CASSIDY & PINKARD COLLIERS

Market Insights

OFFICE MARKET | FIRST QUARTER | 2009

Washington, DC

Market Activity
Facing unprecedented economic conditions, the Washington, DC office market proved to be
WASHINGTON, recession-resilient yet again in the first quarter of 2009. The demand for office space increased

D.C.

quarter over quarter as District tenants absorbed over 170,000 square feet. Although this
absorption level is less than half of the District’s 10-year quarterly pace of 420,000 square feet,
it is healthy relative to the nation which returned 16.3 million square feet to the market in
2008. Despite positive absorption, vacancy increased 50 basis points to 8.3 percent due to four

new deliveries totaling 908,000 square feet, 57 percent vacant. Average asking rents remained
flat over the year at $47.50 per square foot, but aggressive tenant incentive packages in the
$60 to $80 per square foot range coupled with six to nine months of free rent were common.
MARKET INDICATORS The largest nonrenewal deal of the quarter was signed by the law firm of Hunton & Williams,
which inked a 190,000 square foot prelease in the CBD. Other notable market activity was a 21

percent increase in sublet space compared to last quarter due to numerous tenants, mainly law
CHANGE CHANGE

firms, trying to increase office space efficiency. The expanded role of the Federal Government
FROM FROM

in the financial crisis continues to translate into increased demand for office space. At this

2(;3; 20Q0; writing, Federal tenants associated with the financial markets have expanded into approximately
300,000 square feet in the District, an expansion that we expect to be the first of multiple.
NET ABSORPTION f ‘ Market Outlook

According to January employment data, the Washington, DC economy is on pace to add

DELIVERIES f f 10,800 jobs in 2009, an increase from its 10-year average of 8,400 jobs, with the majority of
this growth related to the increase in Federal spending. Thus, the economic fundamentals in

VACANCY f f DC remain resilient which bodes well for the future demand of office space. Looking forward,
over 4.2 million square feet is set to deliver in the remaining months of 2009, 66 percent

ASKING RATES 0 0 vacant. The majority of this space, 63 percent, is delivering to the non-core markets of Capitol
Hill/NoMa and Southwest/Southeast. Therefore, expect vacancy rates to possibly eclipse the
10 percent mark by year-end. Overall, the District’s economy will continue to benefit from the
Federal Government’s involvement in the financial crisis, mainly from the American Recovery
and Reinvestment Act of 2009, which by our estimates will generate at least 10 million square

feet of demand in the DC region by 2012.
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