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EXECUTIVE SUMMARY
The recent performance of the real estate markets in Washington generally parallels the consistent, if modest, improvement in 
the regional economy. Since Federal austerity measures began early last year, the region’s job growth during this recovery has 
felt anemic compared with prior expansion cycles. As Washington shifts away from its dependence on the public sector, growth 
in the private sector combined with pent-up demand for goods and services will help to spur job growth over the remainder of 
this business cycle, perhaps through 2018. Renewed momentum in the national economy, given the rise in consumer confidence 
nationwide, will anchor regional economic growth and could bode well for the local real estate markets.

The headwinds that have slowed the regional economy have most influenced the Washington metro area office market. While absorption 
is slowly rebounding and investment sales remain a strength, pressure from the densification of space use (a reduction in the square feet 
leased per worker) and shorter lease terms continue to hold down increases in effective rents. As uncertainty in the private sector tapers 
and compensates for inactivity in the public sector, growth in private sector office demand over the next several years will overcome some 
of densification’s effects, gradually building market momentum.

Conversely, the regional economic and demographic shifts have favored Washington’s apartment market. Apartments in the metro area 
saw record-setting net absorption despite an onslaught of new supply. Millennials’ interest in Washington is supporting demand for apartments 
even as overall job growth remains light. Rents and stabilized vacancies have held up well even as competition increased over the year. 
However, the robust delivery schedule throughout the region could keep rents flat or even cause a modest decline over the next 12 months.

Despite record apartment demand and weak job growth, the Washington condominium market remains on the rebound. Sales activity 
rose to its highest quarterly total in nearly two years while prices spiked to the second-highest rate of increase since 2005. Though a 
shortage of supply still exists throughout the region, the upcoming delivery of fresh inventory will help fuel condominium sales activity and 
price gains in the year ahead . 

Meanwhile, the retail real estate market is holding up well. The decline in vacancy rates at shopping centers metro-wide is now 
accelerating while effective rents have been rising gradually. The popularity of mixed-use projects with a more urban feel as well as the 
growing Millennial consumer base will benefit the local retail market.

Lastly, the sector that first made headway toward recovery is the first to show signs of cooling. Price gains and sales activity in Washington’s 
for-sale housing market have tapered. This has occurred in concert with an increasing inventory and concerns of interest rates fluctuating 
upward due to the broad improvement in the national economy. The Washington metro area’s housing market continues to expand, but 
the rate of price growth has slowed, giving potential buyers more opportunity to enter the market.

In summary, the Washington area is facing a challenging set of economic circumstances which are likely to persist in 2015.  However, the 
region’s many strengths have kept the overall performance of its commercial real estate market fairly sturdy, and further growth potential 
exists for the period ahead.
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ECONOMY
NATIONAL ECONOMY

According to the Federal Reserve’s Monetary Policy Report, the U.S. economy continues to see 
improvement, but the recovery from the Great Recession is still a work in progress. This is partially based on 
the unemployment rate being above the Federal Open Market Committee’s (FOMC) longer-run normal 
level estimate and the labor force participation rate appearing weaker than expected. Despite these 
current shortcomings, the national economy is on track for moderate growth over the next few years. It 
likely will be spurred by supportive monetary policy, gradually increasing home prices and equity values, 
stronger foreign growth, and a decreasing drag from fiscal policy. 

Recent job growth numbers provide optimism. During the 12 months ending September 2014, 2.7 million new payroll 
jobs (not seasonally adjusted) were added to the national economy, with payroll jobs increasing by an average of 
227,000 per month this year. 

The private sector makes up the majority of the net additions. The top four sectors in job gains were Professional/
Business Services, Education/Health Services, Leisure/Hospitality, and Construction/Mining – accounting for over 67% 
of net new employment. Leisure/Hospitality continues to grow at a healthy rate, though jobs in this sector have less 
of a multiplier effect than many others due to their relatively low wages. On the other hand, job losses were confined 
to the Federal Government and Information sectors over the past year, with a total net loss of 43,000 and 28,000 jobs, 
respectively. Of note, while those two sectors are still shedding jobs, the rate of loss is slowing.

As job growth continues to rebound, the jobless rate fell to 5.9% as of September 2014 – slipping below 6% for the first 
time since the Great Recession. Earlier in the year, the unemployment rate was declining partly because of workers 
dropping out of the labor force, but recently the rate has been driven primarily by new jobs being created. In the short 
term, unemployment may tick up slightly as the current increase in hiring might encourage even more people to rejoin 
the labor force and seek work.
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In keeping with positive job growth, real GDP bounced back 
during the 2nd quarter of 2014, increasing by an annualized 
rate of 4.6% after decreasing by a 2.1% annualized rate in the 
1st quarter of 2014. 

Real GDP growth can be sustained by gains in the housing 
market, as it constitutes approximately 18% of GDP. In the 20 
major metro areas, home prices increased 6.7% during the 
12 months ending July 2014, the most recent data available 
from S&P/Case-Shiller. Growth in the housing market is 
decelerating nationally on a year-over-year basis, and is now 
more in line with the pace of overall economic growth.

During the 3rd quarter of 2014, the economy experienced 
growth at the modest, steady pace we have become 
accustomed to during the recovery from the Great 
Recession. Looking forward, we expect to see payroll 
employment growth continue and the unemployment rate 
decline further. On balance, we look for this recovery to 
continue on its slow but steady course through 2018, barring  
a catastrophic event . 

Specifically, we believe the economic outlook  
is as follows: 

  •   Real GDP growth: 2.5% for all of 2014.

  •   Payroll jobs: 2.6 million added in 2014, slightly outpacing 
the 2013 total.

  •   Housing: Price appreciation around 6% to 8% for all of 
2014, below last year’s performance.

  •   Unemployment rate: Hovering around 6.0% to 6.2% for the 
balance of 2014; edging lower in 2015.

ECONOMY

Looking forward, we expect to see payroll 
employment growth continue and the 
unemployment rate decline further.
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REGIONAL ECONOMY

Since Federal austerity measures hit with full force in March 2013, the Washington area economy has been 
gamely creating jobs in a slow-growth environment. The Federal budget cuts have forced government and 
local contractors to cut jobs and as a result we have seen below average job growth so far in 2014. Yet, 
private sector job creation has kept Washington’s economic expansion moving forward. As the Washington 
metro area adjusts to less reliance on the public sector, growth in the private sector combined with pent-
up demand for goods and services will help to spur job growth for the balance of 2014 and likely through 
2018. This job growth, in turn, will keep the region’s unemployment rate among the lowest in the country.

During the 12 months ending August 2014, payroll 
employment increased by 10,300 positions, or 0.3%. The 
12-month employment gain is below the metro area’s 20-year 
annual average of 42,400 and compares to prior expansion 
cycles of 60,000 to 100,000 in job gains. As a result, this 
expansion feels anemic by comparison. See Figure 1.

The majority of job growth in Washington since the end of the 
recession has stemmed from sectors that generate lower-
wage jobs. From 2010 through 2013, growth of lower-wage 
positions outpaced mid-wage positions by about 40,000 jobs, 
while growth of lower-wage positions outpaced higher-wage 
positions by about 20,000 jobs. Continuing this trend, growth 
was highest in the Leisure/Hospitality sector, which produces 
lower-wage jobs, during the 12 months ending August 
2014. As jobs are created within this sector and jobs in the 
Manufacturing, Information, and Federal Government sectors 
continue to be shed, creating higher-wage jobs becomes an 
ever-increasing priority . See Figure 2.

Despite weak job growth, the Washington area 
unemployment rate continues to perform better than the 
national rate. The metro area’s unemployment rate was 5.6% 
at August 2014 compared to the seasonally adjusted national 
rate of 6.1% during the same time period. Washington’s 
unemployment rate, however, experienced a slight uptick of 
10 basis points from one year ago.

ECONOMY
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PAYROLL JOB GROWTH 
Select Metro Areas | 12 Months Ending August 2014 
Figure 1 

Source: Bureau of Labor Statistics, Delta Associates; October 2014. 
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Source: Bureau of Labor Statistics, Delta Associates; October 2014. 
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As noted earlier, recent job growth performance has been 
affected by mandatory Federal budget cuts. Consequently, 
the lingering effects of these Federal austerity measures will 
influence Washington’s Gross Regional Product (GRP). The 
GRP is expected to grow to $475.5 billion in 2014 from $458.1 
billion in 2013, but the share of spending by the Federal 
government – the largest component of the Washington area 
economy – will continue to shrink. Procurement spending – 
the government’s purchase of goods and services from the 
private sector – declined 5.9% during 2013 compared to a 
decline of 5.0% in 2012. During 2013, Federal government 
spending accounted for 35% of GRP. By 2018, this share will 
likely shrink to 29% as the Federal government continues to 
control spending and the private sector picks up the slack. 

The Washington metro area economy is expected to build 
on some of the national momentum started during the 
3rd quarter of this year. High consumer confidence levels 
nationwide will have a local impact and boost the regional 
economy during the balance of 2014 and into 2015. During 
2015 and 2016 employment growth will be healthy but 
average wages will be lower on an inflation-adjusted basis 
than what this region has experienced in the past. Job growth 
in the metro area will remain tempered for an expansion 
cycle with an annual average of 43,800 payroll jobs added 
to the Washington metro area economy during the five-
year period from 2014 to 2018. This is sufficient to support a 
healthy commercial real estate industry, but below the levels 
experienced in most recent expansion cycles. Private sector 
firms will be the cornerstone of employment growth in the 
period ahead .

ECONOMY

High consumer confidence levels 
nationwide will have a local impact  
and boost the regional economy during 
the balance of 2014 and into 2015. 
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ECONOMY
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SUMMARY AND FORECAST

The Washington metro area office market is experiencing improving conditions, though the overall 
environment remains sluggish. Net absorption was positive in the 3rd quarter of 2014 with investment sales 
volume remaining strong. Still, pressure from shorter lease terms and densification of space is keeping 
effective rents from rising more emphatically. Slow growth during the balance of the year and into 
2015 is to be expected as tenants learn to operate with less space per worker and as developers keep 
construction levels in check. As a counterbalance, employment growth in the private sector continues, 
and the partial rollback of sequestration has owners somewhat more optimistic than they were a year ago. 
As uncertainty in the private sector tapers further and more leasing decisions are made, growth in private 
sector demand likely will lead to meaningful market momentum by 2016.

NET ABSORPTION

Despite continued challenges, net absorption of all classes 
of office space combined in the Washington metro area 
totaled positive 506,000 SF in the 3rd quarter of 2014. Net 
absorption of Class A office space totaled 844,000 during 
the 3rd quarter of 2014. Meanwhile, net absorption for Class 
B/C space in the same period was recorded at a negative 
338,000 SF. This indicates that the four-year trend of a flight 
to quality persists. Moderate growth for the balance of 2014 
and in the beginning of 2015 is expected, especially since 
consolidations by some government contractors appear 
to be winding down as they fully adjust to Federal austerity 
measures. See Figure 1.
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Source: Delta Associates; October 2014. 
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VACANCY

Lackluster demand has the Washington area’s direct 
vacancy rate edging slightly upward, at 11.0% as of 
September 2014, compared with 10.8% at year-end 2013. 
Washington’s vacancy rate remains low by national 
standards despite weak demand. Absorption has been 
positive despite the increase in vacancy due to the delivery 
of pre-leased space. The recorded metro-wide direct 
vacancy rate for all classes of multi-tenant office space 
was 14.4% during the 3rd quarter of 2014. The multi-tenant 
vacancy rate is higher than our reported rate because the 
single-tenant market – included in our inventory – tends to 
be more stable and includes many fully occupied properties. 
Although demand is expected to gradually increase over the 
next two years, it will not likely be robust enough to lower the 
vacancy rate significantly, as tenants consolidate or vacate 
space and new product delivers. See Figure 2.

PIPELINE

A significant portion of office space under construction is the result of Metrorail’s Silver Line, with Northern Virginia 
accounting for 53% of total construction (on a SF basis) in the metro area. At September 2014, there is 3.3 million SF of 
office space under construction in Washington. Since the lending environment remains tight for speculative projects, 
there will be limited groundbreakings during the balance of 2014 that have little or no pre-leasing in place. This is unless 
the developer starts the work using internal resources or the project is adjacent to rail service. Tenants in the market are 
also seeking more modern office space, so renovations of vacated Class B/C buildings will become more common. 

There is currently 32.6 million SF of office space planned in the Washington metro area and 59.3 million SF proposed as 
of September 2014. Given current market conditions, few of the planned projects, if any, are likely to deliver within the 
next two years.

EFFECTIVE RENTS

The area’s average effective rent increased slightly from January to September 2014, by 1.0%, as vacancy remains 
elevated. Concession packages will remain elevated during the remainder of 2014, as some tenants remain hesitant 
to lease space, coupled with older second-generation space coming on the market. The window of opportunity to 
secure reduced rents on quality Class A space in the closer-in submarkets is closing, particularly in submarkets with better 
supply/demand balance. On balance, however, tenants are still in position to command reduced rents and high tenant 
improvement allowances, particularly for significant space requirements or long lease terms. In 2015 rents may begin to gain 
traction as demand increases, but it likely will not be until 2016 when material rent increases occur across the metro area.
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INVESTMENT SALES VOLUME

Investors from around the world continue to see long-term 
value in Washington despite its short-term hurdles. Sales 
totaled $5.3 billion in the Washington metro area from 
January to September 2014, compared to $3.2 billion in the 
Washington metro area from January through September 
2013. Metro area sales prices averaged $345/SF during the 
past nine months. This compares to $382/SF during the first 
nine months of 2013 and $352/SF in all of 2013. 

CAP RATES

The average cap rate for core office assets in the 
Washington metro area, on a 12-month trailing basis, was 
6.2% at the end of the 2nd quarter of 2014, according to 
Real Capital Analytics . The average cap rate is down 40 
basis points from one year earlier. The 12-month trailing 
average cap rate likely will remain in the low-6% range 
throughout the remainder of 2014 and into early 2015. 
However, trophy assets will likely continue to trade at lower 
cap rates. Cap rates for recent Class A/Trophy trades have 
been in the high-4% to mid-5% range.

Investors from around the world continue 
to see long-term value in Washington 
despite its short-term hurdles. 

OFFICE
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OFFICE

SUMMARY OF OFFICE 
MARKET INDICATORS
Washington Metro Area | 3rd Quarter 2014

Rentable Building Area (SF)2

Vacant Available (SF)

Direct Vacancy Rate

Net Absorption (SF)

      YTD 2014

      2013

% Rent Change 12/13 - 9/14

405,372,526 

44,578,790 

11.0%

506,000 

649,000 

1,831,000 

1.0%

1 Class A is defined as properties that tend to be the best in the market, have 
above-average design, construction and finish, minimal or no deferred 
maintenance, superior locations, achieve the highest rents, and have tenants  
of strong credit quality. Class A RBA per REIS.  

2 Does not include buildings under construction or buildings owned by the 
government.  

3 Source: REIS.  
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Source: REIS, Delta Associates; October 2014. 
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Washington Metro Area | 3rd Quarter 2014  

Source: Delta Associates; October 2014. 
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SUMMARY AND FORECAST

Largely due to favorable demographic and lifestyle trends, the Washington metro area has been able to 
weather the onslaught of new apartment supply with record-setting absorption. Metro area Class A rents 
rose by 1.1% over the past 12 months, due to the unprecedented absorption levels. The stabilized vacancy 
rate for all classes of investment grade apartments remained unchanged over the past year – at 4.1%. 
Whether the region can continue on this track is questionable. Given the additional 26,500 units that will 
deliver over the next 24 months and projected job growth that is slower than average for a recovery cycle, 
the region-wide vacancy rate for stabilized Class A apartment properties likely will edge upward in the 
intermediate term. Rents have thus far held up well as competition increased over the past year, but a 
robust delivery schedule of new product will keep rents flat at the regional level for calendar year 2014 and 
could induce modest declines in 2015.

ABSORPTION

The Washington area annual net absorption of Class A 
apartments was 10,663 units over the past 12 months – 77% 
ahead of our long-term average, despite weak job growth 
over the past year. This elevated absorption was not at the 
expense of the Class B market, which also experienced 
positive absorption. The Millennial demographic bulge and 
the increased preference to rent rather than own following 
the national housing collapse have been driving strong 
apartment absorption. See Figure 1.
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Source: Delta Associates; October 2014. 
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VACANCY

Thanks to record-setting absorption, Washington enjoys 
the fifth-lowest stabilized vacancy rate for all classes of 
apartments in the U.S. at 4.1%. The robust pipeline, however, 
has affected the vacancy rate for Washington area Class A 
apartments, which increased to 4.6% at September 2014 from 
3.9% a year earlier. Given the projected delivery schedule 
of projects currently under construction, the region-wide 
vacancy rate for stabilized Class A apartment properties will 
likely edge upward from 4.6% today to the low-5% range 
before declining to approximately 4.5% by the third quarter of 
2017 . See Figure 2.

RENTS

The metro area effective rents for all classes of investment grade apartments rose by 1.0% over the past year. Class A 
rents increased by 1.1% while Class B rents rose by 0.9%, a testament to strong regional demand. Class A rents will be 
flat to slightly negative over the next 24 months due to the large slate of scheduled deliveries compared to projected 
demand levels .

PIPELINE

At the end of the third quarter of 2014, the development 
pipeline – units under construction and that are planned or 
may deliver in the next 36 months – stands at 40,175 units, 
with 32,081 of those units currently under construction. As 
pro formas become more difficult to pencil in light of rising 
construction costs and relatively flat rents, the pipeline is 
expected to shrink to a more healthy level over the next 12 
to 24 months. Most of the decline will come from projects 
that delay groundbreaking, since there are currently 23,358 
units under construction metro-wide that have not begun 
leasing and only 9% of these units are suitably sized to switch 
to a condominium regime before delivery. Notably, starts 
this quarter fell to 1,615 units breaking ground, the lowest 
quarterly total in three years, which could cue the end of the 
supply problem. However, an elevated amount of units are 
expected to start construction before the end of the year. 
See Figure 3.

APARTMENTS

Source: REIS, Delta Associates; October 2014. 
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INVESTMENT SALES 

Through August 2014, there were $926 million of multifamily 
Class A building transaction volume in 11 trades – 
compared to $1.04 billion in the same period last year. 
Class B apartment property sales also remain strong, with 
29 transactions and $1.28 billion YTD. Meanwhile, a total of 
12 multifamily land sales have closed through August 2014, 
totaling $196 million, with the capacity for more than 3,000 
multifamily units. More than $282 million in multifamily land 
sales was completed in 2013, with the capacity for more 
than 4,200 units. See Figure 4.

CAP RATES

So far in 2014, Washington metro area apartments remain in favor and cap rates appear to be holding steady at cyclical 
lows. With pricing remaining high, some investors are looking to secondary and tertiary markets for greater yield.

The Millennial demographic bulge and the increased preference to rent  
rather than own following the national housing collapse have been driving  
strong apartment absorption.

APARTMENTS
TOTAL SALES VOLUME 
Washington Metro Area | 3rd Quarter 2014 
Figure 4 

Source: Delta Associates; October 2014. 
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SUMMARY OF APARTMENT  
MARKET INDICATORS
Washington Metro Area | 3rd Quarter 2014

APARTMENTS

Effective Rents

      Comparison at 9/13

Rent Increase/Annum Since Sept 2013¹

Vacancy Rate

      Comparison at 9/13

Net Absorption

      Q4 13 - Q3 14

       Q4 12 - Q3 13

$1,914

$1,872

1.1%

4.6%

3.9%

1“Same-store” (comparable unit) rent comparison.
Source: Delta Associates; October 2014.

CURRENT INDICATORS CLASS A

$1,584

$1,573

0.9%

3.2%

4.4%

CLASS B

Deliveries

      Q4 13 - Q3 14

Projected Deliveries

      Q4 14 - Q3 15

      Q4 15 - Q3 16

      Q4 16 - Q3 17

Starts

      Q3 2014

      Q4 13 - Q3 14

36-Month Pipeline

      At 9/2014

      At 9/2013

DEVELOPMENT PIPELINE CLASS A
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Source: Delta Associates; October 2014. 
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SUMMARY AND FORECAST

The Washington metro area new condominium market is in the throes of a comeback as new condominium 
sales activity improved during the 3rd quarter of 2014 to the highest quarterly total in nearly two years 
despite weak job growth and record-setting apartment absorption. Prices spiked 11.9% metro-wide over the 
past year and rose throughout the metro area. Nearly three-fourths of the units currently on the market are 
considered to be “fresh” inventory – built within the past two years – suggesting significant price increases 
will continue. Continued improvement in sales activity is expected during the fourth quarter of 2014 due to a 
number of new projects that will begin sales in the next few months in product-starved submarkets.

SALES VOLUME

Metro-wide, there were 453 net new sales in the third 
quarter, up 7% from the same period in 2013. However, 
over the past 12 months, sales are down 17% from the prior 
12-month period. The recent performance is remarkable 
given weak job growth and strong competition from the 
apartment sector. Given recent sales activity, sales for all 
of 2014 will likely be in the 1,600 to 1,800-unit range and 
higher in 2015 and 2016 as more product is brought to 
market . See Figure 1.

CONDOMINIUMS
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PRICES

The average effective price per square foot for “same-store” 
(comparable unit) new condominium sales in the Washington 
metro area rose by 11.9% in the 12-month period ending 
September 2014. This is the second-highest rate of increase 
since 2005. As of the end of the third quarter, almost three-
fourths of the units on the market are “fresh” inventory, up 
from 67% a year ago. As the inventory of fresh units increases 
as a fraction of total units available, prices rise more sharply 
because more desirable units are better equipped to dilute 
the effect of “dog” units (those that face the dumpster or 
have poor floor plans). See Figure 2.

CONCESSIONS

Concession rates have decreased by 50 basis points metro-
wide since the third quarter of 2013, mainly due to decreases 
in the suburbs. Concessions now average approximately 1.6% 
of asking price. See Figure 3.

PIPELINE

The supply of new condominiums has increased for the past 
two quarters after almost eight straight years of decline, but 
a shortage still exists in the market. The number of unsold units 
in projects currently marketing or under construction is 3,119 
units as of the third quarter of 2014, up 6% since mid-year. This 
number is expected to rise further over the next six months, as 
switches and conversions from rental projects reappear in the 
market . See Figure 4.

The supply-demand balance in the metro area will continue 
to favor the developer, with too little new condominium unit 
supply and rising prices. At the same time, there is a dearth of 
resale listings. As a result, new unit prices are likely to rise and 
development opportunities are likely to persist throughout the 
Washington metro area through 2017.

CONDOMINIUMS
EFFECTIVE NEW CONDOMINIUM SALES PRICE CHANGE 
Washington Metro Area | 3rd Quarter 2014 
Figure 2 
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CONDOMINIUMS

SUMMARY OF CONDOMINIUM 
MARKET INDICATORS
Washington Metro Area | 3rd Quarter 2014

New Unit Sales1

      12 Months Ending Sept 2014

      12 Months Ending Sept 2013

New Unit Average Price per SF

% Change in Avg. Effective PSF                                                                                    
since Sept 2013

Concessions as % of Asking Price                                          
at Sept 2014

1“Sold” units defined as a binding contract of sale with deposit.
Includes multifamily rental conversions, but excludes age-restricted
and townhouse properties. These sales are net of contract fall-outs.
Source:  Delta Associates; October 2014.

CURRENT INDICATORS

Unsold Units in Projects Currently 
Marketing or Under Construction

Planned to Deliver within 36 Months

      Total 36 Month Pipeline

Planned/Rumored Long Term

Planned Condominium or Rental
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CONDOMINIUM DEMAND AND DELIVERIES IN NEXT THREE YEARS 
Washington Metro Area | 3rd Quarter 2014 

Source: Delta Associates; October 2014. 
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SUMMARY AND FORECAST

The retail real estate market in the Washington metro area is showing steady improvement. The decline in 
vacancy rates is accelerating, while shopping center rents have been rising gradually since 2010. These 
trends are expected to gather momentum in 2015 and 2016. The influx of mixed-use, urban-feel apartment 
developments with ground-floor retail and restaurants, particularly fast-casual, will continue to take a 
foothold in the foreseeable future and will likely be sustained by Washington’s growing Millennial population.

VACANCY

Vacancy rates in neighborhood and community centers remain elevated relative to their pre-recession averages 
across the metro area, though the decline in vacancy is starting to accelerate. The vacancy rate for shopping centers 
in the suburbs of Washington was at 6.9%, a decline of 50 basis points from 7.4% at year-end 2013.

PIPELINE

There is 2.9 million SF of shopping center space under construction across all shopping center types in the Washington 
metro area suburbs. There are 17 notable grocery-anchored shopping centers under construction in the metro area at 
October 2014. Planned shopping centers – defined as space for which permitting is completed and ground break is all 
that remains to take place – total 6.3 million SF. Meanwhile, proposed centers – for which no permits or financing have 
been applied – total 7.4 million SF.

RETAIL

The influx of mixed-use, urban-feel apartment developments with ground-floor 
retail and restaurants, particularly fast-casual, will continue to take a foothold 
in the foreseeable future and will likely be sustained by Washington’s growing 
Millennial population.
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RENTS

Effective rents at neighborhood and community centers have 
been climbing slowly since 2010, and they continued to do so 
in the 3rd quarter of 2014. The average effective rent rose in 
Washington suburban centers, increasing 1.6% through the first 
three quarters of 2014. The average effective rent per square 
foot in the metro area was $24.04, compared to $23.66 at 
year-end 2013. See Figure 1.

INVESTMENT SALES

Grocery-anchored shopping center investment sales volume for the first three quarters of 2014 reached $271.7 million 
($434/SF) after totaling $644 million ($201/SF) in all of 2013. Investors are most interested in grocery-anchored centers 
because of their high level of foot traffic and steady performance throughout the various stages of the economic cycle.

RETAIL

Source: REIS, Delta Associates; October 2014. 
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RETAIL

HIGHLIGHTS

Source: REIS, Delta Associates; October 2014. 
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SUMMARY AND FORECAST

The housing market recovery in Washington is showing signs of cooling. Average prices during the third 
quarter of 2014 increased but at a much slower pace, just 1.1% year-over-year, compared to last year 
at this time. Meanwhile, sales volume slipped 6.6% from one year ago. Available housing inventory in the 
Washington area picked up during the 3rd quarter. The increase in days on market average also suggests 
that the regional housing market expansion is leveling off. As the Fed’s quantitative easing policy ends, 
interest rates are expected to fluctuate upwards, further increasing the cost of home buying. These 
changes, combined with metro-wide increases in inventory, will likely keep local price growth in the modest 
range of 1% to 4% per annum in the intermediate term. Over the long term, however, owning a home in the 
Washington area has been a solid investment, with price growth of 169% over the past 20 years.

PRICES

The average price of a home sold in Washington during the 
3rd quarter of 2014 was $470,238, a slight increase of 1.1% 
from one year earlier. Continued moderation of home price 
gains is expected as the number of active listings in the 
region increases. However, this slowdown in price growth 
could make homes more affordable for Washington home 
buyers, increasing the pool of interested buyers in the near 
term . Washington area price growth trails the average 
growth rate of other major U.S. metros. See Figure 1.
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Source: MRIS, Delta Associates; October 2014. 
*As of 3rd Quarter 2014. 

HOME SALES AVERAGE PRICE CHANGE 
Washington Metro Area | 3rd Quarter 2014 
Figure 1 
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UNIT VOLUME

As price gains taper, sales volume in Washington also declined over the year. Unit volume sold during the 3rd 
quarter was down 6.6% from a year ago, with sales in September marking the ninth month in a row of year-over-
year declines in total sales. This is in contrast to the spurt in 3rd quarter 2013 when volume spiked 15.9% over the 
year. Tight credit restrictions and concerns over the inevitable rise in interest rates likely will keep sales volume 
subdued in the near term.

MONTHS OF INVENTORY

Despite a slowdown in pricing and sales volume, the 
reduction in regional economic uncertainty – thanks to the 
partial repeal of sequestration measures – has encouraged 
more Washington area residents to put their homes on the 
market. The metro area has an average of 3.8 months of for-
sale inventory at the end of 3rd quarter 2014 with the number 
of active listings standing at 18,264, the highest it has been 
since 4th quarter 2011 but still 54.7% below the 2008 peak. 
See Figure 2.

DAYS ON MARKET

As the number of active listings in the Washington area 
rebounds, the days on market average has increased. Homes 
in the Washington area averaged 46 days on the market, up 
6 days from one year earlier but below the 10-year average 
of 63 days. Homebuyers are now deciding among a greater 
array of listings and are less concerned about rapid price 
increases, which likely explains why homes are lingering on 
the market for longer. See Figure 3.

HOUSING

HOME PRICE CHANGE AND INVENTORY 
Washington Metro Area | 3rd Quarter 2014 
Figure 2 
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HOUSING

HIGHLIGHTS

SUMMARY OF HOUSING 
MARKET INDICATORS
Washington Metro Area | 3rd Quarter 2014

Average Sales Price

      Comparison at Q3 2013

Sales (Units)

      Comparison at Q3 2013

Average Days on Market

      Comparison at Q3 2013

Sales Pace (Months)1

      Comparison at Q3 2013

For-Sale Listings

1Sales pace at September 2014. Pace is ratio of total for-sale inventory  
to current month’s sales. Source: MRIS, Delta Associates; October 2014.
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FURTHER INSIGHTS FROM COHNREZNICK
By: David Kessler
Commercial Real Estate Industry Practice – National Director

Capital continues to be readily available for good deals in virtually every sector in every market. The continued 
upward trajectory of multifamily performance continues to defy earlier trumpeted red flags about possible 
overbuilding, prices topping out in major markets, etc. Positive fundamentals and favorable demographics are 
keeping that sector alive and well, with across the board rent growth, steadily increasing prices and low vacancy rates 
in most markets keeping investors quite pleased with their returns. 

The office sector in primary markets continues to recover as well, with heated competition for trophy properties causing 
prices to sporadically spike. Demographics, however, including evolving work habits and demands for improved social 
amenities and more modern, repurposed environments are causing shifts in office investment strategies regarding spatial 
needs and geographies. As a result, employers are reconfiguring less space per worker and more for collaboration.

Even greater than the specter of significant hikes in interest rates, demographics, in fact, will play the greatest role in 
determining the health of virtually all sectors of commercial real estate for the foreseeable future. Generation Y, as 
it is called, lives, works, shops and plays in different ways than previous generations. They will congregate to urban 
areas, be far less devoted to any one employer over the long haul, and have consistently far more demands on their 
employers and landlords in terms of living and working spaces. 

Retailers are looking for urban formats that will be able to serve these young city dwellers more efficiently. Industrial 
space is being designed and located where it can meet the needs of online retailers with ever faster delivery times. 
Thus retail and hospitality will continue to improve as long as employment, favorable demographics and the economy 
continue to recover.

Finally, there is another demographic trend that is not often cited, yet one that is significantly impacting commercial 
real estate investment, at least here in the United States. With the age of the leading edge of baby boomers now 
well into their 60s, that well-defined population segment has become the single wealthiest demographic segment in 
human history. Numbering some 75 million in the U.S., they represent about 24 percent of our population. Since their 
investments are increasingly and invariably shifting to less riskier endeavors, real estate represents that ideal class of 
low-risk, high-performing asset class that will most likely continue to increase. As a direct reflection of that trend, look  
for giant pension funds, sovereign wealth funds, endowments and insurance companies to continue to steadily 
increase their allocations to real estate investment . 

Even greater than the specter of significant hikes in interest rates, demographics, 
in fact, will play the greatest role in determining the health of virtually all sectors  
of commercial real estate for the foreseeable future. 

THE CONTINUED IMPACT OF DEMOGRAPHICS
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As one of the top 10 largest accounting firms in the nation, CohnReznick provides a full array of services to the 
commercial real estate industry. Our clients include such institutional investors as private equity funds and pension 
funds investing in real estate, as well as public and private real estate companies including commercial and residential 
property owners and operators, hotels and resorts, real estate developers, construction companies, homebuilders and 
land developers .

CohnReznick’s National Commercial Real Estate Industry Practice manages complex, high profile engagements 
employing a broad range of sophisticated financial skill sets and precise, closely coordinated teamwork. We offer 
the technical knowledge, sizable resources and in-depth infrastructure of a national firm, but at reasonable and 
competitive fee levels, consistently utilizing senior-level engagement team members who provide clients with the 
personal service they deserve and have come to expect. 

Our real estate professionals are comprised of highly experienced thought leaders who understand the broadest range 
of accounting, tax and business issues across all sectors of the commercial real estate industry. From concept through 
development and implementation, we focus our energies into providing keen insights, proven, success-oriented 
strategies and close personal service .  

CohnReznick provides services to a broad cross-section of the real estate industry including: 
 
  •   Public and Private Real Estate Companies
  •   Private Equity Funds
  •   Pension Funds Investing in Real Estate
  •   Commercial and Residential Property Owners and Operators
  •   REITs
  •   Hotels and Resorts
  •   Real Estate Developers
  •   Construction Companies
  •   Land Developers
  •   Homebuilders
  •   Lenders
  •   Nonprofits
  •   Municipalities
  •   Community Redevelopment Groups
  •   Local Governments  

For more information on CohnReznick’s National Commercial Real Estate Industry Practice, please visit  
www.cohnreznick.com/commercialrealestate

David Kessler, CPA
Commercial Real Estate Industry Practice – National Director
CohnReznick LLP
7501 Wisconsin Avenue, Suite 400E
Bethesda, MD 20814-6583 
301-652-9100
www.cohnreznick.com

COHNREZNICK
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This publication on the Washington metro area economy and commercial real estate market is a production of  
CohnReznick LLP in consultation with Delta Associates.

Delta Associates is a firm of experienced professionals offering consulting, valuation, and data services to the 
commercial real estate industry for over 30 years. The firm’s practice is organized in four related areas:

  •   Valuation of partial interests in commercial real estate assets.
  •   Consulting, research and advisory services for commercial real estate projects, including market studies, market 

entry strategies, asset performance enhancement studies, pre-acquisition due diligence, and financial and fiscal 
impact analyses .

  •   Litigation support, including dispute resolution, from forensic fact-finding to mediation and expert witness services. 
Damages, material adverse change, and contract disputes are specialties.

  •   Subscription data for select metro regions for office, industrial, retail, condominium, and apartment markets.

For more information on Delta Associates, please visit DeltaAssociates.com .

Delta’s Washington Area Commercial Real Estate Market Update team includes: 
  •   Gregory H. Leisch, CRE, Chief Executive
  •   David Weisel, CRE, President, Consulting Division
  •   Alexander (Sandy) Paul, CRE, Executive Vice President
  •   Rachelle Sarmiento, Associate
  •   Michele Frazzetta, Graphic Designer

© 2014. All rights reserved. You may neither copy nor disseminate this report. If quoted, proper attribution is required.

Although the information contained herein is based on sources which Delta Associates (DA) believes to be reliable, DA makes no 
representation or warranty that such information is accurate or complete. All prices, yields, analyses, computations, and opinions 
expressed are subject to change without notice. Under no circumstances should any such information be considered representations 
or warranties of DA of any kind. Any such information may be based on assumptions which may or may not be accurate, and any 
such assumption may differ from actual results. This report should not be considered investment advice.

   
500 Montgomery Street, Suite 600           
Alexandria, VA 22314  
703.836.5700
Info@DeltaAssociates.com

DELTA ASSOCIATES

www.DeltaAssociates.com
mailto:info%40deltaassociates.com?subject=
https://www.facebook.com/DeltaAssociates
https://www.linkedin.com/company/delta-associates
https://twitter.com/DeltaAssociates
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reliance on the information contained in this publication or for any decision based on it.
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