%

Job Change

Metro Area # %

Oklahoma City  17,400 3.1%

Minneapolis-St. Paul  17,200 1.0%

Baltimore  16,900 1.3%

Cincinnati  16,900 1.7%

Memphis  15,000 2.5%

Salt Lake City  13,500 2.2%

Denver-Boulder  12,200 0.9%

Portland (OR)  12,000 1.2%

Las Vegas  11,400 1.4%

Raleigh-Durham  10,600 1.4%

San Antonio  10,400 1.2%

Austin  9,600 1.2%

New Orleans  9,000 1.7%

Washington, DC  8,800 0.3%

Jacksonville  8,300 1.4%

Orlando  8,200 0.8%

Nashville  7,500 1.0%

Sacramento  7,000 0.9%

St. Louis  6,200 0.5%

Columbus (OH)  5,000 0.5%

Kansas City  300 0.0%

Charlotte  (2,000) -0.2%

Philadelphia  (3,100) -0.1%

Cleveland  (5,700) -0.6%

Indianapolis  (6,300) -0.7%

Atlanta  (13,100) -0.6%
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The Washington Area

Economy

Uncertainty Over Impact of Federal Cuts Creates 
Uneven Recovery

Last year in TrendLines we stated that the region “is on a sustainable 
growth vector” but “all eyes are on the Federal establishment – will 
austerity measures derail an expanding local economy?”

Well, the Washington metro area has hit a speed bump in its economic 
recovery, as uncertainty pervades the region as to the impact of proposed 
cuts in the Federal budget, due to kick in in 2013. Some predict “doomsday” 
while others hope for a reprieve. We think reality lies in between.

After leading the nation among metro areas in job growth through the 
spring, payroll employment increased by just 8,800 during the 12 months 
ending November 2011. 

� The service providing industries continued to grow, adding 11,400  
new positions during the past year. 

� This compares to the goods producing sectors, which struggled,  
shedding 2,600 positions. 

Regardless, the unemployment rate remains the lowest in the nation at 
November 2011 among major metros, at 5.4%. 

Overall, the Washington metro area has weathered the latest economic 
downturn better than most other metro areas and has remained one of the 
top economic centers in the nation. 

The area has maintained the lowest unemployment rate in the nation, as 
the private sector continues to hire during this period of uncertainty. The 
path to economic recovery could slow further if automatic spending cuts 
to the Federal budget take effect as planned. However, given these cuts 
are scheduled to start in 2013, Congress could pass legislation to alter this 
path. Either way, the region is in for slower growth than it is used to in an 
expansionary phase.

Payroll Job Change Since the Start of Recession
Large Metro Areas

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
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Year-End 2011 Economic Highlights

� Payroll Employment: 3.0 million at November 2011.

� Job Change: grew 8,800 during the 12 months ending  
 November 2011.

� Unemployment Rate: 5.4% at November 2011, down from  
 6.0% one year ago and lowest among the nation’s largest  
 metro areas.

� Inflation: prices increased 3.4% during the 12 months ending  
 September 2011.

� Housing Prices: increased 0.9% during the 12 months ending  
 September 2011. 

Payroll Jobs 

With 3.0 million payroll jobs, the Washington metro area ranks the fourth-
largest job market among metro areas, behind New York, the LA Basin and 
Chicago. 

Payroll employment increased 8,800 in the Washington metro area over 
the 12 months ending November 2011. This 0.3% increase compares to the 
national rise of 1.2% during this period. 

We believe a few factors explain the limited job growth during the past 
12 months:

� We have now reached the part of the year when, in 2010, the  
Washington economy was gaining traction ahead of other markets.   
The 12-month change is now more modest compared to other  
metro areas given the higher base in November of 2010.

� Some softness from reduced Federal hiring is setting in due to  
Federal austerity measures and a reduction in Census workers.

� Professional/Business Services sector has scaled back hiring due to  
uncertainty in the Federal budget.

Source: BLS, GMU-CRA, FHFA; January 2012.

Payroll Job Growth
Washington Metro Area

Trends in Employment by Major Sector
Washington Metro Area  |  In Thousands of Payroll Jobs

November 
2011

12-Month 
Change

20-Year Annual 
Average

Prof/Business 697.2 7.4 15.7

Financial 151.9 5.8 0.4

Leisure/Hosp 262.8 3.5 4.0

St./Local Gov't 319.1 3.4 3.9

Edu/Health 370.0 3.0 8.1

Construction 139.6 0.4 0.0

Trans/Utilities 61.1 0.1 0.0

Wholesale 63.6 -0.2 -0.2

Information 77.0 -1.9 -0.2

Federal Gov't 377.7 -2.0 1.5

Other 177.8 -2.1 3.5

Manufacturing 49.5 -3.0 -1.0

Retail Trade 260.6 -5.6 0.1

Total 3007.9 8.8 35.7
 
Source: BLS, Delta Associates; January 2012.

Source: BLS, Delta Associates; January 2012.
*12 months ending in November 2011.
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It is important to note the internal churn of jobs occurring in the 
Washington metro area. The service providing industries, made up 
of such industries as Professional/Business Services and Financial 
Activities, created 11,400 new positions during the 12 months ending 
November 2011. This compares to the goods producing sectors, 
made up of such industries as Construction and Manufacturing, which 
shed 2,600 positions. 

The sectors leading job growth (some 23,000) tend to be those that 
generate high-wage, office-using jobs – the type that spend retail 
dollars, occupy office space, buy homes, and rent Class A apartments. 

As high-wage jobs are added and low-wage jobs are eliminated, a 
labor shortage is being created in the Washington metro area in key 
high-wage job categories, such as within the Scientific and Technical 
Services sector and those requiring security clearance. This creates an 
imbalance in the available workforce – too few high-wage employees 
and too many low-wage employees – generating a demand for high-
wage employees to relocate to the metro area to fill this gap.

The top three sectors leading job growth are Professional/Business 
Services, Leisure/Hospitality, and Financial Services – with a total of 
16,700 new jobs added to the economy in these three sectors alone.

The Professional/Business Services sector gained 7,400 jobs during 
the last 12 months – with 7,600 created in the Professional, Scientific, 
and Technical Services sector.

The Financial sector gained 5,800 jobs during the last 12 months, which 
is above the 20-year annual average of 400 new positions. This sector 
is starting to gain steam again, after four years of annual job losses.

The Leisure/Hospitality sector gained 3,500 jobs in the previous 
12 months, which is below the 20-year annual average of 4,000 new 
positions. 

The Professional/Business Services and Government sectors represent 
the largest share, at 46%, of total payroll jobs in the Washington metro 
area. Government (Federal plus state and local) employment grew 
during the economic downturn, with Professional/Business Services 
experiencing a decline in jobs.

We are now experiencing a turn of events, with the Government 
sector shedding jobs due to budget cuts and the Professional/
Business Services sector gaining steam – albeit unevenly. We expect 
the Professional/Business Services sector to continue creating jobs at 
a gradual pace in the Washington metro area, as this industry enters a 
cautious expansion mode.

Payroll Job Change
Washington Metro Area  |  12 Months Ending November 2011

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

Payroll Job Change – Year-Over-Year
Washington Metro Area

Source: Bureau of Labor Statistics, Delta Associates; January 2012. 
Note:  Not seasonally adjusted.
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Payroll Job Change
Large Metro Areas  |  12 Months Ending November 2011

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

Cumulative Job Loss After Peak 
Select Metro Areas  |  Current Business Cycle

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

We expect the Government sector to shed workers in the near-term, as 
budget austerity measures are put in place. Some observers, such as Dr. 
Stephen Fuller, expect this to be as many as 30,000 workers, or a decline 
in the Federal workforce from 377,700 workers as of November 2011, to 
around 345,000 by 2013 if the automatic budget cuts are implemented as 
scheduled. Although layoffs could occur, the reduction in the workforce will 
likely be due to a hiring freeze as the Federal government does not backfill 
vacated/retiring positions. 

The Washington metro area added 8,800 new jobs during the past 12 
months – and is no longer a national leader in job growth. Houston, 
Dallas/Ft. Worth, and Boston topped job growth, spurred by growth in 
Professional/Business Services and Health/Education.

It is important to note the large metro areas such as New York, Chicago, 
and Los Angeles lost a greater share of their jobs during the downturn. As 
these metros recover, they will add a greater share of total jobs – recovering 
what was lost during the downturn. Since the Washington metro area did 
not shed as many jobs, the total jobs added during this period will not be 
as great as in these other metros.

During the 1990-1991 recession, it took the Washington metro area 
approximately two years to recover the jobs lost once employment 
bottomed out. During the 2001 recession, this turnaround was quick, as 
spending ramped up locally to fight the war on terror. We expect it will be 
year-end 2012/early 2013 when the Washington metro area recovers the 
total amount of jobs lost during the most recent recession.

Cumulative Job Loss After Peak 
A Look at Past Recessions  |  Washington Metro Area

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
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Unemployment Rate 

Source: Bureau of Labor Statistics, Delta Associates; January 2012.
Note: Not seasonally adjusted.

Consumer Price Index (CPI)
Washington/Baltimore Region

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

Unemployment Rate 

The Washington area unemployment rate was 5.4% at November 2011, 
down from 6.0% one year ago. This compares to the national rate of 9.0% 
in October 2011. The national rate declined to 8.7% in November 2011.

The Washington metro area has the lowest unemployment rate among the 
nation’s largest metro areas. Notably, the metro area unemployment rate 
has declined 60 basis points over the past year.

The Washington metro area unemployment rate peaked in January 2010, 
at 6.9%, and has since declined, albeit unevenly.

Regional Inflation 

Overall inflation in the Washington/Baltimore region was 3.4% during the 
12 months ending September 2011, compared to the national inflation 
rate of 3.9%. 

We expect prices to rise by 2.5% to 3.5% in the Washington/Baltimore 
region during 2011 once the numbers are finalized, as prices are tempered 
and monetary policy keeps the rate in check.

We expect regional inflation to be in the 2.0% range in 2012.

Unemployment Rates 
Large Metro Areas  |  November 2010 vs. November 2011 

Source: Bureau of Labor Statistics, Delta Associates; January 2012. 
*Seasonally adjusted.
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Percent Change in House Prices
Washington MSA vs. U.S. 20 MSA Composite

Source: S&P/Case-Shiller, Delta Associates; January 2012.
Note: Seasonally adjusted.
*12 months ending September 2011.

Ratio of Median Home Price to Median Household Income
Washington Metro Area

Source: NAHB/Wells Fargo Opportunity Index, Delta Associates; January 2012.

Housing Prices 

House prices increased 0.9% in the Washington metro area during the 12 
months ending September 2011, according to the S&P/Case-Shiller Home 
Price Index. This compares to a decline of 3.6% in the 20 MSA Composite 
Index.

The Washington metro area median home price was 3.1 times the median 
household income during the 3rd quarter of 2011 – comparable to the 
national level at 2.7. So, even with high housing prices, housing in the 
region is as affordable due to higher incomes. However, the Washington 
ratio has been edging up lately as the local housing market rebounds.

Washington area home prices increased an average of 15.2% per year from 
2001 to 2006, according to the S&P/Case-Shiller Home Price Index. This 
rise is more than any other major metro area – and outpaced the average 
income growth of 9.6% per annum during this period. 

Prices started to decline in 2007 due to the Credit Crunch and general 
home market decline. And prices fell further at the onset of the national 
recession, as the credit markets froze and job losses increased foreclosures. 
Housing became more affordable in 2008 and affordability flattened in 
2009. The New York metro area is the least affordable with a ratio of 6.7 as 
of the 3rd quarter 2011.

Ratio of Median Home Price to Median Household Income
Select Metro Areas  |  Third Quarter 2011

Source: NAHB/Wells Fargo Opportunity Index, Delta Associates; January 2012.
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Region’s Core Industries 

The Washington area’s gross regional product (GRP) was $425.2 billion in 
2010 in current year dollars, an increase of 3.2% in 2010 from revised 2009 
figures. The Washington metro area ranks fourth in the nation for largest 
GRP, behind New York, Los Angeles, and Chicago.

Although the Washington metro area ranks fourth in the nation for largest 
GRP, the local area ranked first in GRP growth from 2007 to 2010. GRP grew 
10.7% during this period.

Approximately one-third of the Washington metro GRP is generated by 
the Federal government – the region’s most important core industry. A 
core industry is one that imports capital and exports a good or service. 
Total Federal spending in the Washington metro area totaled $167.5 billion 
in 2010, based on revised numbers. Of the $167.5 billion, $80.9 billion was 
procurement dollars.

We believe Washington metro area GRP growth will continue to outpace 
the nation’s in the near-term. However, we expect that the Federal 
government growth rate will decelerate as budget austerity measures are 
implemented. 

We expect local GRP to grow 2.6% during 2011 once the numbers are 
finalized, compared to 1.8% nationally. 

Given the Congressional supercommittee’s failure to reach an agreement 
by November 23, automatic across-the-board cuts, totaling $1.2 trillion 
over ten years, are slated to go into effect at the start of 2013.

Half the cuts will come from the Department of Defense budget and 
half from the domestic programs budget. Defense cuts will focus on 
shipbuilding, large procurement programs, and contractors. War financing 
is not on the chopping block. Domestic cuts will focus on border patrol, 
IRS, TSA, and a handful of other Federal agencies.

Gross Regional Product (GRP)
Select Metro Areas  |  2010

Source: BEA, Dr. Stephen Fuller, Delta Associates; January 2012.

Gross Regional Product (GRP)
Select Metro Areas  |  2007 – 2010 

Source: BEA, Dr. Stephen Fuller, Delta Associates; January 2012.
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These cuts could have an impact on the Washington metro area. If these 
cuts are fully implemented, here is one “doomsday” look:

� Federal employment in the Washington area may decline by 30,000  
 positions.

� This could impact Federal contracting and other employment in the  
 region and result in a decline by 162,000 positions.

� This level of job loss would act as a drag on the economy, keeping  
 the unemployment rate elevated through 2015, suppressing  
 confidence and consumer and business spending. 

� The overall result will be limited GRP growth during 2013, at around  
 0.1%, if these cuts are implemented.

It is important to note several factors when considering these “doomsday” 
projections:

� We are uncertain as to how much of the cuts will come in  
 Washington as compared to the rest of the nation.

� We are uncertain as to whether the cuts will be automatic (the  
 basis of these projections) or they will be modified by Congress and  
 the President.

� We are uncertain of the pace of these cuts – whether they will be  
 front-ended in impact (the basis of these projections) or unfold over  
 a more protracted period.

Whether “doomsday” or not, cuts are not likely to derail economic growth 
in the region. But it will certainly slow it well below our experience of prior 
recovery cycles.  

Washington has been through Federal right-sizing before. During 
the Clinton years, the Federal establishment was reduced in size by 
approximately 40,000 employees. However, there was an offsetting trend 
of outsourcing to contractors. This time, there is not. Hence, our estimate 
is of a more severe impact on overall GRP and job growth.

Federal Procurement Spending 
Washington Metro Area

Source: Dr. Stephen Fuller, Delta Associates; January 2012.
*Estimate.

GRP vs. GDP Growth 
(Constant Dollar Percent Change)

Source: IHS Global Insight, Dr. Stephen Fuller, Delta Associates; January 2012.
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Washington Area Outlook

We expect the Washington metro area economy to progress during 
2012 much as it did during 2011. However, growth will be limited 
during the first half of the year, as consumers and businesses remain 
cautious about the regional and national economies. We expect 
conditions to improve during the second half of 2012, as the economic 
picture becomes clearer, the outcome of the Federal budget is better 
established, and the 2012 election is behind us.

Although the local economy is in the expansion phase of the economic 
cycle, we expect the speed to be slower than seen in previous 
expansion cycles. The Washington metro area could experience a 
more severe speed bump in 2013 if the automatic spending cuts to 
the Federal budget are fully implemented. However, Congress could 
alter this plan before the cuts are implemented.

We believe the Washington metro area GRP growth will continue to 
outpace the nation’s in the near-term. We expect local GRP will have 
grown 2.6% during 2011 once the numbers are finalized, compared to 
1.8% nationally. 

We project that 20,500 payroll jobs will have been added to the 
Washington metro area economy during 2011, once the numbers are 
finalized by the Bureau of Labor Statistics. We expect the Northern 
Virginia substate area to be the leader in job growth with 14,500 new 
jobs in 2011. The Suburban Maryland and District substate areas 
should produce 2,400 and 3,600 new jobs, respectively. 

We expect job growth in the Washington metro area to ease during 
2012, as uncertainty surrounding automatic spending cuts to the 
Federal budget restrains hiring plans. 

In consultation with Dr. Stephen Fuller of George Mason University, 
we project that 23,600 new jobs will be added during 2012. 

We project job growth will average only 30,000 jobs per annum during 
this expansion cycle through 2015, compared to 40,000 – 60,000 in the 
last expansion cycle and 100,000 in the cycle before that.

Federal Budget Spending Cuts
2013 – 2022

Source: Washington Post, Delta Associates; January 2012.

Federal Employment by Presidential Term
Washington Metro Area

Source: Bureau of Labor Statistics, Center for Regional Analysis, Delta Associates; January 2012.
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Although 30,000 jobs per annum is low compared to prior expansion 
cycles, it is sufficient to support a healthy commercial real estate market if 
the industry recalibrates its demand expectations. 

As with each expansion cycle, there will be winners and losers over the 
next five years. We expect Professional and Business Services, together 
with Health and Education, to be the biggest winners in the period ahead – 
gaining 97,000 jobs – approximately 64% of the gains in the period ahead.

Significant to commercial real estate, these jobs require office space, 
spend on luxury retail goods, buy homes, and occupy Class A apartments.

Payroll Job Growth
Washington Metro Area

Source: Center for Regional Analysis, BLS, Delta Associates; January 2012.

Washington Metro Area Job Growth 
Comparing Expansion Cycles

Source: Bureau of Labor Statistics, Delta Associates; January 2012.

Projected Job Change by Sector
Washington Metro Area  |  2011 – 2015

Source: Delta Associates’ estimate, based on earlier estimates by Dr. Stephen Fuller at  
George Mason University and EMSI; January 2012.
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The Washington Area

Office Market

Absorption Remains Soft as Tenants Wait for Direction 
on Federal Budget; Rents Firming; Investment Sales Brisk

Last year in TrendLines we were celebrating full-fledged recovery of the 
office market, with 6.4 million SF of net absorption and a 110 basis point 
decline in vacancy. In 2011, not so much – with limited net absorption and 
a vacancy rate that refused to budge. 

What happened? 

� Slower job growth

� A slowdown in GSA activity

� A pull-back in decision-making due to elevated uncertainty among  
tenants

� Continued decline in space use per employee 

Although gross leasing activity was steady in 2011, with several large lease 
deals inked, it was not enough to keep pace with tenants vacating space. 
Yet net effective rents showed some resilience – declining just 0.9% during 
2011, compared to a 6.5% decline in 2010. Although asking rents are 
starting to climb, concessions remain elevated enough to put downward 
pressure on effective rents in many submarkets. However, better buildings 
in stronger submarkets are seeing effective rent growth.

Property owners are starting to queue office development projects, 
particularly renovations of older product, for delivery in 2014/2015 when it 
is hoped the market will be in landlord favor.

We believe performance fundamentals will continue to improve through 
2015, yet conditions will be slow to progress during 2012, as uncertainty

over the Federal budget dampens leasing activity.

National Context

At 401 million SF, the Washington metro area is the 3rd largest office 
market in the nation, behind New York and Los Angeles/Orange County. 

The Washington metro area absorbed 1.1 million SF during 2011. After a 
robust 2010, leading large metro areas in net absorption, the Washington 
metro area took a breather during 2011, as other metro areas caught up.

Largest U.S. Office Markets
2011

Source: CoStar, Delta Associates; January 2012.
Note: Excludes New York at 1.0 billion SF
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Net Absorption of Office Space
Selected Metro Areas  |  2011

Office Vacancy Rates
Selected Metro Areas  |  Year-End 2011

Source: CoStar, Delta Associates; January 2012.

Source: Delta Associates; January 2012.

2011 Office Market Highlights

� Net absorption: 1.1 million SF during 2011, compared to 6.4  
 million SF during 2010.

� Sublease space: Decreased by 45,000 SF during 2011. Sublease  
 space represents just 1.0% of the standing inventory.

� Overall vacancy rate: 12.1%, up from 11.9% one year ago.  
 Fourth-lowest rate in the nation.

� Direct vacancy rate: 11.1%, up from 10.8% one year ago. 

� Pipeline (U/C and U/R): 7.0 million SF, up from 5.0 million SF  
 one year ago.

� Pipeline pre-lease rate: 52%, compared to 61% one year ago. 

� Effective rents: Down 0.9%, compared to a decline of 6.5%  
 in 2010.

At 12.1% overall vacancy, the Washington metro has the fourth-lowest rate 
among large metro areas in the United States. The Boston, New York, and 
Houston metro areas are lower at 11.1%, 11.3%, and 12.0% respectively.

Net Absorption

Net absorption of office space in the Washington metro area totaled 1.1 
million SF during 2011, compared to 6.4 million SF during 2010. The 15-
year average annual absorption: 6.2 million SF.

Net Absorption of Office Space
Washington Metro Area

Source: Delta Associates; January 2012.

The District experienced steady net absorption during 2011, due to healthy 
leasing activity and pre-leased deliveries. For example:

� Boston Properties delivered 433,000 SF at 83% pre-leased at 2200  
 Pennsylvania Avenue, NW in the West End submarket.

� Skanska delivered 169,000 SF at 85% pre-leased at 733 10th Street,  
 NW in the East End.

� Holland & Knight leased 123,000 SF at 800 17th Street, NW in the  
 CBD submarket.
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Net Absorption of Office Space
Washington Metro Area  |  2011

Source: Delta Associates; January 2012.

� U.S. Customs and Border Protection leased 96,000 SF at 90 K Street,  
 NE in NoMa.

However, a handful of move-outs in the CBD and East End submarkets 
limited the net absorption total. For example, Howrey vacated 333,000 SF 
at 1299 Pennsylvania Avenue, NW in the East End submarket;  Hunton & 
Williams vacated 165,000 SF at 1900 K Street, NW in the CBD; and Bureau 
of Land Management vacated 94,000 SF at 1620 L Street, NW in the CBD 
submarket.

Net absorption in Northern Virginia experienced positive absorption 
during 2011, as leasing activity picked up pace, particularly in Fairfax 
County. The following lease deals helped boost net absorption during the 
year: 

� FBI leased 156,000 SF at 15030 Conference Center Drive in the  
 Route 28 Corridor South submarket.

� Capital One leased 130,000 SF at 8020 Towers Crescent Drive in  
 Tysons Corner.

� NJVC, LLC leased 123,000 SF at 14295 Park Meadow Drive in the  
 Route 28 Corridor South submarket. 

� ManTech International Corporation leased 110,000 SF at 2251  
 Corporate Park Drive in Reston/Herndon. 

However, sizable tenants vacating space limited net absorption. Most of 
these move-outs occurred in the RCB Corridor. For example:

� Verizon vacated 300,000 SF at 1320 N. Courthouse Road in the RCB  
 Corridor.

� U.S. Air Force vacated 160,000 SF at 1500 Wilson Boulevard in the  
 RCB Corridor.

� Booz Allen vacated 154,000 SF at 8251 Greensboro Drive in Tysons  
 Corner.

� American Chemistry Council vacated 147,000 SF at 1300 Wilson  
 Boulevard in the RCB Corridor.

� Arlington County Health/Human Services vacated 134,000 SF at 3033  
 Wilson Boulevard in the RCB Corridor. 

Net absorption was muted in Suburban Maryland during 2011, as leasing 
activity could not keep pace with tenants vacating space. For example:

� BAE Systems vacated 263,000 SF at 13900 Connecticut Avenue in  
 Kensignton/Wheaton. 

� Citibank vacated 220,000 SF at 5280 Corporate Drive in Frederick  
 County.

� IBM reduced by 118,000 SF at 6710 Rockledge in the North  
 Bethesda submarket. 

� Henry M. Jackson Foundation vacated 62,000 SF at 1401 Rockville  
 Pike in Rockville.

Sublease space increased in Northern Virginia but decreased in Suburban 
Maryland and the District of Columbia in 2011. Tenants with the cash are 
seeking good deals for sublease space.  For example:

� Thompson Hine subleased 33,000 SF at 1919 M Street, NW in the  
 CBD. 

� Allen & Overy subleased 26,000 SF at 1301 K Street, NW in the East  
 End.

� Kiplinger Washington Editors subleased 25,000 SF at 1100 13th  
 Street, NW in the East End.

Sublease space currently represents just 1.0% of standing inventory at 
December 2011.  This compares to a level of 1.4% at the end of 2009.

There continues to be a flight to quality. Net absorption of Class A space 
totaled 2.3 million SF in the Washington metro area during 2011.  All this 
indicates a move to quality, as tenants take advantage of current market 
conditions to upgrade space. As Class A net absorption made gains during 
2011, Class B/C net absorption was negative 1.3 million SF as tenants 
vacated this space for newer product. Each substate is experiencing this 
flight to quality.
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Gross Leasing Activity
Washington Metro Area

Source: CoStar, Delta Associates; January 2012.
*Estimate.

Net Absorption of Office Space
Washington Metro Area  |  2011

Source: Delta Associates; January 2012.
Gross Leasing Activity 

We estimate gross leasing activity will have totaled 31.9 million SF 
during 2011 when the numbers are finalized, just below the 15-year 
average of 32.0 million SF. 

One notable lease is Bechtel relocating over 600 jobs to Reston Town 
Center from Frederick. The company plans to take about 200,000 SF 
at One and Two Reston Overlook in the Reston/Herndon submarket. 
This is a big win for this submarket, as Accenture plans to vacate 
192,000 SF at 11951 Freedom Drive, relocating to the RCB Corridor. 
However, this move comes as a loss to Suburban Maryland.  

Government leasing activity decreased to 19% of all SF leased in the 
Washington metro area during 2011, compared to 29% during 2010 
and 26% during 2009. But it is above the 14% market share of 2008. 
Comparably, leasing from professional businesses increased to 51% 
during 2011, compared to 45% during 2010 and 52% in 2009. 

Notably, tech and telecom increased leasing activity to 18% of all SF 
leased in the Washington metro area, compared to 12% during 2010. 
Leasing activity from this sector increased in Northern Virginia and 
Suburban Maryland during 2011, but remained relatively unchanged 
in the District of Columbia.

We expect the share of government leasing to remain limited during 
2012, as Congress scrutinizes any large lease deals worth more than 
$2.6 million. Moving forward, Congress will push agencies to lease 
less space per employee – around 156 SF per worker – and move to 
Federally-owned space instead of leasing.

Net Absorption of Office Space and Change in Sublease Space
2010 vs. 2011  (Thousands of SF) 

Direct Space Net 
Absorption

Sublease Space Absorbed  
or (Returned)

Market 2010 2011 2010 2011

NOVA 1,131 520 922 (467)

Sub MD 204 (343) 436 164

District 5,075 918 353 348

Total 6,410 1,095 1,711 45

Source: Delta Associates; January 2012.
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The share of private sector leasing should edge up only modestly 
during 2012, as many companies remain hesitant to lease space due 
to uncertainty over the Federal budget. Hesitancy should continue 
through 2012, lessening after the 2012 election.

In addition, private sector demand should make only modest gains as 
companies with shadow space utilize the additional room before inking 
new deals. In addition, changes in the nature of work and how tenants 
use office space are driving the reduction in the amount tenants lease.  
Tenants are increasingly leasing less space per employee due to the 
rising implementation of hoteling and teleworking programs and 
rightsizing office space due to staff reduction during the downturn. 

There are 1,057 buildings with contiguous blocks of available space 
that are 10,000 SF or greater at December 2011, compared to 1,052 
one year ago. Half of the total blocks are located in Northern Virginia.

There are 102 buildings with blocks of space available over 100,000 
SF in the Washington metro area at December 2011, down from 
107 buildings one year ago. The gradual reduction in large blocks 
of space will bode well for the Washington metro area – helping to 
balance supply/demand fundamentals. 

The largest block of space in the Washington metro area is 606,000 
SF of renovated space at 5001 Eisenhower Avenue. This space has 
been vying for a GSA deal, but with no luck to date. The next largest 
block is 537,000 SF at 1812 N. Moore Street in the RCB Corridor. This 
spec project is currently under construction and plans to deliver by 
summer 2013.

Office Leasing Activity by Sector
Washington Metro Area  |  2007 – 2011

Source: CoStar, Delta Associates; January 2012.
*Legal, Financial, Business Services

Average Square Feet per Worker
United States

Source: GSA Workspace Utilization and Allocation Benchmark Study, Delta Associates; January 2012.
Note: For all types of office tenants (public and private); includes newly-signed leases only.
*Estimate.

Blocks of Available Space over 100,000 SF – Top Five Buildings
Washington Metro Area  |  December 2011

Address SF Submarket

5001 Eisenhower Ave 606,000 I-395 Corridor

1812 N. Moore Street 537,000 RCB Corridor

1775 Tysons Blvd 475,000 Tysons Corner

5275 Leesburg Pike 426,000 I-395 Corridor

1015 Half Street, SE 414,000 Capitol Riverfront

Source: CoStar, Delta Associates; January 2012.
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Vacancy Rate 

The Washington area’s overall vacancy rate is 12.1% at year-end 2011, 
up from 11.9% one year ago. 

The Washington metro has the fourth-lowest overall vacancy rate 
among large metro areas in the United States. The Boston, New 
York, and Houston metro areas are lower at 11.1%, 11.3%, and 12.0% 
respectively.

The Washington metro area’s direct vacancy rate was 11.1% at year-
end 2011, up from 10.8% one year ago. 

Net absorption was positive during 2011, despite rising direct 
vacancy. This was due to several projects delivering during the year, 
which boosted net absorption. During 2011, 2.6 million SF delivered 
at 61% pre-leased.

The Washington area overall Class A vacancy rate is 12.8% at December 
2011, unchanged from 12.8% one year ago. The Washington area 
direct Class A vacancy rate is 11.5%, down from 11.6% one year ago.

Construction 

There is 7.0 million SF of office space under construction or renovation 
in the Washington metro area at December 2011, up from 5.0 million 
SF one year ago.  Although the construction level is on the rise again, 
with both spec and pre-leased projects, the level remains well below 
the 20.0 million SF in the pipeline at the peak three years ago.

52% of the space under construction is pre-leased at December 2011, 
compared to 61% one year ago. This compares to the 10-year average 
pre-lease rate of 49%.

A handful of construction projects started during 2011, as developers 
pushed forward on pre-leased projects or used their own resources to 
start spec projects – banking on improving conditions upon delivery. 
Developers started on 4.0 million SF during 2011, surpassing the 3.2 
million SF started during 2010.

Notably, Stonebridge Carras broke ground on 400,000 SF at 165 N 
Street, NE in the NoMa submarket during the 4th quarter. This project 
is part of Constitution Square. Also on spec, Lerner Enterprises broke 
ground on 476,000 SF at 1775 Tysons Boulevard in Tysons Corner 
during the 3rd quarter. The company plans to deliver around the time 
the Metro Silver Line is scheduled to open in Tysons Corner.

Buildings with Contiguous Blocks of Available Space 
Washington Metro Area  |  December 2011

Source: Delta Associates’ analysis of CoStar data; January 2012.
Note: Includes buildings under construction or renovation.

Vacancy Rates and Vacant Space (All Classes)
Washington Metro Area  |  December 2010 vs. December 2011

Vacancy Rate December 2010 December 2011

Direct 10.8% 11.1%

Sublet 1.1% 1.0%

 
Vacant Space (Millions of SF)

Direct 43.2 44.6%

Sublet 4.1 4.0%
 
 
Source: CoStar, Delta Associates; January 2012.

Office Space Under Construction
Washington Metro Area  |  Millions of SF

December December December

Substate Area 2009 2010 2011

NOVA 0.4 1.3 1.9

Sub MD 0.6 1.4 2.2

District 4.8 2.2 2.8

Total 5.7* 5.0* 7.0*
 
*Does not total due to rounding. 
Source: CoStar, Delta Associates; January 2012.
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With tenant demand focused on Class A assets, coupled with a dwindling 
stock of available large blocks of new space, property owners are focusing 
efforts to renovate Class B space, particularly in the District, to compete 
with the Class A market. We expect renovations on older product to ramp 
up, particularly in the CBD and East End, over the next 12 months, with 
delivery plans for 2014/2015 when the market transitions to landlord favor.  
For instance:

� Hines plans to renovate 307,000 SF of Class B space at 2100 M Street  
 NW in the CBD once a pre-lease is inked. Hines will add 83,000 SF in  
 three new stories to the asset.

� Brookfield plans to start renovations by year-end on 229,000 SF of  
 Class B space at 2001 M Street, NW. The company plans to deliver  
 the project by 2013. 

Although breaking ground on spec projects at this point in the cycle is not 
warranted in many submarkets, we believe the risk is lowered in select, 
well-positioned submarkets.

A total of 2.6 million SF of office space, including renovations, delivered 
in the Washington metro area during 2011. Projects that came on-line 
during the past year delivered at 61% pre-leased. A total of 4.0 million SF 
delivered at 72% pre-leased during 2010.

Notably, The Shooshan Company delivered 353,000 SF at 675 N. Randolph 
Street in the RCB Corridor during the past three months. This project is 
delivered fully leased to GSA through 2027.

Projected Supply vs. Demand 

We project the metro-wide overall vacancy rate will decrease from 12.1% 
today to approximately 9.2% by December 2015. 

� We project the overall Northern Virginia vacancy rate will decline,  
 from 13.8% today to 9.9% by December 2015, as job growth  
 gradually picks up pace.

� We project the overall office vacancy rate in Suburban Maryland will  
 decline from 14.4% today to 10.4% by December 2015.

� We project the overall vacancy rate will decline in the District from  
 8.4% today to 7.3% by December 2015. 

Although we believe the vacancy rate will decline in each substate through 
year-end 2015, we believe the rate will tick up in Suburban Maryland 
and the District of Columbia over the next two years, as leasing activity 
remains muted. With GSA taking a breather from leasing space due to 
budget austerity measures, coupled with the private sector being too timid 
to lease space until Federal budget cuts are resolved, leasing levels will 
decline. We look to 2014/2015 for the market to transition to landlord favor. 

Construction Starts
Washington Metro Area

Source: CoStar, Delta Associates; January 2012.

Office Space Deliveries
Washington Metro Area

Source: CoStar, Delta Associates; January 2012.
Note: Delivery totals include renovations.
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Office Space Deliveries
Washington Metro Area  |  Year-End 2011 – Year-End 2015

Source: Delta Associates; January 2012.

0.0

2.0

4.0

6.0

8.0

10.0

12.0

N. Virginia Sub. Maryland         District

21.0 million SF =

Demand

Total = 10.2 million SF 

Under Construction
7.0 million SF

Planned and may
deliver by 12/15:  
3.2 million SF

Deliveries

=

=

SF
 in

 M
ill
io
ns

Rents

Rents have been more stable in 2011. The average effective office rent 
declined 0.9% during 2011, compared to declining 6.5% during 2010.

Despite the slight decline during the past year, rent deterioration is 
ebbing. Property owners provided generous concession packages during 
2010 in order to attract and keep tenants, as demand was light from private 
sector tenants and the amount of available space was elevated. During 
2011, concession packages remained elevated. However, landlords pushed 
asking rents up, which tempered the decline in effective rents.

We expect concession packages to remain elevated through 2012, 
as tenants remain hesitant to lease space, coupled with older second 
generation space coming on the market.

Overall, the market remains in tenant favor, particularly in submarkets 
located in the outer counties of Northern Virginia and Suburban Maryland. 
We believe the window of opportunity to secure lowered rents on quality 
Class A space in the closer-to-the-core submarkets is closing or has already 
closed in submarkets with better supply/demand balance.

We believe average metro-wide effective rents will decline 1.0% to 1.5% 
during 2012. However, better buildings in stronger submarkets will see rent 
increases in 2012.

Rents should edge down by 0.5% to 1.5% during 2013, as vacancy remains 
elevated. As the vacancy rate gets closer to the rent equilibrium zone, a 
zone where rents tend to neither rise nor fall, landlords will start to push 
rents and limit concessions. We expect it will be 2014 when the Washington 
metro area experiences material gains in rent.

We believe the window of opportunity to
secure lowered rents on quality Class A 

space in the closer-to-the-core submarkets 
is closing or has already closed in submarkets 

with better supply/demand balance.

Overall Vacancy Rate vs. Effective Rent Change 
Washington Metro Area

Source: CoStar, Delta Associates; January 2012.
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Investment Returns

Total returns (cash flow plus appreciation) realized in the Washington 
office market were 18.76% for the 12 months ending September 2011. 
The Washington area return compares favorably to the national return of 
15.33% and most other major metros. 

Office Market Outlook: Navigating Uncertainty 

We expect the Washington metro area market to remain one of the best 
performing office markets in the nation in the intermediate and long run. 
However, recovery will continue to be slow during 2012 as uncertainty 
about the broader economic climate and direction of the Federal budget 
causes hesitancy among tenants. We believe these conditions will persist 
until after the 2012 election.

We expect the share of government leasing to remain limited during 2012, 
as Congress scrutinizes any large lease deals worth more than $2.6 million 
and agencies are forced to do more with less. Leasing by the private sector 
should gradually start to rise during 2012. However, we expect leasing 
activity to remain sluggish despite job growth, as companies lease less 
space per employee and shadow space is utilized before inking new deals.

Companies with the budget to secure space at lowered rents will remain 
active in the market during 2012. However, tenants currently inking deals 
are downsizing the total amount leased, as they right-size their office space 
due to staff reduction and more diligent use of space. Meaningful growth 
will not be felt until 2014/2015.  

We expect vacancy will decline to 11.9% in the Washington metro area 
over the next two years and to 9.2% by year-end 2015. Although we project 
vacancy will decline, these rates remain elevated compared to a cyclical 
low of 7.9% experienced at year-end 2005.

Investment Sales 

Investment sales totaled $6.9 billion in the Washington metro area during 
2011, compared to $5.2 billion during 2010. Sales prices averaged $373/
SF in the Washington metro area during 2011. This compares to $335/SF 
during 2010. 

Notably, Lehman Brothers sold a 3.0 million SF portfolio located in the RCB 
Corridor during the 4th quarter of 2011. The sale to Whitehall Real Estate 
Fund, with 78.5% interest, totaled $1.2 billion. Monday Properties remains 
an owner at 21.5% interest. 

As the market searches for yield, numerous Class B assets were purchased 
during 2011 in the Washington metro area. Class B sales accounted for 65% 
of all deals closed during the past year, compared to 24% of deals during 
2010. This speaks to the market’s interest in value-add plays, as some of 
these Class B assets were purchased with renovation in mind.

For instance, American Real Estate Partners purchased 1140 and 1146 19th 
Street, NW for $40 million ($360/SF) with plans to upgrade this space to 
Class A in the near-term. First Potomac Realty purchased 1200 17th Street, 
NW in the CBD with plans to renovate this space to Class A – expanding it 
from 85,000 SF to 170,000 SF.

The average cap rate for core office assets in the Washington metro area, 
on a 12-month trailing basis, was 6.7% at the end of the 3rd quarter 2011, 
according to Real Capital Analytics. The average cap rate is down 101 basis 
points from one year ago. 

Any further decline in cap rates during 2012 is likely to be modest. However, 
trophy assets will continue to trade at lower cap rates. Cap rates for recent 
Class A trades have been in the 4.5% to 5.5% range.

Cap rates for recent Class A trades have  
been in the 4.5% to 5.5% range.
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NCREIF Return Index1

Office Properties

Metro Area 12-Month Total Return at 3rd Quarter 20111

San Francisco 25.03%

New York 20.03%

Washington 18.76%

    Wash. CBD 18.70%

    Wash. Suburbs 18.82%

Los Angeles 16.88%

Boston 16.28%

National Average 15.33%

Denver 14.10%

Dallas 12.65%

Chicago 8.37%

Houston 7.78%

Atlanta 6.00%

Phoenix 3.56%
 
 
1 NCREIF compiles return based on its members’ $95.1 billion office portfolios.  The index includes both 
current income and capital appreciation returns. 
Source: Delta Associates, based on data in NCREIF’s 3rd Quarter 2011 Real Estate Performance Report.

Overall, the intermediate-term outlook for the metro area remains positive, 
driven by gradually rising private sector activity. We expect the Washington 
metro office market to remain among the best performers in the nation.

By 2014/2015 we expect conditions to return to “normal.”  As a result, the 
successful investor and developer will:

1. Selectively accumulate assets at below replacement cost while prices  
 and interest rates are lower.

2. Invest in repositioning older, under-performing assets at superior  
 locations. 

3. Manage assets to perform better through leasing enhancements and  
 investment in operating system improvements.

4. Acquire/entitle sites for development and deliver as follows:

 � Before 2014 for tenant-driven (pre-leased) deals and for spec  
  deals in the few submarkets where supply/demand  
  fundamentals warrant.

 � Throughout the metro area in 2014 and beyond as more  
  “normalized” conditions return to the market.   
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The Washington/Baltimore

Flex/Industrial Market

Market Conditions Improve from 2010, Yet Still Off
Pace vs. Prior Years

Flex/industrial market conditions in the Washington/Baltimore region were 
muted during 2011 compared to long-term averages but an improvement 
over 2010. Although net absorption was 1.4 million SF for the year, 
the level was below the long term average of 3.3 million SF, as gains in 
leasing activity were offset by tenants vacating space. The overall vacancy 
rate inched down 40 basis points during the year. Market performance 
improved during the 2nd half of 2011, as net absorption was 1.2 million SF. 
As such, asking rents made slight gains for the year, rising 0.2%, compared 
to declines in 2010 of 3.0%. 

We believe flex/industrial market conditions are making gains, albeit at a 
slower pace compared to past cycles. We expect this progress to continue 
during 2012. Growth will be slow, as tenants remain hesitant about leasing 
space due to uncertainty regarding the Federal budget and its potential 
impact on the marketplace.

National Context

The Washington/Baltimore flex/industrial market, at 393 million SF, is the 
11th largest market in the country, where the primary function is regional 
distribution and accommodation of R&D and low-cost office uses in flex 
space.  With the exception of some older product in the Baltimore area, 
there is little manufacturing in this region.

The Washington/Baltimore region’s overall vacancy rate, at 10.6%, is just 
above the national average of 9.5%.

Largest U.S. Flex/Industrial Markets
2011

Source: CoStar, Delta Associates; January 2012.

Net Absorption 

Flex/industrial net absorption totaled 1.4 million SF in the Washington/
Baltimore region during 2011, compared to 1.2 million SF during 2010. This 
compares to the 10-year average of 3.3 million SF per annum. Fundamentals 
improved during the 2nd half of 2011, as net absorption totaled 1.2 
million SF. 
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2011 Flex/Industrial Market Highlights

� Net absorption: 1.4 million SF, compared to 1.2 million SF in  
 2010 and a long term average of 3.3 million SF. 

� Sublease space: Decreased by 155,000 SF. Available sublease  
 space represents just 0.5% of standing inventory.

� Overall vacancy rate: 10.6%, down from 11.0% one year ago. 

� Direct vacancy rate: 10.1%, down from 10.4% a year ago.

� Under construction: 1.9 million SF, up from 1.1 million SF one  
 year ago.

� 19% of the space under construction is pre-leased, lower than  
 51% a year ago.

� Rents: Up 0.2% compared to declining 3.0% during 2010.

� Investment sales: $725.8 million ($87/SF) during 2011,  
 compared to $609.9 million ($97/SF) during 2010.

Flex/Industrial Net Absorption 
Washington/Baltimore Region

Source: Delta Associates; January 2012. 

Flex/Industrial Vacancy Rate 
Select Metro Areas  |  Year-End 2011

Source: CoStar, Delta Associates; January 2012.

Flex/warehouse was the leader in net absorption during 2011, as pre-leased 
deliveries and a handful of notable lease deals bolstered absorption. For 
instance: 

� 22640 Davis Drive, a 171,000 SF project in the Dulles Corridor,  
 delivered fully leased to Rockwell Collins.

� American Tire Distributors leased 125,000 SF at 10231 Harry J. Parrish 
Boulevard in Prince William County.

� U.S. Department of Health and Human Services leased 44,000 SF at  
 1220 Caraway Court in Prince George’s County. 

Although demand for space was steady during the past year, tenants 
vacating large blocks of space tempered net absorption for each product 
type. For instance:

� Computer Sciences Corporation vacated 237,000 SF of bulk 
warehouse space at 8411 Kelso Drive in the Baltimore County East 
submarket. 

� Danaher Corporation vacated 164,000 SF of bulk warehouse space at  
 7200 Standard Drive in the BWI submarket.

� Thales Communications vacated 36,000 SF of flex/warehouse space  
 at 22616 Gateway Center Drive in Montgomery County.

� Next Generation Energy Corporation vacated 33,000 SF of flex/R&D  
 space at 7644 Dynatech Court in the I-95 Corridor.
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Type of Flex/Industrial Inventory & Absorption
Washington/Baltimore Region  |  2011 
 

Inventory at Year-End 
(millions of SF)

Net Absorption 
2011

Type of Space SF % SF (000’s)

Bulk Warehouse 114.7 29% 292.0

Flex/Warehouse 247.8 63% 813.0

Flex/R&D 30.5 8% 275.0

Total Flex/Industrial 393.0 100% 1,381.0

Source: Delta Associates; January 2012.

Location of Flex/Industrial Inventory & Absorption
Washington/Baltimore Region  |  2011 

Inventory at 
12/2011

(millions of SF) Direct Space Including Sublet

Metro SF % SF % SF %

Wash. 194.9 50% 1,023 74% 1,235 80%

Balt. 198.0 50% 358 26% 301 20%

Total 393.0 100% 1,381 100% 1,536 100%

Source: Delta Associates; January 2012.

Sublease space decreased 155,000 SF during 2011, compared to 
decreasing 1.0 million SF during 2010. Sublease space represents just 
0.5% of the standing inventory. 

Net absorption of newer space (built after 1987) totaled 1.2 million SF 
during 2011, compared to 2.7 million SF during 2010. For newer space, 
the Washington metro area absorbed 1.1 million SF and the Baltimore 
metro area absorbed 155,000 SF during the past year.  

Gross Leasing Activity 

We estimate gross leasing activity in the Washington/Baltimore region 
will have totaled 19.3 million SF during 2011 once the numbers are 
finalized, just below the 10-year average of 20.0 million SF. 

The most notable deal during 2011 was Kohl’s Department Store 
purchasing for occupancy 602,000 SF at 1701 Trimble Road in Harford 
County. The most notable deal in the Washington metro area during 
the past year was American Tire Distributors leasing 125,000 SF at 10231 
Harry J. Parrish Boulevard in Prince William County. 

There are 1,101 buildings with contiguous blocks of available space over 
10,000 SF in the Washington/Baltimore region at year-end 2011. This 
compares to 1,143 buildings one year ago. The largest block of space is 
800,000 SF of Class C space at 2800 Eastern Boulevard in the Baltimore 
metro area. The largest block of space in the Washington metro area is 
550,000 SF in a flex/warehouse building located at 6801 Industrial Road 
in the Springfield submarket. 

Vacancy Rate 

The region’s overall flex/industrial vacancy rate ticked down to 10.6% 
at year-end 2011, from 11.0% one year ago. The Baltimore area’s overall 
vacancy rate is 180 basis points lower than the Washington area’s rate.  

The region’s direct flex/industrial vacancy rate was 10.1% at December 
2011, down from 10.4% one year ago. 

The region’s overall vacancy rate for newer product (built since 1987) 
decreased to 10.8% at year-end 2011, from 11.4% one year ago. The 
region’s direct vacancy rate for newer product is 10.0% at December 
2011, down from 10.6% one year ago.

Net Absorption (Thousands of SF)

Gross Leasing Activity
Washington/Baltimore Region 

Source: CoStar, Delta Associates; January 2012.
*Estimate.
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Direct Flex/Industrial Vacancy Rates
Washington/Baltimore Region  |  All Space

Market
Year-End

2000
Year-End

2005
Year-End

2011

Wash/Balt Region 7.3% 8.9% 10.1%

Wash/Balt Subs. 6.1% 8.9% 10.4%

Balt/Wash Corr. 7.5% 9.1% 10.9%

Wash. Metro Area 6.2% 7.9% 10.9%

Balt. Metro Area 8.4% 9.9% 9.3%

Source: CoStar, Delta Associates; January 2012.

Construction 

The amount of flex/industrial space under construction in the region is 1.9 
million SF at year-end 2011, up from 1.1 million SF one year ago. Space 
under construction is 19% pre-leased at December 2011, down from 51% 
one year ago. 

Developers started on 1.2 million SF of flex/industrial space in the 
Washington/Baltimore region during 2011, compared to 1.1 million SF 
during 2010. 

In the Baltimore metro area, Emory Properties and Ryan Commercial 
started construction on 692,000 SF of bulk warehouse space at 521 A 
Chelsea Road in Harford County during the 2nd half of 2011. The developer 
started this spec construction in hopes of luring a large tenant. This site 
can expand to 1.4 million SF of future development. 

Also notable, WEST*GROUP started 179,000 SF at Dulles Summit Court 
and Prologis broke ground on 173,000 SF at 45190 and 45200 Prologis 
Plaza. Both projects started during the 2nd half of 2011 in the Dulles 
Corridor and have yet to secure any tenants.

Northern Virginia is the 2nd largest data center hub on the East Coast 
next to New York. As more people and companies utilize the internet, the 
infrastructure that supports the internet needs to increase. This in turn 
increases the demand for data centers. 

Flex/Industrial Vacancy Rate
Washington/Baltimore Region

Source: CoStar, Delta Associates; January 2012.

Buildings with Contiguous Blocks of Available Space
Washington/Baltimore Region  |  December 2011

Source: CoStar, Delta Associates; January 2012.
Note: Includes buildings under construction or renovation.
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Flex/Industrial Space
Deliveries and Pre-Leasing  |  Washington/Baltimore Region  |  2011 

Market
Millions of SF 
Delivered % Pre-leased

Washington 0.7 60%

Baltimore 0.1 90%

Regional Total 0.8 61%

Source: CoStar, Delta Associates; January 2012.

Rent Growth by Product Type
Washington/Baltimore Region  |  2011

Submarket
% Change

December 2010 to December 2011

Bulk Warehouse 0.1%

Flex/Warehouse 0.3%

Flex/R&D 0.2%

Source: CoStar, Delta Associates; January 2012.

Of note, Equinix, Inc. is planning to develop a 1.1 million SF data center 
complex in Ashburn, pending approval from Loudoun County. We expect 
demand for data centers will continue to grow, as Northern Virginia is 
a hub for high-tech businesses that serve the Federal government and 
private entities. 

As the private sector breaks ground on new data centers, the Federal 
Government is looking to close over 1,000 data centers nationwide by the 
end of 2015 in an attempt to save money. Although some centers will be 
vacated, the remaining centers will remain in the Federal inventory and re-
used either as storage or for housing Federal employees. 

The closure of leased Federal data centers could influence the vacancy 
rate in the Washington/Baltimore region. However, we believe any impact 
will be slight, as the closures are spread out through 2015 and the private 
sector has a voracious appetite for data centers.

We expect limited spec groundbreakings during 2012, as vacancy remains 
elevated in many submarkets. However, we expect some groundbreakings 
in select submarkets, particularly for data centers, for those developers 
armed with cash.  

Developers added 768,000 SF of flex/industrial inventory to the market 
during 2011, compared to 1.0 million SF during 2010. Projects came on line 
at 61% pre-leased during the past year, compared to 49% pre-leased on 
projects delivering during 2010. 

Supply v. Demand

The regional flex/industrial vacancy rate likely will tick down to 10.4% 
by year-end 2012, from 10.6% today. The overall vacancy rate will edge 
down 20 basis points, as we project demand to outpace new supply by 
approximately 400,000 SF. Demand should gradually pick up pace during 
2012, causing the vacancy rate to edge down.  However, demand will be 
muted compared to the robust part of the business cycle as tenants are 
cautious about leasing space due to uncertainty about the Federal budget. 

Rents

Flex/industrial asking rents in the Washington/Baltimore region 
experienced minimal change during 2011, rising 0.2% during the year. This 
compares to declining 3.0% during 2010. Each property type experienced 
minimal gains in rent during 2011. 

Flex/industrial rents should experience modest gains during 2012. 
However, growth will be restrained as tenants are hesitant to lease space 
due to uncertainty in the Federal budget and the overall economy. We 
expect rents to rise 1.0% to 2.0% during 2012.

Flex/Industrial Space Under Construction and Pre-Leased
Year-End 2010 and Year-End 2011  |  (Millions of SF)

At 12/2010 At 12/2011

Metro Area
SF
U/C

% Pre-
leased

SF
U/C

% Pre-
leased

Washington 1.1 51% 1.0 37%

Baltimore 0.0 N/A 0.9 0%

Regional Total 1.1 51% 1.9 19%

Source: CoStar, Delta Associates; January 2012.
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Projected Year-End 2012 Vacancy Rates
Washington/Baltimore Region  |  Flex/Industrial Market  |  (Millions of SF)

Wash.
Metro

Balt.
Metro

Regional 
Total

Inventory

Inventory at 12/11 194.9 198.0 393.0

Pipeline Thru 12/121 1.3 1.2 2.5

Inventory at 12/12 196.3 199.2 395.5

Supply2 vs. Demand

Vacant Space at 12/11 22.3 19.3 41.6

New Supply Thru 12/12 1.3 1.2 2.5

Avail. Space at 12/12 23.7 20.5 44.1

Demand Thru 12/12 1.3 1.6 2.9

Vacant Space at 12/12 22.4 18.9 41.2

Vacancy Rate2

Vacancy at 12/11 11.5% 9.8% 10.6%

Vacancy at 12/12 11.4% 9.5% 10.4%

1 Pipeline equals buildings under construction and those planned that may deliver by year-end 2012.
2 Includes sublet space.
Source: CoStar, Delta Associates; January 2012.

Investment Sales

Flex/industrial investment sales volume totaled $725.8 million in the 
Washington/Baltimore region during 2011, compared to $609.9 million 
during 2010. 

Sales prices averaged $87/SF for the 59 notable transactions that closed 
during the past year, compared to $97/SF for the 33 notable transactions 
that closed during 2010. 

The decline in average sales price per SF during 2011 is due to a higher 
volume of older product trading. The average price per SF rose compared 
to 2009.

Notably, Washington REIT sold a handful of assets to AREA Property 
Partners during the 2nd half of 2011. Washington REIT sold 14 assets for 
$258.7 million ($97/SF). These assets are located in Northern Virginia and 
Suburban Maryland. 

We expect investment sales activity to remain steady during 2012.  We 
anticipate those with cash will continue to take advantage of purchasing 
flex/industrial assets in the Washington/Baltimore market, given its long-
term growth prospects and stable nature. 

The Flex/Industrial Market Outlook:  
Navigating Uncertainty 

Flex/industrial market conditions in the Washington/Baltimore area should 
steadily improve during 2012. We expect leasing activity to pick up pace, 
particularly surrounding Fort Meade and Aberdeen Proving Ground in the 
Baltimore metro area and Fort Belvoir in Northern Virginia – spurred by the 
residual effects of BRAC. 

We project overall vacancy will tick down to 10.4% by year-end 2012, as 
demand picks up pace gradually during the next 12 months. Given these 
conditions, we believe effective rents will gradually rise in 2012, at 1.0% 
to 2.0%. 

Overall, we expect the Washington/Baltimore flex/industrial market to 
steadily improve during 2012. However, growth will be slow, as tenants 
remain hesitant about leasing space due to uncertainty regarding the 
Federal budget and the overall economy.

As a result, the successful investor and developer will:

1. Selectively accumulate assets in 2012 at below replacement cost 
while prices and interest rates are lower.

2. Invest in repositioning existing, under-performing assets at superior 
locations.

3. Manage assets to perform better through leasing enhancements 
and investment in operating system improvements.

4. Position now for development of new projects during 2013 in select 
locations.

Overall, we expect the Washington/Baltimore 
flex/industrial market to steadily improve  

during 2012.
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The Washington Area

Apartment Market

Intermediate and Long-Term Prospects Bright;  
Washington Metro Apartment Metrics Will Be  
Mixed in 2012

Last year in TrendLines we reported that apartment rents in the  
Washington metro area had spiked 8.2% in 2010 while absorption was 
the highest total ever recorded in this market.  We noted that “indicators 
suggest this robust performance will continue into 2011.” Indeed it did.  
Vacancy stands at just 3.8% at December 2011 and rents continue to  
defy gravity. 

The Washington metro area continues to be one of the best-performing 
apartment markets in the nation and its intermediate and long-term 
prospects are bright due to the strength of broader demographic and 
housing trends in the U.S.

Now the key question:  Will this robust performance continue in 2012, 
given the large pipeline of starts in 2010 and 2011?  

First, some demographic background.  While living at home has always 
been a fallback option for younger workers during tough economic times, 
the scale of future potential renters currently foregoing the traditional 
rental market is well beyond any recession and recovery in the past 25 
years.  As the economy continues to recover, this national group of over 
5.5 million people represents a huge pool of likely future renters, which 
leads to the next bright spot on the horizon.

25- to 34-Year-Olds Living with Their Parents
United States

Source: U.S. Census Bureau, John Burns Real Estate Consulting, Delta Associates; January 2012.

Due to a confluence of factors, including the Generation Y demographic 
bulge and the increased preference to rent rather than own following the 
national housing collapse, there is an extremely large cohort of renters 
expected to emerge from 2010 through 2015 (9.1 million) – nearly three 
times the increase the nation experienced from the period 2005 to 2010. 
This pool of renters should power a national and local rental market over 
the intermediate to long term.
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2011 Washington Metro Apartment Market Highlights

� Stabilized vacancy rate for investment grade apartments (Class  
 A and B) is nation-pacing at 3.8%, up slightly from 3.4% a year  
 ago. With the national rate at 5.8%, Washington has the third- 
 lowest vacancy of any major metro area in the nation, behind  
 only New York and Philadelphia.

� Rents for all investment grade apartments were up 2.1% for   
 2011:

� � Class A rents rose by 2.4% during 2011, compared to an  
  increase of 7.8% during 2010. 62% of this increase came  
  from face rate adjustment with the balance from concession  
  reduction.

� � Class B rents increased by 1.8%.

� Annual net absorption, at 3,303 Class A and B apartments  
 (59% of our long-term average), continued to drift downward  
 from its record- setting pace during the summer of 2010.   
 This reduction is due to several factors:

� � Extremely low Class B vacancy, which is limiting availability  
  of units and hence overall absorption. 

� � Job growth has softened, reducing Class A absorption.

� � The trend toward renting vs. owning has run its course in  
  the Washington metro area. As a result, the for-sale housing  
  market is improving gradually – at the expense of the  
  apartment market.

� Washington Class A units recorded 3,873 units absorbed over 
 the past 12 months.  

Total U.S. Renter Households

Source: U.S. Census Bureau, John Burns Real Estate Consulting, Delta Associates; January 2012.

After two years of competitive apartment market conditions due to an 
elevated number of deliveries in 2008 and 2009, the Washington market 
turned the corner in 2010 with a spike in absorption and rents. Then 
2011 brought record-setting construction in response to this market 
turnaround – some 14,400 units were started. Moderating absorption in 
the Washington metro in the second half of 2011 set the stage for a more 
competitive market in 2012 and 2013. Of note:

� In 2011, only 3,300 units were absorbed while over 12,000 new units  
 are expected to deliver in 2012.

� Annualized Class A absorption was only 3,800 – easing as the  
 structural shift from owning to renting levels off in the Washington  
 region and job growth moderates.

What does this all mean for 2012?  In sum, a slower-growth market requiring 
recalibration by investors and developers. But in the intermediate and 
long term: A remarkably robust market.
 
 

National Context

Though eighth in population, with an inventory of approximately 533,200 
units, the Washington metro area is the third largest apartment market in 
the U.S., behind New York and Los Angeles.

The Washington metro-wide vacancy rate is 3.8%. The national rate  
is 5.8%.
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Market Trends

As predicted by Delta, and demonstrated by the latest U.S. Census Bureau 
data, the structural shift toward renting has played out in the Washington 
area, at least for now. This trend is further illustrated by Washington’s 
nation-leading for-sale housing market performance. Absorption over the 
next 36 months will edge below the region’s long-term average of 5,645 
units per annum, as demand is muted by moderating job growth, rather 
than a combination of job growth and structural shift away from ownership, 
as it had been in 2009 and 2010.

� Average monthly absorption at new projects held steady during  
 2011 at 18 units per project per month.  This pace may ease by  
 mid-2012 as the number of projects in lease-up begins to climb  
 once again. The number of projects in lease-up has declined  
 from 31 to 20 over the past 12 months.

� Concessions at Class A projects edged lower in 2011, following a  
 pattern first seen in this cycle in the 1st quarter of 2010. At year-end  
 2011, concessions were 2.6% of face rent compared to 3.5% at year- 
 end 2010. Concessions for projects in initial lease-up, although  
 declining over the year, remain higher than the total market  
 average, at 5.0%.

� The development pipeline reached a cyclical low of 16,606 units  
 as of year-end 2009. Since then improving market fundamentals  
 and improving development prospects have pushed the pipeline  
 to 34,449 units at year end 2011.  While the 36-month pipeline has  
 increased, the share of planned projects vs. projects under  
 construction has decreased, as project starts accelerated late in  
 2011. The market is well into a cyclical increase in the development  
 pipeline that will continue in 2012. 

Rents Are Rising, But Rate of Growth is Decelerating

Effective rents for Class A and Class B apartments combined posted 
growth region-wide, although off earlier expectations, increasing over the 
year by 2.1%. 

� High-rise Class A product, almost entirely inside the Beltway, 
increased 3.2%. Class A low-rises, largely outside the Beltway, 
increased 2.0%. Overall, Class A rents were up 2.4%

Vacancy Still Low but Edging Up

Washington metro area vacancy rates for all classes of apartments remain 
the envy of the nation. But the rate edged up slightly over the year to 3.8%, 
from 3.4% at year-end 2010.  The vacancy rate for Class A apartments also 
edged up to 5.0% from 4.6% a year ago. 

Apartment Vacancy Rates
Major Apartment Markets

Source: MPF, Delta Associates; January 2012.
1/ The 57 largest apartment markets in the U.S.
* Mid-year 2011 data except for Washington, Baltimore, and Philadelphia, which are as of year-end 2011.

Renter Households
Washington Metro vs. U.S.

Source: U.S. Census, Delta Associates; January 2012.
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Concessions for All Class A Projects Currently Filling 
Washington Metro Area   
  

Year-End 
2008

Year-End 
2009

Year-End 
2010

Year-End 
2011

No. VA 12.8% 14.9% 11.6% 6.1%

Sub. MD 12.0% 15.0% 10.5% 4.8%

District 7.8% 17.8% 10.9% 4.3%

Metro-Wide 11.5% 15.7% 11.0% 5.0%

Concessions for All Class A Apartments  
Washington Metro Area   
  

Year-End 
2008

Year-End 
2009

Year-End 
2010

Year-End 
2011

No. VA 5.3% 6.8% 3.3% 2.3%

Sub. MD 6.0% 7.3% 3.3% 2.9%

District 6.3% 8.7% 4.9% 2.9%

Metro-Wide 5.7% 7.2% 3.5% 2.6%

Source: Delta Associates; January 2012.

Concessions Declining

Concessions declined for Class A projects overall, from 3.5% at year-end 
2010 to 2.6% at year-end 2011. Concessions for all Class A properties 
(that is, those filling up as well as those replacing turnover) continued the 
downward trend first recorded for this cycle in the 1st quarter of 2010:

Concessions for projects currently filling-up, and not yet stabilized, are 
down over the year as well:

Concession rates eased as the number of projects in lease-up, currently 
20, moderated during 2011. Newly leasing projects offering the equivalent 
of two months free rent were widespread in early 2010; this level of 
concessions has disappeared from the market.

Pipeline Expanding

The pipeline continues to expand, but the share of planned units vs. 
units under construction is declining. Expect this trend to continue as the 
region moves further through the current development cycle.  The metro-
wide pipeline peaked at over 36,000 units in the 4th quarter of 2007, with 
declines registered across the region throughout 2008 and 2009. With 
financing becoming available and a record-setting construction pace in 
2011, the pipeline rose at year-end 2011 to 34,449 units. However, the 
number of planned units we project to deliver in the 36-month pipeline 
declined from 17,466 units in the 3rd quarter of 2011 to 13,755 at year-end.  
See details of the pipeline in the accompanying table.

We project 12,472 units will deliver in 2012, of which 97% are currently 
under construction. Deliveries are expected to decline to 10,887 units in 
2013, of which 61% were under construction at year-end 2011.

We project 12,472 units will deliver in 2012, of which 97% are currently 
under construction. Deliveries are expected to decline to 10,887 units in 
2013, of which 61% were under construction at year-end 2011.

Source: Delta Associates; January 2012.

Annual Net Apartment Absorption 
Class A & B Units  |  Washington Metro

Source: Delta Associates; January 2012.
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Supply/Demand Statistics

NoVa SubMD District Metro-Wide

Net Absorption Class A & B:

2011 1,468 995 840 3,303

2010 7,106 4,250 1,173 12,529

2009 2,541 1,611 1,909 6,061

Deliveries:

2011 1,990 1,180 425 3,595

Projected: 2012 5,895 3,662 2,915 12,472

Projected: 2013 3,272 3,951 3,664 10,887

Projected: 2014 3,899 3,381 2,062 9,342

Starts:

Q4 2011 1,677 2,788 1,742 6,207

2011 6,053 4,820 3,594 14,467

36-month Pipeline: 1/

At 12/2011 13,802 11,449 9,198 34,449

At 12/2010 10,792 7,112 5,976 23,880

At 12/2009 7,830 5,093 3,683 16,606
 
 
1/ Includes vacant units in projects leasing up, units under construction, and units expected to begin  
construction and deliver in the next 36 months.

36-Month Pipeline
Units Planned vs. Units Under Construction 

Period % Planned % Under Construction

Q4 2011 40% 60%

Q3 2011 53% 47%

Q2 2011 56% 44%

Q1 2011 52% 48%

Source: Delta Associates; January 2012.

Market Rate Apartment Development Pipeline 
Washington Metro

Source: Delta Associates; January 2012.

Construction Starts Are Rising

Construction starts were brought to a near-standstill for most of 2009 
due to tightened credit markets and poor property performance metrics. 
However, in the 2nd half of 2010 we saw a resumption of construction 
activity.  In the 1st quarter of 2011, construction broke from a mere trot into 
a flat-out run with 4,096 units beginning construction.  By the 4th quarter 
of 2011, 6,207 units started construction – the largest number recorded by 
Delta in our 18 years of tracking this market.  In total, 14,467 units began 
construction in 2011, also a record.  With this elevated level of production 
and moderating demand, the region will face rent pressure in the 2nd half 
of 2012 and into 2013, as supply will exceed demand in many submarkets.

Access to development financing began to tighten over the summer 
months, according to many developer clients.  This trend will likely 
accelerate in 2012 given elevated production in the 4th quarter.  The 
opening of the development spigot in 2011 will ease the currently supply- 
constrained market by bringing 12,472 units to market in 2012 and  
approximately 10,887 units in 2013.

As job growth has moderated and deliveries are expected to begin in 
earnest in the 1st quarter of 2012, market fundamentals will likely ease 
during 2012.  Close monitoring of the overall health of the Washington 
economy will be increasingly important by mid-2012, as steadily improving 
job growth is key to producing the absorption necessary to fill the large 
slate of projects delivering next year.  For our projections on job growth, 
please see Section Three of this report.
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Supply/Demand and Rent Outlook: Downward Pressure 
on Class A Rents as New Supply to Exceed Demand

We expect Class A stabilized vacancy rates in the Washington metro area 
to be near 5.4% at year-end 2014, compared to 5.0% today. 

Given the projected delivery schedule of projects currently under 
construction, we expect the region-wide vacancy rate for stabilized Class 
A apartment properties to edge upward from 5.0% today to 5.4% by year-
end 2014 and a bit higher before then. There will be significant variance in 
conditions within the region; therein are investor/developer opportunities. 

A Word About Our Definition of Vacancy Rate

We sometimes hear from apartment developers and managers that 
their portfolio vacancy rate is 200 to 400 basis points higher than the 
numbers we report, which places them under unfair investor scrutiny. 
As a result, we thought it appropriate to describe here our term 
“vacancy.”

When we conduct our quarterly surveys, we obtain information on 
“units available to lease” – that is, physical vacancy. Obtaining the 
information this way, of course, may produce several important 
differences from “vacancy” as reported in your financial statements. 
Simply stated, the difference can be characterized as:

Delta’s Definition: Available units to lease

Operating Statement Vacancy: Economic vacancy 

Our definition (available units) may therefore be understated 
compared to yours (economically vacant) by our exclusion of units 
occupied by non-paying tenants (which we cannot know), and of units 
not available for lease, such as employee units and model apartments. 
We estimate that this adds about 100 to 150 basis points to your 
definition of vacancy, as compared to ours.  Our vacancy rate may 
also be understated, compared to yours, by our exclusion of what at 
present are economically vacant, on-notice units for which a lease to 
occupy in the future has been signed (hence, they are not currently 
available to lease). We estimate that this potentially adds another 150 
to 200 basis points to your definition of vacancy, as compared to ours.

Class A Apartment Unit Starts  
Washington Metro

Source: Delta Associates; January 2012.

Projected Deliveries for Projects Currently Under Construction   
Washington Metro 

Source: Delta Associates; January 2012.
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Annual Class A Apartment Unit Deliveries 
Washington Metro 

Source: Delta Associates; January 2012.

Demand and Supply Projections 
Class A Apartment Market  |  Washington Metro  |  Dec. 2011 – Dec. 2014

Source: Delta Associates; January 2012.

Class A Apartment Vacancy Rate 
Washington Metro

Source: Delta Associates; January 2012.

Annual Class A Apartment Rent Growth
Washington Metro

Source: Delta Associates; January 2012.

Class A rents will face downward pressure in 2012 at the metro level due 
to the large slate of scheduled deliveries compared to likely demand 
levels. Rent growth slowed throughout 2011 in most submarkets. Given 
headwinds on the demand front, and a robust delivery schedule, modest 
rent declines are probable at the metro level by the end of 2012. Better 
projects in stronger submarkets will outperform these market averages.

Return on Investment

Total return on apartment investments (cash flow plus appreciation) in the 
Washington market is the highest in the nation, as tracked by NCREIF.  This 
index reports a 22.62% 12-month total return, but off a previous peak in 
2010, indicating the peak in property values is near or already behind us 
in this cycle.
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NCREIF Return Index1

Investment-Grade Apartment Properties |  Select Metro Areas

Metro Area 12-Month Total Return at 3rd Quarter 20111

Washington 22.62%

Dallas 22.51%

Austin 20.05%

National Average 18.58%

Houston 17.98%

Chicago 17.80%

Phoenix 16.36%

Atlanta 14.54%
 
 
1 NCREIF compiles return based on its members’ $70 billion apartment portfolios.  The index includes both 
current income and estimated capital appreciation returns. 
Source: NCREIF, Delta Associates; January 2012.

Washington Investment Sales 

While investment sales in 2009 were significantly off the pace of prior 
record-setting years, 2010 saw a return of more robust investment sales 
activity. 2010 sales volume more than tripled the 2009 “volume trough.”

2011 offered continued strength in investment sales. Through early 
December we recorded $4.0 billion of multifamily building sales (55 low-
rise properties and 21 mid-rise/high-rise properties).

Cap rates for apartments peaked in the spring/early summer of 2009 at 
7.30% (Class A high-rise) and declined at year-end 2011 to 4.94%. 

The 2011 average per-unit price was 24.3% higher than in 2010 for low-
rise Class A units (at $222,000) and 27.3% higher for Class A high-rises (at 
$426,000). 

We believe that cap rates will likely stabilize in 2012, as market conditions 
become more competitive amid increased supply and muted job growth 
in the region.  The comparative strength of the Washington market and 
real estate compared to investment alternatives will help maintain strength 
in demand for this asset class among investors.

We recorded 15 multifamily land sales in 2011, totaling $257.1 million, with 
the capacity to construct over 4,900 apartment units. Over $181 million 
in multifamily land sales traded in 2010, with the capacity for over 4,100 

units. The increase in land sales volume in 2011 is leading to the increasing 
pipeline of multifamily supply in the area.

Apartment Market Outlook:  Navigating Uncertainty in 
the Period Ahead

The Washington area apartment market experienced robust conditions in 
2011, but the amount of new product in the pipeline presents challenges 
to investors and developers in the near term.

As the market becomes more competitive, the successful investor/
developer will:

1. Invest in repositioning existing under-performing assets.

2. Position to take advantage of the long-term prospects for apartment  
 living in the region. While near-term conditions may be competitive,  
 demographic trends paint a bright future for the apartment  
 marketplace:

� � Millions of prospective renters in Generation-Y will continue to  
  join the workforce over the coming decade and demand the  
  flexible housing arrangements that apartments provide.

� � Those in the Generation-Y cohort currently doubling up or  
  living at home will eventually “age-out” (or be nudged out)  
  and look for their own place, further enhancing demand  
  over the long term.

Successful investors/developers also will keep in mind the following:

Superior design features: As the “mixed-use” moniker becomes more 
prevalent at projects across the region, what was once seen as a niche is 
increasingly common.  Merely adding first floor retail to an otherwise 
common project will yield diminishing differentiation in this market.  We 
feel creative approaches to place-making partnered with bold design, and 
also designing for niches, is essential.

Superior locations: Not just transit access, but those submarkets with 
superior supply/demand fundamentals are keys to success in the period 
ahead. By our analysis there are several submarkets with good supply/
demand fundamentals that warrant attention and development through 
2014.  

In sum, the Washington metro apartment market is experiencing robust 
conditions but recalibration to reduced demand levels is required in the 
short run.  There is additional opportunity available for the thoughtful 
developer.
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The Washington Area

Condominium Market

National Context

The Washington metro area is the fifth-largest condominium market in the 
nation, with approximately 223,000 units.  Only the nation’s three largest 
cities (New York, Los Angeles, and Chicago), plus the popular second-
home location of Miami, have a larger inventory of condominiums than 
the Washington area.

New Unit Sales Volume Low but Prices Firming as New 
Product is On the Rise

Last year in TrendLines we predicted that 2011 was likely to be a better 
year than 2010 for the condominium market in the Washington metro.  We 
expected that demand would increase, concessions would burn off, and 
prices would rebound. In fact, the market did see some recovery in 2011, 
but progress was slow, and our forecast would have been better suited for 
2012.  New condominium sales activity in the Washington metro area has 
dropped to its lowest level since the bottom fell out of the condominium 
market in 2008.  However, other market fundamentals continued to 
improve in 2011:

� There are currently 3,542 new units actively marketing or under 
construction, the first significant increase in supply since 2006.  
Over 1,200 units are in the pre-marketing stage, with an additional 
900 units in the 36-month pipeline that plan to begin sales in 2012. 
This is a positive trend since it dilutes the shop-worn inventory on 
the market since 2006.

� Average new unit prices were down by just 1.2% metro-wide 
in 2011, and up in many submarkets. In addition, about 58% of 
projects actively marketing experienced price growth or remained 
unchanged in 2011, which is the best performance since 2007. 

� The resale inventory is tightening while sales velocity has remained 
constant over the past three years. As of November 2011, there 
were 3.53 months of inventory, the lowest inventory ratio since 2006.  

Source: Delta Associates; January 2012.
Note:  Estimated.
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Condominium Market Overview at Year-End 2011

� Sales volume: New unit sales volume (defined as net binding  
 contracts written with security deposits up) totaled 1,458 in  
 2011. This compares to 2,099 new unit sales in 2010.

� Prices: New prices continue to moderate, while resale prices  
 are erratic.  

� � Effective new condominium prices were down 1.2% metro- 
  wide in 2011: prices in the Mideast submarket of the District  
  were up by 1.6% while they were down by 4.5% in  
  Montgomery County.  Prices are now down in less than half  
  of all projects currently selling, whereas a year ago, 60% of  
  all actively marketing projects were experiencing declines.

� � Resale prices are down 5.0% since year-end 2010, but prices 
  rose or remained unchanged in most Northern Virginia  
  jurisdictions.  Resales are being heavily influenced by  
  foreclosures in some jurisdictions, such as Prince George’s,  
  where prices declined 47.6% in the past year. 

� Concessions: Metro-wide, concessions average 2.6% of the  
 asking price as of year-end 2011, which is only 10 basis points  
 higher than a year ago. 

� Pipeline: There are currently 3,542 unsold new condominium  
 units that are either actively marketing or under construction  
 in the metro area, the first significant increase in supply since  
 2006.  As a result, there now is 2.4 years of inventory on the  
 market at current rates of sales velocity. This metric varies a  
 great deal by submarket: In Upper NW DC, there is less than  
 one year of new inventory left to sell, whereas in Central DC  
 there is 6.6 years of inventory.

� Sales pace: Projects that have sold out in the past two years  
 have averaged 2.7 sales per month.  Projects introduced to  
 the market during the past 12 months have averaged a  
 somewhat higher pace of 3.2 sales per month, a sign of market  
 improvement and of the importance of “fresh product.”

Sales Activity: A Slower Than Expected 2011

In 2011, there were a total of 1,458 sales, a 30% drop in sales compared 
to 2010 and lower than the previous floor set in 2008.  The year finished 
sluggishly, as there were 302 net sales during the 4th quarter in the metro 
area. While reduced job growth played a role in the reduced sales activity, 
another factor that was not an issue three years ago is at play: a growing 
shortage of “fresh product” at good locations to appeal to buyers. We 
believe that some of the reduction in new unit sales volume is due to a 
lack of sales-worthy units, and much of this demand is being siphoned 
off by the condo resale market, which has plenty of newer units available. 
However, over 2,100 units will begin sales in 2012, which should help 
replenish the market with sales-worthy product.

The Loudoun/Prince William submarket continues to lead the metro 
area in condominium sales activity, with mostly 2-over-2 development. 
Montgomery County leads sales in Suburban Maryland. In the District, the 
Mideast submarket (which includes Shaw, Columbia Heights, and the 14th 
Street corridor) has remained steady over the past three years with sales 
ranging from 150 to 160 net sales per year. This area of the District has 
seen several new condominium projects in the past several years, mainly 
in the form of boutique buildings with less than 50 units.

Sales Compared to Remaining Inventory 
Year-End 2011

Submarket Q4 Sales/Remaining Inv.

Central DC 2 / 316

Mideast DC 55 / 200

Upper NW DC 3 / 14

Capitol East DC 40 / 263

Arlington/Alexandria 36 / 498

Fairfax/Falls Church 54 / 332

Loudoun/Prince William 58 / 1,016

Montgomery 53 / 762

Prince George’s 1 / 141

Source: Delta Associates, January 2012.

Prices: Up in Some Submarkets

The average effective price per square foot for “same-store” new 
condominium sales in the metro area declined by 1.2% in 2011.  
Condominium prices rose in several submarkets in all three substate areas, 
including Mideast DC, Capitol East DC, Arlington/Alexandria, and Prince 
George’s County. Prices declined by 4.5% percent in Montgomery County 
due to re-pricing at a few remaining projects that have been selling for 
several years.
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Effective New Condominium Sales Price Change
Washington Metro Area  |  12-Month Change

New Condominium Price Change
2011

Substate Area Effective Price Change

District of Columbia 0.2%

Northern Virginia -0.2%

Suburban Maryland -3.4%

Wash. Metro Average -1.2%
 
 
Note: “Same store” sales. 
Source: Delta Associates, January 2012.

Net New1 Unit Sales By Jurisdiction
2011

Jurisdiction # of Units Sold2

Loudoun/Prince William 401

Fairfax/Falls Church 242

Montgomery 202

Arlington/Alexandria 201

Mideast DC 150

Capitol East DC 136

Prince George’s 63

Central DC 48

Upper NW DC 15

Washington Metro Total 1,458
 
1 Includes conversions.
2Net number of binding contracts executed. 
Source: Delta Associates, January 2012.

Resale prices have taken a hit, especially in Suburban Maryland, where 
foreclosures have played a large role in price reductions. For instance, 
resale prices in Prince George’s County fell close to 50% from a year ago.  

Concessions:  Very Low in the District

Concession rates are very low in the District, as more projects with long-
standing inventory finally reach sell-out.  Prince George’s County saw a 
drop in concessions from a year ago, as did Loudoun and Prince William 
Counties in Northern Virginia.

Pipeline:  Rising Again

The number of unsold units in projects currently marketing or under 
construction rose to 3,542 units at year-end, the first significant increase in 
pipeline since 2006.  In addition, there are 1,976 units that are planned to 
start sales within the next 36 months.

Over the past three years, the percentage of actively marketing units 
that are made up of projects that are less than two years old has steadily 
increased, which is a sign that the market is starting to replenish a 
“fresh” supply. As of year-end 2011, about 50% of condominiums actively 
marketing are projects that have been marketing for two years or less. Back 
in 2009, less than 10% of the pipeline contained these newer units.

The inventory-to-sales ratio (years of supply at current rates of sale) 
metro-wide is currently 2.4 years as of year-end 2011.  The ratio has crept 
up slightly as new product has been introduced to the market. Moving 
forward, the ratio will continue to rise slightly.

Source: Delta Associates; January 2012.

Another indicator of whether prices are moderating in the market is the 
percentage of actively selling projects that have price declines from a year 
ago. Condominium prices are now lower in less than half of all actively 
marketing condominium projects, as seen in the adjacent graph.

The region’s highest effective prices per square foot are found in Central 
DC, whereas the lowest are in Loudoun/Prince William. Average sale prices 
are similar in Montgomery County and Fairfax/Falls Church submarkets, 
which also have similar demographics.
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Concessions as a Percent of Average Sales Price by Substate Area
Year-End 2010 and Year-End 2011

% of Sales Price

Substate Area YE 2010 YE 2011

District of Columbia 1.0% 1.0%

Northern Virginia 2.7% 3.3%

Suburban Maryland 2.9% 2.3%

Wash. Metro Average 2.5% 2.6%

Source: Delta Associates, January 2012.

Source: Delta Associates; January 2012.

Percentage of “Same-Store” Projects with Negative Price Changes
Washington Metro Area

Source: Delta Associates; January 2012.

Condominiums Actively Marketing or Under Construction
Washington Metro Area  |  2010 – 2011

New Condominium Prices Per SF*
Washington Metro Area  |  Year-End 2011

Source: Delta Associates; January 2012.
*Reflects prices of condominium projects currently selling, so averages should not be compared from 
quarter to quarter since locations of projects change each quarter. 

Upper NW DC remains supply-constrained, while in Montgomery County, 
the amount of time needed to absorb new product now exceeds four 
years.  However, about two-thirds of the actively marketing pipeline in 
Montgomery County is located “outside the Beltway,” so communities 
like Bethesda and Silver Spring appear to need product.

Condominium Starts:  Accelerating

At least 15 condominium projects have started construction or were 
converted in 2011 for a total of nearly 1,400 units. Notably, District Condos, 
in the hot 14th Street corridor, reprogrammed as apartments midway 
through construction.  For 2012, we estimate about 2,100 units will begin 
construction, not including conversions. Adjacent is a select list of projects 
that have started sales and/or began construction in 2011.
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Years of Condominium Supply
Washington Metro Area 

Source: Delta Associates; January 2012.

Current Inventory-to-Sales Ratio 
Year-End 2011 

Submarket Inv./Sales Ratio

Upper NW DC 0.9 years

Mideast DC 1.3 years

Fairfax/Falls Church 1.4 years

Capitol East DC 1.9 years

Prince George’s 2.2 years

Wash. Metro Average 2.4 years

Arlington/Alexandria 2.5 years

Loudoun/Prince William 2.5 years

Montgomery 4.2 years

Central DC 6.6 years

Source: Delta Associates, January 2012.
Note: Calculated by dividing actively marketing inventory by sales during the past 12 months.

Inventory-to-Sales Ratio by Substate Area
Year-End 2010 and Year-End 2011

Inventory-to-Sales Ratio

Substate Area YE 2010 YE 2011

District of Columbia 1.6 years 2.3 years

Northern Virginia 1.9 years 2.2 years

Suburban Maryland 2.7 years 3.4 years

Wash. Metro Average 1.9 years 2.4 years

Source: Delta Associates, January 2012.
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Project Sales Pace:  Improving

Projects that sold out during the past two years have averaged 2.7 units 
of sales per month and actively marketing projects that started selling in 
the past 12 months have sold at a slightly higher average of 3.2 units per 
month.   Below are a few examples of sales pace among newer entrants 
to the market:

� 1020 Monroe Street is a 28-unit condominium conversion located 
in Columbia Heights in the District by Madison Investments, with 
sales by Urban Pace, and that began sales in November.  Since 
then, four units have sold at an average price of $473 per SF.

Newer Condominium Units* as a Percent of Total Inventory
Washington Metro Area
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� Dakota Crossing Condominiums is a new TH-style development 
in the Fort Lincoln neighborhood of the District by Ryan Homes. 
One out of 22 units has sold at $201 per SF since sales began in 
November.

� In Old Town Alexandria, The Henry, the remaining units at a 
condominium project that reprogrammed as apartments by 
Diamond Properties, sold eight out of 141 units at $414 per SF since 
beginning sales in October.

Condominium Market Outlook:  Navigating Uncertainty 
in 2012 as Pricing Begins to Gain Traction

The Washington metro area currently has an inventory of 3,542 new units 
to sell, or 2.4 years of inventory at current rates of sales velocity. For the 
most part, banks are still not willing to finance large-scale condominium 
projects without significant pre-sales or the deal needs to pencil as an 
apartment project. This has a tendency to limit concrete construction to:

� Smaller projects;

� Those with significant pre-sales; or

Select Condominium Projects That Started Construction or  
Began Sales in 2011 

Name of Project Submarket # of Units

CityCenterDC Central DC 216

District Condos* Mideast DC 125

Gaslight Square Arlington Co 117

Dominion Heights Arlington Co 64

The Henry Alexandria 141

Stone Ridge Loudoun Co 125

Dulles Parkway Center Loudoun Co 124

Residences  @ Main St. Loudoun Co 200

Lee Square Prince Wm Co 140

Gallery Park Mont Co 154

Quarry Springs Mont Co 97

The Orion Mont Co 46

Hall Station PG Co 70

Source: Delta Associates, January 2012.
*Reprogrammed to apartments.

� Select submarkets that can support $3.00 per SF rents as an exit 
strategy.

As a result, most of the new development recently in the region has 
occurred in parts of the District, the Rosslyn-Ballston corridor, downtown 
Bethesda, and a select list of others – most of which are located “inside 
the Beltway.”  It is a different story for TH-style or 2-over-2 condominiums, 
which are being built in the outer suburbs. Due to a flurry of construction 
activity in these areas over the past few months, the actively marketing 
pipeline has increased for the first time since 2006.

Another source of new condominium product could come in the form of 
conversions. So far in this part of the cycle, only smaller-scale conversions 
have been undertaken in the District, which are less risky. Larger 
conversions in the suburbs, such as Myerton in Arlington and SomerHill 
Farms in Gainesville, have reverted back to apartments after lackluster 
sales, but fractured condominium projects, such as The Monarch (now The 
Henry) in Alexandria have converted rental units to condominiums.  

On balance, we see the introduction of new, “fresh” units in 2011 and 
2012 as the beginning of the price traction spiral of the next cycle, gaining 
momentum perhaps in late 2012. The next year will bring improved sales 
velocity to the market as newer product will become the majority of units 
available for the first time in four years. We project that sales will improve 
from 2011 – settling perhaps in the 1,500 to 1,800 unit range for the year.

In sum, an appropriate strategy for the condominium developer 
seeking to navigate the uncertain market of 2012 would be to:

� Selectively convert smaller, well-located apartment properties into 
condominiums; and

� Acquire and entitle sites for the next round of development, with a 
target delivery date in 2013-15, depending on the submarket.

Inside the Beltway, developers should continue to seek out transit-
served locations.  Outside the Beltway, be aware of the recent flurry of 
construction and program accordingly.

Sticking to locations with limited supply/competition, targeting infra-
structure locations, employing superior design, and focusing on customer 
appeal is always wise.
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The Washington Area

Retail Market

Note: Includes shopping centers of all types.
Source: CoStar, Delta Associates; January 2012.

Retail Market Experiences Steady Growth in 2011, 
Driven by High Incomes and Low Pipeline 

Last year in TrendLines we stated that retail real estate was “…poised for 
stronger recovery in 2011 in the Washington metro area than elsewhere…” 
Indeed there was recovery, although not as robust as expected:

� Overall vacancy (all retail) stayed at 5.5% (second-lowest in the 
nation) whereas grocery-anchored centers declined from 5.6%  
to 5.5%.

� Grocery anchored center in-line store rents increased 2.1%, to 
$31.65/SF.

� Investment sales tripled to $454 million and grocery-anchored 
center Class A cap rates declined 70 basis points to 6.4%.

Well-located Class A neighborhood shopping centers with a dominant 
grocery anchor have managed well during the recent downturn, as these 
centers have been able to keep tenants and also lure quality tenants from 
Class B centers.

We believe retail is poised for an even stronger recovery during 2012 
in the Washington metro area, given high incomes, low vacancy, and a 
limited pipeline of development.

National Context

The Washington metro area has the second-lowest shopping center 
vacancy rate among large metro areas at year-end 2011 – just above San

Francisco’s. Overall vacancy for all types of shopping centers was 5.5%
in the metro area, unchanged from 5.5% one year ago. This compares 
favorably to the national average of 9.2% at December 2011.

Shopping center retail maintains a relatively low vacancy rate in the region 
because of:

� Steady population growth

� High incomes

� Low pipeline of new product

Shopping Center Vacancy – All Types
Select Metro Areas  |  Year-End 2011
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Average Household Income

2000 2010 2015

Jurisdiction (Actual) (Est.) (Proj.)

Washington Metro Area $80,600 $102,600 $117,200

U.S. $56,600 $72,200 $79,300
 
Source: ESRI, Delta Associates; January 2012.

Incomes in the Washington metro area grew by 27.3% from 2000 to 2010, 
compared to just 24.0% nationally. By 2015, the Washington metro area’s 
average household income is projected to rise 14.2%, compared to a rise 
of 13.0% nationally. 

Grocery-Anchored Shopping Center Market Conditions

Given the demand for groceries at all points of the economic cycle, grocery-
anchored shopping centers maintain the greatest stability compared to 
other retail property types. Therefore, the bulk of our analysis in this report 
is focused on grocery-anchored shopping centers.

Of the total retail inventory in the Washington metro area, 57.6 million SF 
is located in 340 grocery-anchored shopping centers, which is almost half 
of the total retail inventory in the metro area.

We perform an annual year-end survey of over 300 Washington area 
grocery-anchored shopping centers, and tabulate vacancy and rent data.  

The metro-wide vacancy rate for grocery-anchored shopping centers 
edged down to 5.5% at year-end 2011, from 5.6% at year-end 2010. At 5.5% 
vacant, grocery-anchored shopping centers are on par with the overall 
shopping center market at 5.5% vacant at year-end 2011. The vacancy rate 
in Suburban Maryland declined to 5.6% at year-end 2011, from 6.0% one 
year ago. Northern Virginia vacancy was 5.5% at year-end 2011, up from 
5.3% one year ago.

The Core submarkets (the District, Arlington and Alexandria) experienced 
no change in vacancy compared to one year ago. The Inner Ring (Fairfax, 
Montgomery and Prince George’s Counties) experienced a slight decline 
of 30 basis points during 2011. This compares to the Outer Ring (Loudoun 
and Prince William Counties) experiencing a 50 basis point rise in vacancy. 
Newer, closer-to-the-core centers have performed well, as tenants have 
traded up in quality during the past year.

Shopping Center Vacancy Rates – Grocery-Anchored
Washington Metro Area

Source: Delta Associates; January 2012.

Shopping Center Scale – Grocery-Anchored
Washington Metro Area  |  2011  |  Millions of SF

Source: Delta Associates; January 2012.
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Vacancy Rates – Grocery-Anchored Shopping Centers  
Washington Metro Area

Jurisdiction 2011 2010

Core 5.0% 5.0%

Inner Ring 4.8% 5.1%

Outer Ring 7.9% 7.4%

Washington Metro 5.5% 5.6%
 
Core = DC, Arlington, Alexandria
Inner Ring = Fairfax, Montgomery, Prince George’s
Outer Ring = Loudoun, Prince William
Source: Delta Associates; January 2012.

Shopping Center Asking Rents – Grocery-Anchored
Washington Metro Area

Source: Delta Associates; January 2012.

Asking Rents – Grocery-Anchored Shopping Centers  
Washington Metro Area

Jurisdiction 2011 Yr. % Change

Core $41.34 6.8%

Inner Ring $32.21 2.1%

Outer Ring $26.54 0.5%

Washington Metro Area $31.65 2.1%
 
Core = DC, Arlington, Alexandria
Inner Ring = Fairfax, Montgomery, Prince George’s
Outer Ring = Loudoun, Prince William
Source: Delta Associates; January 2012.

Rental rates at grocery-anchored centers increased 2.1% in 2011, after 
declining 2.4% in 2010. Metro-wide average in-line tenant rents were 
$31.65/SF at year-end 2011. Suburban Maryland rents were $31.86/SF, a 
3.8% rise from year-end 2010. Northern Virginia rents were $31.15/SF, up 
1.0% from year-end 2010.  

The Core submarkets experienced a healthy rise in asking rates at 6.8% 
during 2011, as tenants sought to lease and remain in the Core. Also, this 
area has limited availability, with just over 200,000 SF of available space on 
the market. The Inner and Outer Rings experienced rent increases at a less 
robust pace, 2.1% and 0.5%, respectively, as these submarkets have less 
demand and a greater amount of available inventory.

Overall, newer grocery-anchored shopping centers outperformed market 
averages during 2011.  Centers built after 1999 in the Washington metro 
area hold a 6.5% vacancy rate at year-end 2011, a 70 basis point decline 
during the past year.  Centers built in 1999 or older hold a 5.2% vacancy 
rate at year-end 2011, remaining unchanged compared to one year ago.

Centers built after 1999 in the Washington metro area experienced a 4.3% 
rise in asking rates during 2011. Centers built in 1999 or older experienced 
a 1.1% rise during 2011.

New Development

There are seven notable grocery-anchored shopping centers, totaling 1.4 
million SF, under construction or renovation in the metro area at December 
2011. This is inadequate to keep pace with demand – so the vacancy rate 
should continue to remain low.

There are additional grocery-anchored shopping centers in the planning 
stages that are not included in the adjacent table, some of which may 
deliver by early to mid-2014. 

The District of Columbia could add more grocery-anchored shopping 
centers to its mix in the near-term, as the Supermarket Tax Credit was 
overhauled last year by the FEED DC Act of 2010, which now matches 
boundary lines to income levels. 

Since this overhaul, a handful of new grocers have taken advantage of this 
credit. For instance, Harris Teeter at 1350 Potomac Avenue, SE and Yes! 
Organic at 3100 Georgia Avenue, NW seized this opportunity.
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Notable Grocery-Anchored Shopping Centers Under Construction or 
Under Renovation
Washington Metro Area  |  December 2011 
 

Shopping Center RBA Anchor

CityCenter DC 325,000 TBD

Hilltop Village Center 250,000 Wegmans

Tysons West Promenade 247,000 Walmart

Shops at Seneca Meadows 200,000 Wegmans

Shops at Moorefield Village 150,000 Harris Teeter 

Purcellville Gateway 110,000 Harris Teeter

CityMarket at O Street 88,000 Giant

Total: 1,370,000
 
Source: Washington Business Journal, Delta Associates; January 2012.

At year-end 2011, to construct a shopping center in the Washington 
metro area, the minimum rent needed was $25.19/SF, on a triple net basis. 
The current average asking rent at year-end in the metro area is $31.65/
SF, indicating rents can be met at newly constructed centers. In fact, the 
average rent in each surveyed jurisdiction currently exceeds this $25.19/
SF threshold.

Cash-on-cost return requirements for shopping centers declined to 9.1% 
in 2011, from 9.5% one year ago, as investors have a renewed confidence 
in the Washington area market. In addition to the increased demand for 
Washington metro real estate assets, low mortgage rates allow investors to 
accept lower rates of return. 

We expect few spec projects to move forward in the near-term. Rather, 
projects with notable pre-leasing and financing in place will be the norm. 
However, given the long-term demand for goods in the metro area, we 
believe developers will look to deliver new product by 2013/2014, as the 
market transitions to landlord conditions. 

Investment Sales

There were nine notable investment sales of grocery-anchored shopping 
centers in the Washington metro area suburbs during 2011. Sales volume 
totaled $454 million ($276/SF) during 2011, compared to $178 million 
($212/SF) during 2010. 

Most recently, Bentall Kennedy purchased Woodlawn Park Crossing in 
Herndon for $62.4 million ($462/SF). This center is anchored by Harris 
Teeter. In addition, this company purchased Penn Mar Shopping Center in 
District Heights for $60.2 million ($158/SF).

Although this product type edged down in investment worthiness during 
the past year, it remains above the investment worthiness benchmark of 
5.0, according to our annual Market Maker survey of October 2011.

Our Market Maker Survey respondents noted that cap rates for Class A 
grocery-anchored shopping centers have declined to 6.4% at October 
2011, from 7.1% one year ago. Consumers are starting to spend money 
again, albeit slowly. Well-located Class A neighborhood shopping centers 
with a dominant grocery anchor have managed well during the recent 
downturn, as these centers have been able to keep tenants and also lure 
quality tenants from Class B centers.

Prototypical Development Economics for a Shopping Center
Washington Metro Area  |  Year-End 2011  |  Per Rentable SF
 

A. Hard Costs $153

B. Soft Costs $35

C. Sub-Total, Development Costs (Excluding Land) $188

D. Land Costs (Per FAR) $75

E. Total, All-In Development Costs $263

F. Required Rents (NNN) Needed to Support  
    New Development

$25

Pro-Forma Rent Calculations

A. Cash-on-Cost Return Requirement (%) 9.1%

B. Cash-on-Cost Return Requirement ($) $23.93

C. Divided by Occupancy Rate 95%

D. Equals Required Rent (NNN) $25.19
 

Source: Delta Associates’ Market Maker Survey; January 2012.
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Return Rates for Retail Properties

Total returns (cash flow plus appreciation) realized in the Washington retail 
market during the 12 months ending September 2011 were well above 
national returns.  In fact, only Houston had a higher return rate among 
major metro regions.

We expect the Washington metro area to remain a desirable destination 
for investors’ cash in the long-run due to favorable investment and 
development conditions. 

Retail Market Outlook: Navigating Uncertainty

We believe retail is poised for a stronger recovery in the Washington metro
area given high incomes, low vacancy, and a limited pipeline of development.

Despite healthy retail demand, consumer spending will be muted 
compared to past recovery cycles. We expect consumers to focus spending 
at wholesale merchants, as economic uncertainty persists. However, luxury 
retailers also should continue to experience steady demand, as consumers 
with cash are showing eagerness to spend. Given the high incomes of 
consumers in the Washington metro area, we expect this retail type to 
perform well. 

We expect the vacancy rate for grocery-anchored shopping centers to 
decline steadily during 2012, as new retailers enter the Washington metro 
market and existing retailers look to expand.   

We expect the Core and Inner Ring submarkets to rebound at a faster clip, 
compared to the Outer Ring submarkets, as these centers have been able 
to keep and lure quality tenants from Class B centers. 

Shopping centers with notable vacancies will have a hard time attracting 
new tenants, unless the center is located in a top-performing submarket. 
If these centers fail to attract tenants over the next year or two, 
redevelopment could occur. 

Shopping Center Purchases – Grocery-Anchored
Washington Suburbs

Note: Excludes sales of regional malls and power centers; excludes properties under contract.
Source: Real Capital Analytics, graphic by Delta Associates; January 2012.
*Includes large portfolio sale by CalPERS.

Investment Worthiness Index
Grocery-Anchored Shopping Centers  |  Washington Metro Area

*A score below 5.0 is considered to have more interested sellers than interested buyers.
Source: Delta Associates’ Market Maker Survey; January 2012.
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Grocery-Anchored Shopping Center – Cap Rate
Washington Metro Area  |  Each Year at October

Source: Delta Associates’ Market Maker Survey; January 2012.

NCREIF Return Index1 – Retail Properties
Select Metro Areas

Metro Area
12-Month Total Return 

at 3rd Quarter 20111

Houston 25.66%

Washington 19.81%

Los Angeles 17.29%

New York 16.61%

Atlanta 16.49%

National Average 15.30%

Phoenix 14.44%

Denver 14.05%

Chicago 13.41%

Dallas 8.33%

Boston 2.48%
 
 
1 NCREIF compiles return based on its members’ $61.4 billion retail portfolios. 
The index includes both current income and capital appreciation returns. 
Source: NCREIF, Delta Associates; January 2012.

Given demand for Class A space, we believe property owners will continue 
to invest, where the cash is available, in repositioning existing under-
performing assets – either upgrading or transforming shopping centers 
into a grocery-anchored format. Currently, tenants seeking space are 
interested in newer, Class A space with high foot traffic. Centers that 
focus on everyday needs, such as groceries and other necessities, remain 
successful during economic downturns or slow growth periods.

We expect future retail development to focus on a mixed-use format 
involving office or residential within a walkable urban area or close to 
public transit. We find these developments often have a grocery store as 
an anchor. Overall, people want to drive less and shop for goods close to 
where they reside. 

As a result, the successful investor and developer will be:

1. Selectively accumulating assets at below replacement cost while  
 prices and interest rates are lower. The window is closing, as prices  
 are rising.

2. Acquiring debt or recapitalizing assets.

3. Repositioning underperforming assets, especially with a mixed-use,  
 grocery-anchored, outdoor format.

4. Invest in existing assets to enhance operational performance via  
 better leasing and/or reduced cost. 

5. Developing new projects for delivery in the 2013/2014 period in  
 select submarkets with good supply/demand fundamentals.

Since market conditions will start to transition during 2012/2013 for retail, 
we recommend developers: 

� Continue site assembly through 2012.

� Start construction by mid-2012.

� Deliver product by mid-2013 when the market starts to shift toward  
 the landlord’s favor. 

Tenants would be well advised to make their deals soon before the market 
shifts away from the current tenant-favor, to landlord conditions.
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Capital Markets and

Investment Trends

Capital Continues to Flow Into Commercial Real Estate

Commercial real estate, even with sub-5% cap rates for some transactions, 
continues to outperform the investment alternatives. 

Following the market’s trough in 2009, real estate rebounded in 2010, 
attracting considerably more investment capital because of its relatively 
stable performance compared to the volatility of stocks and low yields of 
bonds.  In 2011, real estate assets continued that momentum, while stocks 
made little to no gain over the course of the year.  For example, in 2011, 
U.S. office sales volume totaled approximately $52 billion – still well off the 
peak, but approximately 21% ahead of the 2010 total.

At this point of the recovery cycle, risk has been fully re-priced and investors 
with access to capital are pushing prices higher.  

During 2011 we saw four themes develop in the investment sales market:

� Core assets, especially trophy office product and high-rise 
apartments in major markets, are generating competitive buying 
situations.  

� This has been going on since late 2010, although activity 
dampened somewhat during the 2nd half of 2011 as  
global economic uncertainty intensified.

� The demand for space is rising gradually as fundamentals improve, 
so prices are rising based on performance.  This is not true 
of every market or product type, but in general conditions are 
improving. And this was not the case in 2010 when price increases 
were largely due to cap rate compression.

Investment Sales of Office Buildings
United States

Source: Real Capital Analytics, graphic by Delta Associates; January 2012.               
*Estimate.

� Capital continues to be attracted to those markets with the best 
fundamentals – with Washington near the top of that list, 
notwithstanding concerns about the Federal government’s 
austerity program.
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Source: PREA, The Journal of Real Estate Portfolio Management,  
Northpoint Capital Management, Delta Associates; January 2012.

Institutional Investors Still Increasing Allocation to Real Estate

Real Estate: Strong Long-Term (and Short-Term) Returns

Commercial real estate investment remains a solid long-term play.  Over 
the past ten years, real estate outperformed stocks and bonds, with total 
returns for real estate of 7.82% per annum. Over the past five years, real 
estate generated an annualized total return of 3.40%, ahead of stocks 
but behind bonds.  During the most recent 12-month period, real estate, 
with a 16.10% total return, dramatically outperformed stocks, which were 
essentially unchanged.

The long-term success of real estate is why institutional investors did not 
re-allocate out of real estate during the recent downturn like they did in 
the early 1990s.  In fact, institutional allocations to real estate rose to an 
average of 10% in 2011 from 7% in 2007.

Who were the significant buyers of commercial real estate during 2011? At 
the national level, private equity was the greatest source of capital for sales 
across all product types, with 37.4% of the total.  Institutional and foreign 
buyers – who tend to use little if any leverage – also were significant players 
in 2011, with a combined 26.7% of purchases.  REITs and other public 
buyers were active players in 2011, accounting for 14.6% of investment 
dollars.  Funds also were notable players in the market, contributing 12.8% 
of total investment dollars.

Washington Metro Returns: Still a National Leader,
But Edging Back

As the national commercial real estate sales market rebounded, the 
Washington metro area remained among the world’s top investment 
markets.  However, its performance did slip modestly compared to other 
gateway markets.

For context, office building sales in 2011 in the Washington area reached 
a total volume of $6.9 billion. This total represents a 33% increase over the 
2010 total of $5.2 billion.  Office transaction volume in Washington rose 
despite concerns about the Federal government’s long-term space needs 
and short-term budget battles.

The yield on Washington area office assets for the 12-month reporting 
period ending September 2011 was third in the U.S., behind only San 
Francisco’s and New York’s. A year ago, Washington ranked second in 
the nation, behind New York.  Washington’s returns for the most recent 
12-month period averaged 18.76%, ahead of the U.S. average of 15.33%.

Investment Alternatives: Commercial Real Estate vs. Stocks vs. Bonds
12 Months Ending September 2011

Source: NCREIF, Delta Associates; January 2012.
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Source: NCREIF, Delta Associates; January 2012.

Total Returns for Office Assets 
Selected Metro Areas  |  12 Months Ending September 2011

Over the long term, returns are more predictable in Washington than in 
most other metro areas.  This led to a flood of capital entering the market 
from 2004-07.  Because of the run-up in values for Washington assets 
during that period – and the downturn in market conditions brought about 
by the recession – returns turned negative in 2009.  However, total returns 
moved back into positive territory in 2010 and have been strong in 2011.  
Washington’s returns exceed the national average for all four major product 
types, as shown in the accompanying graph.

Because of the long-term strength of its employment market and its sound 
mix of public and private tenants, the Washington office market performed 
well in 2011.  Washington far exceeded the office investment sales volume in 
Los Angeles and Chicago, markets of similar size and prominence.

Given Washington’s strong fundamentals it is no surprise that Washington 
was named by the Association of Foreign Investors in Real Estate (AFIRE) as 
one of its top markets for 2012, ranking behind only New York among U.S. 
cities and third (behind New York and London) among global markets.

Investors in Washington focused on office and multifamily purchases in 
2011.  Total volume for the four product types was $11.9 billion in 2011, up 
45% from the $8.2 billion of asset value that changed hands in 2010.  Flex/

Most Active Capital Sources
Investments in U.S. Commercial Real Estate  |  2011

Source: Real Capital Analytics, graphic by Delta Associates; January 2012.
Note:  Excludes portfolio sales and properties under contract; through November 2011.

Source: NCREIF, Delta Associates; January 2012.
*Washington value for industrial product reflects Baltimore return; Washington data not available.

Total Investment Returns: Core Commercial Real Estate 
Washington Metro vs. U.S. |  12 Months Ending September 2011
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industrial and retail sales were limited in 2011 – we recorded less than $500 
million of investment sales for each of those product types.  Investors with 
access to capital tended to focus on trophy office assets or well-located 
multifamily product in 2011, planning to hold these well-performing assets 
for the long term.  This pattern followed a similar approach taken in 2010.
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Global Rank Market

1 New York

2 London

3 Washington, DC

4 Sao Paulo

5 San Francisco

Source: AFIRE, Delta Associates; January 2012.

Top Global Cities Among Foreign Real Estate Investors in 2012

Source: Real Capital Analytics, graphic by Delta Associates; January 2012.
Note: Excludes whole-company transactions.

Comparative Investment Sales Volume: Office Buildings
Selected Metro Areas

U.S. Rank Market

1 New York

2 Washington, DC

3 San Francisco

4 Boston

5 Los Angeles

Source: AFIRE, Delta Associates; January 2012.

Top U.S. Cities Among Foreign Real Estate Investors in 2012

Washington Metro Has Had the Best Risk-Adjusted 
Returns in the Nation

Even with high prices and low cap rates, the reason investors are attracted 
to the Washington region is quite simple: risk-adjusted returns have been 
the best in the nation. 

For example, as shown in the accompanying graph, for the past 20 years, 
investors in Washington area office product have enjoyed the highest risk-
adjusted returns compared to other gateway markets.

And remarkably, the patient Washington investor (investing for 20 years) 
has enjoyed comparably high risk-adjusted returns in all the submarkets 
of the region. This suggests to us that the prudent investor does well to 
diversify the investment portfolio to include all of the region’s submarkets.

Cap Rates in the Washington Metro Area Continued to 
Decline in 2011

In 2010, cap rates descended quickly across all product types.  In fact, 
in the Washington market, cap rates experienced the greatest one-year 
decline ever recorded in this market.  Investors could not be certain at 
the start of 2011 whether cap rate compression would continue.  It did 
continue, although at a decelerating pace.

Source: Real Capital Analytics, graphic by Delta Associates; January 2012.
Note: Excludes whole-company transactions.
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Product Type
Basis Point Change in 
Cap Rate 10/10-10/11

Shopping Center -70

Industrial/Distribution -69

Office -37

Apartments   -7
 
Source: Annual survey by Delta Associates, conducted October 2011, of the region’s leading commercial 
real estate players.

Washington Metro Area Cap Rate Change

Source: NCREIF, Delta Associates; January 2012.

Risk vs. Return in U.S. Markets
1991-2011 and 2006-2011

Source: NCREIF, Delta Associates; January 2012.
Note: CBD = Central Business District; R-B = Rosslyn-Ballston Corridor; TC = Tysons Corner;  
WAC = Wisconsin Avenue Corridor; Balance = remainder of metro area.

Risk vs. Return in Washington Submarkets
1991-2011 and 2006-2011

In the Washington area, the average cap rate for core office assets declined 
37 basis points in 2011, compared to a decline of 118 basis points in 2010.  
For all product types combined, the average cap rate declined 30 basis 
points in 2011, compared to a decline of 124 basis points in 2010. 

Other product types also saw cap rates trend downward, as shown in 
the accompanying table.  With institutions increasing their real estate 
allocations and with access to capital increasing, demand for Washington 
assets continued to rise in 2011.  With that increase in demand came a 
commensurate decline in cap rates for all product types.

Core office and high-rise apartment assets have experienced particularly 
high demand, which has driven down cap rates to very low levels.  

Apartment Pricing Exceeds Replacement Cost;  
Office Pricing Does Not, Given Threats to Demand

By the end of 2010, pricing had risen to the point where it was near 
replacement cost for apartment and office properties in Washington.   A 
year later, pricing on apartments has shot past replacement cost, which, in 
conjunction with strong demand for rental units, has led to an increase in 
development.

For example, here are the facts for a Class A high-rise apartment project:

Average price per unit in 2011:       $426,000
Replacement cost in 2011 1/ $342,000

1/ $272,000 development cost plus $70,000 land cost
Source: Annual survey by Delta Associates, conducted October 2011, of the region’s leading commercial 
real estate players.
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For downtown office product, however, pricing is below replacement 
cost, as future demand, particularly from the Federal government, is suspect:

Average price per SF in 2011:       $481
Replacement cost in 2011 1/ $563

1/ $428/SF development cost plus $135/SF land cost
Source: Annual survey by Delta Associates, conducted October 2011, of the region’s leading commercial 
real estate players

*Through November 2011.
Source: Delta Associates; January 2012.

Class A Garden and High-Rise Apartment Average Sales Price
Washington Metro Area 

Source: Delta Associates’ Market Maker Survey; January 2012.

Survey of Year-End Cap Rates
Washington Metro Area

As an example of how the Washington market has been trending, from the 
peak of the market in 2007 to the trough in 2009, Class A apartment prices 
were down 42% for gardens and 34% for high-rise product. This paralleled 
the sum of cap rate increase and performance decline.  In 2010, prices rose 
19% for gardens and 24% for high-rise.  This paralleled the sum of cap 
rate decline and performance improvement.  In 2011, prices rose rapidly, 
particularly for high-rise properties.  Prices for high-rise units rose 27% on 
average in 2011, while prices for Class A garden units rose 24%.

Investment Sales Outlook

Cap Rates: In 2012, we expect cap rates to edge down nationally, but 
perhaps stabilize or edge up slightly locally.  In general, property 
performance is likely to improve but financing may become somewhat 
more difficult.  In the Washington area, prices have already been bid up, 
and with concerns about Federal spending front and center, demand for 
office assets could pull back somewhat.  We think apartments and grocery-
anchored retail will continue in favor.

Prices: Nationally, we expect prices to rise due to improvement in asset 
performance and continued modest cap rate compression.  In general, 
price appreciation in 2012 and beyond will be earned the old-fashioned 
way – by asset performance enhancement.  We expect prices in Washington 
will again be among the U.S. leaders, as investors remain attracted to its 
strong track record.  However, pricing may flatten out a bit in 2012 due to 
cap rate tapering and regional economic concerns.

Volume: We expect national activity in 2012 to be driven by enhanced 
property performance and a continued ample supply of capital in the 
marketplace.  Look for volume in 2012 to again exceed the prior year’s 
total, though the emphasis is likely to remain on well-leased trophy assets 
and value-add deals in search of yield. Commodity plays will be out of favor. 
Risk remains, in part because of the volatile nature of the global economic 
recovery.  Locally, we expect investors to seek Class B office product 
with renovation in mind – the means to achieve yield.  Class A product is 
fully priced, despite remaining below replacement cost.  Apartments will 
remain in favor, but Class B and C will outpace Class A.

Notwithstanding concerns about the Federal budget, Washington 
commercial real estate assets will remain among the most desirable in 
the world.  Investors both domestic and foreign will continue to look to 
Washington when seeking acquisitions due to its solid fundamentals, 
prospective employment growth, and strong core industries.  Flippers may 
look elsewhere, but long-term holders will continue to invest in the nation’s 
capital.
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Each year, Transwestern and its research affiliate, Delta Associates, honor an individual, or individuals, who 
have made a noteworthy contribution to the commercial real estate industry as a whole, and to the Washington 
metropolitan area in particular.

This year our Private Sector honoree is George F. McKenzie, President and CEO of Washington Real Estate 
Investment Trust.  We are also pleased to honor Gerald L. Gordon, Ph.D., President and CEO of Fairfax 
County Economic Development Authority, as our Public Sector TrendSetter of the Year.

2012 TrendSetter
Award Recipients

10
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George F. McKenzie

President and CEO
Washington Real Estate Investment Trust 

Washington Real Estate Investment Trust, the oldest publicly traded REIT in the country, has 
long been among the Washington, DC real estate community’s most prominent members.  
In December 2011, the Trust distributed its 200th consecutive quarterly dividend of equal 
or increasing rates.  This 50-year track record of success is testament to WRIT’s sound 
investment strategy and powerful operating platform.  

Since joining the Trust in 1996, George F. McKenzie has been instrumental in guiding 
the REIT’s performance.  In recent years, WRIT has repositioned its portfolio to focus on 
acquiring high quality properties inside the Beltway, near major transportation nodes and 
regional health care centers, and in areas with strong employment drivers.  The successful 
$350 million disposition of WRIT’s industrial portfolio, completed in November 2011, was a 
major milestone in achieving this objective.  For his visionary leadership and distinguished 
record of accomplishment, we are very pleased to honor George McKenzie as our 2012 
Private Sector TrendSetter of the Year.

Gerald L. Gordon, Ph.D.

President and CEO
Fairfax County Economic Development Authority

Since joining the Fairfax County Economic Development Authority in 1983, Gerald L. 
Gordon, Ph.D., has seen office space in the county grow from 32 million square feet to more 
than 115 million square feet, while jobs have increased from 243,000 to more than 600,000.  
As a result, the real estate tax rate has decreased from $1.47 to $1.07.  Fairfax County is now 
the second-largest suburban office market in the United States and is perennially cited as 
one of the top jurisdictions in the country to live, work, shop and play.   

Over the past few years, companies such as Volkswagen, Hilton Worldwide, Verisign, 
Northrop Grumman and, most recently, Bechtel, have established headquarters in Fairfax.  
As the President and CEO of the FCEDA, Dr. Gordon has been the driving force behind 
this success.  His innovative policies have made him a sought-after consultant to city and 
state governments throughout the U.S. and around the world.  For his tireless advocacy and 
steadfast leadership, we are very pleased to honor Gerald Gordon as our 2012 Public Sector 
TrendSetter of the Year.
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Milton Peterson
2006 TrendSetter of the Year
Chairman
The Peterson Companies

F. Joseph Moravec
2005 Public Sector
TrendSetter of the Year
Commissioner
GSA Public Buildings Service

John E. (Chip) Akridge
2005 Private Sector
TrendSetter of the Year
Chairman
Akridge Real Estate Services

Douglas M. Duncan
2003 Public Sector
TrendSetter of the Year
County Executive
Montgomery County

Clayton F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Bryant F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Congressman Tom Davis
2004 Public Sector
TrendSetter of the Year
11th District of Virginia
U.S. House of Representatives

R. William Hard
2003 Private Sector
TrendSetter of the Year
Executive Vice President and 
Principal-In-Charge, LCOR

Anthony A. Williams
2002 Public Sector
TrendSetter of the Year
Mayor 
District of Columbia

Robert Gladstone
2002 Private Sector
TrendSetter of the Year
Chairman
Quadrangle Development

Andrew Florance
2007 Public Company
TrendSetter of the Year
Founder, Director,
President & CEO
CoStar Group, Inc.

Benjamin Jacobs
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

Oliver T. Carr, III  
2008 TrendSetter of the Year
President & CEO
Carr Properties

Michael Glosserman
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

W. Christopher Smith, Jr.   
2009 Private Sector 
TrendSetter of the Year
CEO
William C. Smith & Co.

Donald Wood 
2009 Public Sector  
TrendSetter of the Year
President & CEO
Federal Realty Investment Trust

Thomas S. Bozzuto 
2010 Private Sector 
TrendSetter of the Year
Chief Executive Officer
The Bozzuto Group

James E. Bennett 
2010 Public Sector  
TrendSetter of the Year
President & CEO
Metropolitan Washington 
Airports Authority

Doug Donatelli
2011 Private Sector 
TrendSetter of the Year
Chairman and CEO
First Potomac Realty Trust

Elizabeth Price
2011 Public Sector  
TrendSetter of the Year
President
NoMa Business 
Improvement District
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Thomas M. Garbutt
2001 Institutional
TrendSetter of the Year
Managing Director
TIAA-CREF

Michael J. Darby
2001 Entrepreneurial
TrendSetter of the Year
Principal
Monument Realty, LLC

Jeffrey T. Neal
2001 Entrepreneurial
TrendSetter of the Year
Principal
Monument Realty, LLC

Ray D’Ardenne
2000 TrendSetter of the Year
Chief Operating Officer
Lend Lease Real 
Estate Investments

Daniel T. McCaffery
1999 TrendSetter of the Year
President
CCR McCaffery 
Developments

Robert E. Burke
1998 TrendSetter of the Year
Executive Vice President, 
Operations
Boston Properties

Raymond A. Ritchey
1998 TrendSetter of the Year
Executive Vice President, 
Head of the Washington, D.C. 
Office & National Director of
Acquisitions and Development
Boston Properties

2011 Market Maker Survey Participants

Delta Associates thanks all of its 2011 Market Maker Survey participants, among whom are the following: 

Abbey Road Property Group EastBanc Inc. NV Commercial

Akridge Companies Elm Street Development Paradigm Development Co.

Alliance Residential GID Companies Penrose Group

B.F. Saul Companies Gimbert Associates Peterson Companies

Bentall Kennedy Hines Interests Ltd. Partnership PS Business Parks

Bozzuto Group J Street Companies Rappaport Companies

Broad Street Ventures Johns Hopkins University Rosenthal Properties

Chesapeake Real Estate Group Kodiak Properties Seaton Benkowski & Partners

Clarion Partners LCOR Shooshan Company

Clark Realty Capital Maskey Preferred Development Sunburst Hospitality Corporation

Columbia Bank Mill Creek Residential Trust Transwestern

Crimson Partners Millennium Real Estate Advisors Washington Real Estate Investment Trust

E&G Group Next Realty Mid-Atlantic
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