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Foreword

February 2020

To our friends, clients, and colleagues:

We are pleased to share this 23rd annual edition of TrendLines®: Trends in Washington Commercial 
Real Estate, a collaboration between Sage Policy Group, Transwestern, and Delta Associates. Since 1998, 
TrendLines has grown into the region’s longest-running and leading analysis of the economy and real 
estate market conditions. 

The commercial real estate market in the Washington metro area expanded during 2019, recording 
above-average job growth, robust absorption, and lowered vacancy rates. Although we expect 2020 to 
record another healthy year for the commercial real estate market, it is not without potential headwinds. 
With a growing federal deficit and the Medicare trust fund set for insolvency in 2026, will Amazon HQ2 
be enough to sustain our region through a possible debt-driven fiscal crisis? We expect steady office 
demand, but the market will be challenged with office space becoming obsolete at a faster pace and 
densification, which will keep the vacancy rate elevated. Industrial demand is showing no signs of 
stopping as consumers want goods as fast as possible, but will our supply constrained market be able to 
deliver? The multifamily market could see another wave of development spurred from opportunity zones 
and the arrival of the Purple and phase 2 of the Silver Line, but will there be enough demand?

Despite these potential headwinds, there are always opportunities for success which are detailed in the 
following pages and within our accompanying event presentation. Overall, we expect the Washington 
metro area economy and commercial real estate market to remain on a steady path during 2020 and in 
the long-run. 

The information and analysis in TrendLines benefit tremendously from our work with clients throughout 
the year and is a foundation of this report. We are also grateful to the experts who respond to our 
surveys with their insights, allowing us to track changes over time and to explore specific topics of 
interest to the community. We appreciate our partnership with Anirban Basu of Sage Policy Group and 
his team who provided economic data and insights. We consider ourselves fortunate to work with the 
individuals and organizations contributing to the success of the Washington area’s economy and its real 
estate markets. Best wishes for a prosperous 2020!

PHILLIP M. MCCARTHY
Executive Managing 
Director - Market Leader
Mid-Atlantic Region

KEITH A. FOERY
Executive Managing 
Director - Market Leader
Mid-Atlantic Region

WILLIAM RICH, CRE
President 
Delta Associates

ELIZABETH NORTON
Managing Research 
Director
Mid-Atlantic Region



Baker Tilly is proud to support TrendLines®. We are delighted to have so many of our clients and friends 
participate in this celebration.

2019 Highlights
• The Mystics and the Nationals both won national championships, and D.C. became a full-fledged 

sports town!
• The region delivered major office, retail and residential projects, including:
• The Boro
• Ballston Quarter 
• The Conrad Hotel at CityCenterDC

What’s Ahead in 2020
Tax reform
• There’s still a lot to learn and apply, including Opportunity Zones, which provide a new vehicle for 

deferring capital gains and enriching underserved and blighted neighborhoods
Cybersecurity and privacy
• As threats evolve, businesses need to have a sustainable cybersecurity program in place, in addition 

to access to cybersecurity professionals who understand the real estate industry
Digital and emerging technology
• Real estate will continue to implement emerging technologies that serve as a foundation to drive 

more revenue, cut costs and enhance value 
Retirement savings options
• Recently enacted landmark legislation, the Setting Every Community Up for Retirement Enhancement 

Act of 2019 (SECURE), will be significant for employers as it expands opportunities to increase 
retirement savings and improves portability from one plan to another 

Now, For Tomorrow
With disruption all around us, standing still is not an option. For more than 40 years, Baker Tilly has 
provided exceptional tax, assurance and consulting services to the D.C. metro area. Our professionals 
specialize in working with developers, owners and investors, allowing us to maximize opportunities, 
implement actionable ideas and minimize risk for our real estate clients.

Sincerely,

To our valued clients, colleagues, and associates:

MONICA DALWADI 
Managing Partner – DC Metro Region 
Baker Tilly 
703.923.8559 
monica.dalwadi@bakertilly.com

BRADLEY NICKLIN 
Partner 
Baker Tilly 
703.923.8596 
brad.nicklin@bakertilly.com

RANDALL BARRUS 
Partner 
Baker Tilly 
703.923.8622 
randy.barrus@bakertilly.com
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The commercial real estate industry is rapidly evolving, and access to timely and accurate market 
information is vital to running your business successfully. PNC Real Estate is happy to continue 
sponsoring the TrendLines® Report, which has been a premier resource for Washington, D.C. real estate 
professionals for many years.

PNC Real Estate has been a major participant in the Washington, D.C., marketplace for more than 30 
years. Just in the last three years, our D.C. office has provided more than $2.0 billion in new capital, 
including construction loans, bridge loans, lines of credit and permanent loans. 

Named a top 5 originator among banks, PNC Real Estate delivers one of the industry’s most 
comprehensive arrays of banking and financing solutions. Our capabilities include 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; and 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 $409 billion in assets, 2,300 branches and 
employees in more than 40 states across the country. Our strength lies not only in our size, but also in the 
innovative ways that we deliver products and solutions to help you achieve your business goals.

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

Sincerely,

RICHARD BYNUM    WILLIAM R. LYNCH III
Regional President    Senior Vice President
PNC Bank – Greater Washington Area  PNC Real Estate
202.973.6208    202.835.4513
richard.bynum@pnc.com   william.lynch@pnc.com

PNC is a registered mark of The PNC Financial Services Group, Inc. (“PNC”). 
© 2020 The PNC Financial Services Group, Inc. All rights reserved. 

Dear TrendLines® recipient:
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To our fellow TrendLines® colleagues:

As we enter the new decade, DFS Construction continues to be the CRE market’s “responsible 
construction choice,” a principal that has driven the way we conduct business.  

Navigating this dynamic market requires the stability of leadership, ability to adapt, capacity to succeed, 
and veracity in the relationships created. DFS Construction is proud to be a supporting partner of 
TrendLines®, whose information platform is timely, insightful and provides for the requisite personal 
interactions that drive the commercial real estate community. 

DFS Construction recognizes that a truly successful deal benefits all parties involved. Through our 
preconstruction budgeting and planning services, clear goals and objectives are defined prior to being 
placed into effective action. Our consistency in the timely delivery of quality projects has reinforced 
relationships and advanced our position in the market. Our scalable services have enabled us to deliver 
interior construction projects ranging in size from a 500sf jewel box to spaces greater than 200,000sf - in 
addition to working with owners in their capital repositioning projects. 

Our standard of care in delivering projects is mirrored in the personal attention devoted to our client 
partners. This has enabled us to attract and retain the best internal teams present in the market.

We expect 2020 to be another exciting year in the Washington, D.C. market. DFS Construction is at your 
service to forge a rewarding partnership for your next venture.

Sincerely,

ROBERT DIGIOVANNI 
Principal 
DFS Construction Corporation 
703.504.9540 
digiovanni@dfsconstruction.com

THOMAS FORSYTH 
Principal 
DFS Construction Corporation 
703.504.9550 
forsyth@dfsconstruction.com

GRANT J. STEPHENS III 
Principal 
DFS Construction Corporation 
703.504.9530 
stephens@dfsconstruction.com

 6



Table of Contents

Section 1  Rising to Meet Expectations 9

Section 2 The National Economy 29

Section 3 The Washington Metro Area Economy 34

Section 4 The Washington Metro Area Office Market 38

Section 5 The Washington/Baltimore Regional Industrial Market 42

Section 6 The Washington Metro Area Apartment Market 45

Section 7 The Washington Metro Area Condominium Market 49

Section 8 The Washington Metro Area Retail Market 54

Section 9 2020 TrendSetter Award Recipients 58

 7



Acknowledgments: Transwestern wishes to acknowledge and 
thank the TrendLines team, Elizabeth Norton, Mid-Atlantic Research 
Director; Jack Blaine, Research Associate; Jeff Platts, Research 
Associate. Special thanks are due to the team at Delta Associates, 
specifically William Rich, President and Jonathan Chambers, Vice 
President. Both Transwestern and Delta Associates appreciate the 
invaluable economic insights and contribution from Anirban Basu 
and his team at Sage Policy Group. Ji Chang and his creative design 
team at Transwestern made the report look great, and they have 
our gratitude. Finally, we greatly appreciate the dozens of industry 
leaders who contributed their insights.
 
Representations:  Although the information contained herein is 
based on sources that Delta Associates (DA) and Transwestern 
(TW) believe to be reliable, DA and TW make 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 or 
TW of any kind. Any such information may be based on assumptions 
that may or may not be accurate, and any such assumption may 
differ from actual results. This report should not be considered 
investment advice.

Rising to Meet Expectations

TRENDLINES® WASHINGTON

 8



Rising to Meet  
ExpectationsS1 |



S1 | Rising to Meet Expectations

A joint contribution from Sage Policy Group, Transwestern, and Delta Associates

The purpose of TrendLines® is to recap the trends of 2019 and explore the pivotal issues that will shape the 
Washington metro area commercial real estate market in 2020 and beyond.  

The commercial real estate market in the Washington metro area expanded during 2019, recording above-av-
erage job growth, robust absorption, and lowered vacancy rates. Although we expect 2020 to record another 
healthy year for the commercial real estate market, it is not without potential headwinds. The federal deficit con-
tinues to grow with the Medicare trust fund set for insolvency in 2026. Will Amazon HQ2 be enough to sustain 
our region through a debt-driven fiscal crisis? We expect steady office demand, but the market will be chal-
lenged with office space becoming obsolete faster than the historical norm and densification, which will keep 
the vacancy rate elevated. Industrial demand is showing no signs of stopping as consumers want goods as fast 
as possible, but will there be enough supply? The multifamily market could see another wave of development 
spurred from opportunity zones and the arrival of the Purple and phase 2 of the Silver Line, but will there be 
enough demand? 

In the balance of this section, we explore six MegaTrends that could impact investment and development deci-
sions in commercial real estate over the next year. The following is a summary of the six MegaTrends:

1. Commerical Real Estate Dynamics – The Canary in the Coal Mine: Despite enjoying a 50-year low in nation-
al unemployment, problematic inflationary pressures have simply failed to erupt. And yet for most econo-
mists it is not a simple matter to abandon fundamental economic theory. It may simply be that the forces 
of economics take time to work. There are, arguably, some excesses in commercial real estate, which could 
ultimately render a canary in the coal mine.

2. Amazon's Likely Contribution to Regional Economic Diversification: The arrival of thousands of new highly 
paying positions with Amazon’s HQ2 will aid in economic diversification. However, there could be a wrinkle, 
as the national debt screeched past $23 trillion at year-end 2019. That the federal government can run such 
massive deficits at a time of full employment is itself a wonder, but one must also wonder how all of this will 
end? The Medicare trust fund is set for insolvency in 2026 and Social Security a few years after that. At some 
point, there is likely to be a debt-driven fiscal crisis in Washington. 

3. Office Obsolescence and Densification to Keep Vacancy Rate Elevated: Employers have been challenged 
with hiring quality talent and the persistently low unemployment adds to this struggle. This, coupled with 
employees placing greater weight on their office environment, could continue to fuel flight to quality for 
those tenants that use space as a marketing tool for talent. In turn, densification of space will likely continue, 
albeit at a decelerating rate, as tenants right size space to offset the increased cost. With the vacancy rate to 
remain elevated over the next two years, investors, owners, and developers will have to be more diligent in 
their approach.
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4. How Much Runway is Left for Industrial?: The historically low  
vacancy rate, coupled with limited new construction, especially 
within the Washington metro area, could restrict absorption during 
2020. Although rents will continue to rise at a healthy clip with spikes 
in select submarkets, a shift is needed to meet the rising demand 
spurred by the speed of e-commerce growth and faster delivery 
times to the consumer. 

5. Opportunity Zones... Worth the Investment?: Apartment develop-
ment activity in the Washington metro area’s 90+ Opportunity Zones 
(OZ) has increased over the past three years, although it has been 
limited to certain areas. Meanwhile, OZ condo development activity 
has been minimal. Over the coming decade, multifamily devel-
opment in Opportunity Zones has the potential to increase in the 
Washington metro area, even as tax benefits from deferred capital 
gains used to invest in Opportunity Funds decreases.

6. TOD Development Opportunities Along the Silver and Purple Lines: 
The arrival of the Silver and Purple Lines present attractive oppor-
tunities to commercial real estate investors and other stakeholders 
over the next decade. The two rail lines bring tremendous value to 
surrounding land in many ways. They encourage up-zoning, improve 
the quality of life for existing residents and businesses, and allow 
property owners to gain more value in their assets. Both transit 
projects have already generated a wave of development applications 
and construction activity around the planned stations.
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MegaTrend #1 Commercial Real Estate –  
The Canary in the Coal Mine
PRESUMABLY, EXPANSION WILL END AT SOME POINT

Economists have spent much of the past two years effectively unlearning economics. For 
instance, it has been axiomatic for economists to believe that full employment translates into 
burgeoning inflationary pressures. That simply has not occurred. Despite enjoying a 50-year 
low in national unemployment and a rate below 3% in the Washington metro area, problem-
atic inflationary pressures have simply failed to erupt.

There are many implications to these historically low unemployment rates, including that 
the Federal Reserve was able to cut short-term interest rates three times last year. That has 
helped push longer-term interest rates, like 30-year fixed rate mortgages, lower while help-
ing to push equity prices higher.  Despite relative flat corporate earnings, the S&P 500 Index 
expanded nearly 29% in 2019, in part because lower interest rates induced many investors 
to seek the greater income generating potential of stocks.

There have been other phenomena that are anathema to basic economic theory. For 
instance, trade wars are supposed to wreak havoc on modern economies in the context 
of an ever more inter-linked global economy. While America’s trade disputes with China, 
Europe, India, and other parts of the world have undoubtedly triggered some negative 
economic consequences, particularly for domestic manufacturing and agriculture segments, 
the broader economic expansion continues to set records for durability. Job growth remains 
robust, with employers’ principal complaint often being a lack of suitable workers rather 
than a lack of demand for goods and services.

One could go on. Inverted yield curves are supposed to signal recession. Massive budget 
deficits are supposed to drive up interest rates, crowding out private investment in the 
process. Rising debt is also supposed to induce creditors to request higher rates of interest 
in order to offset growing risks of delinquency and default. For the most part, none of this 
has happened.

And yet for most economists it is not a simple matter to abandon fundamental economic 
theory. It may simply be that the forces of economics take time to work, and that eventually 
the panoply of current economic circumstances will translate into more forceful inflation, 
higher borrowing costs, a declining stock market and ultimately falling commercial real 
estate values.  

Indeed, one can at least arguably spy some excesses in commercial real estate, which could 
ultimately render the segment the canary in the coal mine, a term born from the Industrial 
Revolution as miners used canaries to sense invisible, odorless, and lethal gases in mine 
shafts. While canaries can serve as threat detection systems, so, too, can economic and 
commercial data.

The national office vacancy stood at 10% as of the fourth quarter of 2019, a relatively lofty 
figure given the creation of nearly 22 million net new jobs in recent years, many of them 
in segments like professional and financial services, and the unprecedented length of the 
current expansion. Certain markets are associated with especially high vacancy, including 
Houston (24%), Dallas (17%), Atlanta (17%), Chicago (16%), and Los Angeles (15%). Despite 
the widespread availability of leasable office space, new construction continues apace, 
which is perhaps an indication of excess speculation. Similar dynamics are at work in other 
commercial segments, including lodging and retail.

Washington is not entirely immune to such dynamics. The vacancy rate in downtown D.C. 
(CBD and East End combined) is 180 basis points higher than two years earlier, with nega-
tive 365,000 SF of absorption in the CBD during 2019. 

Is it possible that bubbles are forming in the nation’s commercial real estate markets 
because of plentiful domestic and global capital and a planetary obsession with income 
generation in the context of ultra-low worldwide interest rates? The answer is yes, with the 
implication being that various dynamics characterizing commercial real estate, including 
historically low capitalization rates, may be signaling that the current commercial real estate 
cycle and the broader economic expansion are now deeply into their latter stages as specu-
lative excesses build.

Washington has been especially appealing to global investors flush with liquidity in search 
of return, in part because many foreign investors take comfort in having visited the region 
before and the presumably stabilizing impacts of the federal government, which goes out 
of business only voluntarily.  The result has been surging real estate prices and developers 
chasing higher valuations even in the context of elevated vacancy.

While many people will undoubtedly rue the next economic downturn, many economists 
will feel a deep sense of relief, pointing out all the while that there is still some value in 
accepted economic theory.  What goes up must eventually come down.
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MegaTrend #2 Amazon's Likely Contribution to 
Regional Economic Diversification
A NEW INDUSTRY CLUSTER IS BORN IN WASHINGTON

When someone says the words, “Washington won”, one may have visions of the Mystics, Nationals, or Capitals, 
though probably not of the Redskins. From an economic perspective, the words may evoke Amazon’s HQ2, the 
national economic development story of 2018.   

When Amazon announced plans to develop a second headquarters, Washington (Arlington County, VA to be 
precise) emerged as the sole winner of the largest single economic development prize in at least a generation. 
The “prize” for the Washington regional economy is said to be in the range of 25,000 new jobs, but with New 
York disqualifying itself, it’s conceivable that the actual number of new jobs will exceed that estimate. As of this 
writing, the onset of construction of Amazon’s second headquarters rapidly approaches. The company has in-
dicated that it will break ground on the first phase of HQ2 construction in early 2020, a project that will initially 
bring two 22-story towers to South Eads Street in Pentagon City.

While there is justifiably much excitement about the arrival of thousands of new highly paying positions, there 
is another reason for glee: economic diversification. Here’s the issue. In late 2019, the national debt screeched 
past $23 trillion with barely a whisper. The federal budget deficit for the most recently completed fiscal year 
was in the range of $984 billion. That the federal government can run such massive deficits at a time of full 
employment is itself a wonder, but one must also wonder how all of this will end.  

According to the most recent trustees’ report, Medicare’s trust fund is set for insolvency in 2026 and Social Se-
curity a few years after that. At some point, there is likely to be a debt-driven fiscal crisis in Washington. That will 
presumably hammer the Washington area economy, including commercial real estate as the federal govern-
ment steadily abandons leases and as many federal contractors find their way into bankruptcy.  

An estimate generated by George Mason University around the time of sequestration found that four out of 
every ten dollars in the regional economy flowed directly from the federal government in the form of feder-
al salaries, defense and non-defense contracting, or transfer payments such as Medicare or Social Security. 
According to that same source, when one accounts for how much that money supports other segments of the 
economy, including entertainment and retail, the overall impact of federal spending is even larger.

From 1995 to 2008, a bit more than three in ten dollars flowed directly from the federal government, but that 
share rose with the Great Recession and financial crisis as federal spending stepped into high gear while other 
economic segments retrenched. The result was a Washington region even more addicted to federal spending. 
The recent surge in federal outlays, including defense outlays, has served to reinforce this dependence, creat-
ing economic vulnerability in the process.

But then there is Amazon’s HQ2. The arrival of some of Amazon’s most important decision-makers, technicians, 
and strategists likely means that Washington will emerge as an e-commerce juggernaut, with support for 
growth in related industries such as cyber-security, logistics, drones, legal services, and R&D. Much of this ac-
tivity will be independent of federal spending patterns, providing the region with far greater economic security 
going forward as the federal government continues to march toward a potential financial catastrophe.

Importantly, 25,000 net new jobs in and of themselves won’t do the trick. The Washington metro area recently 
added more than 61,000 net new jobs over a 12-month period. Amazon HQ2 is expected to be developed 

S1  |  13

RISING TO MEET EXPECTATIONS



over the course of 15-17 years, which means that the 25,000 jobs added over this period will be equivalent to a 
mere “drop in the bucket”. Rather, the key to economic diversification will come from the interactions between 
HQ2 and a bevy of other local industries.

There is something else to consider. As of November 2019, the Washington area’s unemployment rate was 
below 3%. Housing costs have limited in-migration to the region, with many young knowledge-workers opting 
for more affordable destinations such as Baltimore and Richmond. Amazon’s emergence in the region stands to 
both drive the local cost of living higher while creating greater competition for top-notch talent.  

The implication is that some of Amazon’s commercial impacts could be negative as certain enterprises encoun-
ter an even more expensive business environment and greater difficulty retaining managerial and technical 
talent. In other words, it remains too soon to tell whether Amazon’s HQ2 will emerge as an engine of regional 
economic diversification.

The following table supplies regional location quotients (LQ) for 2008 and 2018. In this instance, the location 
quotient is a measure of the proportion of regional jobs in a specific industry relative to the nation. An LQ of 1 
means that an industry is represented as a similar share of the economy both locally and nationally. An LQ of 2 
would mean that the industry is two times more concentrated locally than in the national economy. The federal 
employment LQ in the Washington metropolitan area is a lofty 6.1, and that share hasn’t changed over the past 
decade. This means that the Amazon diversification engine needs to be in full gear if the Washington area is to 
position itself to better withstand a future debt crisis should one occur.

Sample Location Quotients for the Washington Metro Area, 2008 v. 2018

2008 2018 CHANGE

Construction 1.0 0.9 -0.1

Manufacturing 0.2 0.2 0.0

Trade, Transportation and Utilities 0.7 0.7 0.0

Information 1.4 1.2 -0.2

Financial Activities 0.8 0.8 0.0

Professional and Business Services 1.7 1.6 -0.1

Education and Health 0.8 0.8 0.0

Leisure and Hospitality 0.9 0.9 0.0

Other Services 1.5 1.6 0.1

Federal Government 6.1 6.1 0.0

Source: U.S. Bureau of Labor Statistics, Sage Policy Group; January 2020.
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MegaTrend #3 Office Obsolescence and  
Densification to Keep Vacancy Rate Elevated
Employers have been challenged with hiring quality talent and the persistently low unemployment rate adds to 
this struggle. This, coupled with employees placing greater weight on their office environment, could continue 
to fuel flight to quality for those tenants that use space as a marketing tool for talent. In turn, densification of 
space will likely continue, albeit at a decelerating rate, as tenants right size space to offset the increased cost. 
With the vacancy rate to remain elevated over the next two years, investors, owners, and developers will have 
to be more diligent in their approach.

Tight Talent Market 

With a chronically low unemployment rate in the Washington metro area, at 2.8% as of November 2019, there 
are only 0.5 available people available for every job opening, compared to the national ratio of 0.8. This has 
created a tight labor market where finding a qualified candidate is challenging. According to a 2019 survey by 
the Society-Human Resource Management (SHRM), 83% of companies are having trouble recruiting suitable 
candidates. This is occurring at a time when employees are placing more weight on their workplace environ-
ment. According to RMJM, 59% of employees place a high value on office workplace design where a poorly 
designed space could affect their decision to join a company. Roughly 80% of employees place weight on 
non-traditional work perks, such as telecommuting, when deciding on a new job. 

Office Space Becoming Obsolete Sooner for Tenants

The construction pipeline has met this demand for quality workspace, adding over 17 million SF of new con-
struction over the past five years and over 20 million SF of renovated space, thereby shifting our perception 
of what is possible in office design. The rise in construction, coupled with generous concession packages and 
competitive rent has prompted tenants to vacate younger office space sooner than they would have in the past. 
Historically, tenants have relocated from buildings aged, on average, 46 years. The average age of the building 
vacated has been on a decline, albeit unevenly, over the past several years. For tenants relocating in 2020 and 
2021, the average age of the building vacated is 38 years with some buildings as young as 10 years old.

Source: CoStar, Transwestern; January 2020.

Source: CoStar, Transwestern; January 2020.
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Densification Decelerating, but Not Going Away

Although tenants increased the amount of space leased upon relocation from 2000 to 2009, this shifted 
post-recession with tenants looking to cut or offset cost while also upgrading space. From 2015 to 2019, 
densification is occurring in all classes of space. According to a Transwestern survey, this trend is expected to 
continue in 2020, but at a decelerating rate. 

Rising commute times could also prompt employers to reevaluate their office space needs. The Washington 
metro area was recently awarded the worst commute in the nation. A bad commute, coupled with the tight, 
high-cost housing market could discourage or disperse employees further from their place of work. This could 
cause the number of companies offering telecommuting as a workplace benefit to rise, which in turn could 
trigger them to reevaluate and right size their space. 

Telecommuting among the non-self-employed has risen 173% since 2005 and currently 3.4% of the workforce 
works at least half the time from home or an alternative location, according to Global Workplace Analytics. The 
vast majority of the workforce, at 85% want to telework part-time.

Source: CoStar, CompStak, Transwestern; January 2020.

Source: Texas A&M Transportation Institute, Transwestern; January 2020.
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Landlords Compete for Tenants

If the construction pipeline remains elevated to support tenant flight to quality, coupled with lukewarm 
demand, the vacancy rate will remain elevated. This has occurred over the past several years and we do not 
expect 2020 and 2021 to be much different. The vacancy rate has remained elevated despite positive net 
absorption due to pipeline projects delivering to the market when there is not enough demand to backfill the 
second-generation space being vacated by tenants upgrading space. Over the next two years, we believe asset 
owners and developers will have to be more diligent in their approach.

Growth Industries

The professional, scientific, and technical services sector is expected to outpace all other sectors in job growth 
over the next five years in the Washington metro area. This will be driven by tech, business/government 
consulting, and medical. Although all counties in the metro area with these sectors should reap the growth, 
Arlington, Fairfax (specifically Tysons Corner and the Dulles Corridor), and the District of Columbia will stand 
to benefit the greatest gain in tech and business consulting due to the current concentration of these sectors. 
Meanwhile, demand for medical office could be more concentrated in Fairfax, District of Columbia, and Mont-
gomery County. 

Over the past five years, very few tech firms relocated into new construction. Rather, it was relatively split with 
more established tech companies upgrading to second-generation Class A and newer companies remaining 
in Class B upon relocation. A slightly stronger shift occurred with business consulting companies with just over 
half upgrading to second-generation Class A. 

Non-Growth Industries that Could Downsize

Although the top growth industries are likely tenant targets, there is an opportunity to capture tenants from 
non-growth industries. One example is law firms. Although several firms have relocated and right sized over 
the past several years, there are numerous firms that could be likely candidates. Of the top 100 law firms in 
the Washington metro area, those in office space one year or less occupy on average, 445 SF, compared to 
505 SF per employee for firms in their location 15 + years. There is room to densify, as 47% of these firms who 
have been at their location 11 years or longer could reduce their overall footprint and have upcoming lease 
expirations. Although not to the same degree as law firms, 45% of the top nonprofits in the metro area are likely 
targets to right size their space.

Roughly 30% of law firms that relocated during the past five years moved into new construction. However, 
nearly half relocated into second-generation Class A space, sometimes backfilling space that was vacated 
by a law firm upgrading to new construction. Nonprofits, who have been the mainstay of Class B space, have 
started migrating to second-generation Class A. However, several of the smaller civic and social nonprofits have 
remained in Class B upon relocation.

Source: CoStar, Transwestern; January 2020.
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Source: Washington Business Journal, CoStar, CompStak, Transwestern; January 2020.

Note: Includes nonprofits with $50 million or greater in annual revenue.
Source: Washington Business Journal, CoStar, CompStak, Transwestern; January 2020.
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Class B Tenants Upgrading to Second-Generation Class A 

The Class B office vacancy rate is starting to creep up, rising to around 13.7% as of year-end 2019 from 13.6% 
one year prior. This is partly due to the rising number of Class B tenants relocating into Class A space, averag-
ing around 70% of total relocations during the past couple years. This compares to earlier in the cycle where 
only 40% of Class B tenants were upgrading to Class A. The top industries upgrading to Class A space from 
Class B include business consulting and nonprofits, specifically professional and business associations. The 
impact is further realized by dissecting net absorption. Renovated Class A absorbed the greatest amount of 
space, while non-renovated Class B suffered with negative absorption. When analyzing over 100 assets on 
which renovations gave the best return on investment, fitness centers and roof decks rated ahead of other 
amenities.

Source: CoStar, CompStak, Transwestern; January 2020.

Note: Excludes new construction.
Source: CoStar, CompStak, Transwestern; January 2020.
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MegaTrend #4 How Much Runway is Left  
for Industrial?
The industrial market in the Washington/Baltimore region continues to outperform with robust absorption, 
a record low vacancy rate, and healthy rent growth. With rising e-commerce and demand for faster delivery 
times, the already tight market will limit industrial expansion during 2020. Of note, for this section, our focus is 
on industrial warehouse only and excludes flex and data center product. 

A Small, Tight Market Can Only Absorb So Much

The Washington/Baltimore regional industrial market is one of the smallest markets in the nation with an inven-
tory of 307 million SF, roughly a quarter of the LA Basin market. The regional market is more of a “through-put” 
market by logistics companies, as distributors are interested in accessing the region’s strong demographics. 
However, with little to no manufacturing in this region, the distribution pattern is typically one-way, utilizing in 
some cases smaller warehouses in the region as a touchpoint before reaching the consumer. As the nation’s 
top per capita income market, led by Washington the Washington/Baltimore region is considered a gateway 
market with strong demand and very limited opportunities for new product. 

Limited Construction and Demolition Keeps Vacancy Low

Although the construction pipeline expanded to 8 million SF as of year-end 2019, only 10% of the pipeline is 
concentrated within the Washington metro area. Proximity to a high-income and a densely populated consum-
er base, such as the Washington market, is critical for the fastest delivery times. Newer buildings with increased 
efficiency can move product to the consumer faster. Currently only 5% of the last mile inventory in the Washing-
ton market is considered newer product.

The limited construction, coupled with strong demand, pushed the vacancy rate to a record low of 5.4% as of 
year-end 2019. The vacancy rate declines to 3.9% when obsolete product, older product that has been on the 
market for several years, is removed. Demolition of some of this obsolete product will help reduce the vacancy 
rate. Approximately 4.6 million SF is slated for demolition through 2021 as developers concentrate on highest 
and best use assets, such as multifamily, as last mile land prices have skyrocketed and are currently averaging 
60% higher compared to non-last mile sites.

Raised Expectations for Delivery – Can Washington Keep Up?

The expectation of a faster delivery time has increased from an acceptable one week, to two-day, and now 
to same day in most major markets. According to a report by Accenture, 66% of millennials want one-hour 
delivery in their metro area. In some cases, with restaurant or grocery delivery, this is possible, but not with all 
types of goods. For example, Prime Now, a service from Amazon that provides one- and two-hour delivery, has 
just over 1 million products available for purchase, which is only 0.8% of their total Amazon.com inventory, with 
over half falling in the grocery or personal care category.

Artificial intelligence (AI) technology has increased efficiency in the delivery of goods. Since 2013, Amazon 
has been utilizing anticipatory shipping, which through tracking product purchases can predict which items 
are in most demand by location and ensure that product is within that local market’s distribution facility for fast 
delivery. These types of advances will further boost the need for close-in efficient warehouses. As technology 
advances, distributors will likely need less space to process the same amount of orders. 

Note: Excludes flex and data centers.
Source: CoStar, Transwestern; January 2020.

Note: Excludes flex and data centers.
Source: CoStar, Transwestern; January 2020.
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The Washington/Baltimore region falls to near last place with the number of available Prime Now products 
available compared to other metro areas. The markets with more products available, in most cases have a 
higher inventory of industrial warehouse space and/or greater availability. To keep up with faster delivery times, 
there needs to be ample industrial warehouse space to house these products. The high-disposable income of 
the Washington market is ripe with demand. However, limited efficient space availability could hamper  
expansion. 

Healthy Growth for Owners

The Washington/Baltimore region will likely struggle to keep pace with demand in such a supply constrained 
market. However, fundamentals still bode well for asset owners with persistently rising asking rents, especially 
within the last mile sites. Asking rents for last mile sites have increased 5.2% per year over the past five years 
and tenants are willingly pay a 40% premium compared to non-last mile sites.

Demand for close-in industrial warehouse space will rise further through 2021 driven by e-commerce and the 
push to deliver product to the consumer faster. Returned merchandise will also fuel demand for additional 
space, as the cost of e-commerce returns will rise to $550 billion in 2020, 75% higher than four years ago, 
according to Fast Company. 

Although a solution to adding supply is infill development, the challenges, especially cost, is still a deterrent 
to most developers. However, more and more tenants are willing to pay the steep rent that developers require 
and select developers have found success in creative ways. For instance, the Transwestern Development 
Company (TDC) purchased a golf course in Florida to convert it to last-mile logistics space. When finished, the 
project will provide as much as 1 million SF of industrial space with 36-foot ceiling height and access to 19 mil-
lion consumers within a two-hour drive. Locally, TDC purchased 11.3 acres for a built to suit for Amazon at 6885 
Commercial Drive in Springfield. The site was the former Army Times printing facility.

Source: ScrapeHero, Amazon, Transwestern; January 2020.
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MegaTrend #5 Opportunity Zones...  
Worth the Investment? 
The 2017 Tax Cuts and Jobs Act resulted in an overhaul of the tax code. A consequence of the new tax law was 
the creation of Qualified Opportunity Zones (OZ) to incentivize economic development and create jobs in low 
income communities. Deferred taxes on capital gains and the elimination of taxes on gains from Opportunity 
Fund investments are intended to attract investors into the OZ program. 

What are Opportunity Zones? They are low-income urban, suburban, and rural Census tracts. These Oppor-
tunity Zones were nominated by individual states, territories and the District of Columbia based on 2015 and 
2016 American Community Survey data. Up to 25% of qualifying communities in a state may be designated as 
qualifying Opportunity Zones. More than 8,700 Qualified Opportunity Zones have been established in the U.S. 
and its territories. In fact, all of Puerto Rico is an Opportunity Zone. In the Washington metro area, more than 90 
Opportunity Zones have been designated.

Opportunity Zones and Opportunity Funds were created to stimulate private investment in real estate as 
opposed to using taxpayer money. In exchange for investing in communities within Qualified Opportunity 
Zones, investors can access capital gains tax incentives available exclusively through the program. These gains 
are both immediate and over the long term. Investors who use capital gains to invest into a Qualified Oppor-
tunity Fund can defer paying capital gains tax on those earnings until April 2027 for investments held through 
December 31, 2026. Opportunity Funds can be used to invest in either real estate development projects or 
businesses within an Opportunity Zone.

Source: Delta Associates; January 2020.
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Share of Apartment Development Pipeline in Opportunity Zones
Washington Metro Area

Multifamily Rental Projects Funded Through Opportunity Funds
Washington Metro Area

NAME OF PROJECT
# OF 

UNITS COUNTY NEIGHBORHOOD DEVELOPER(S)
PROJECT 

COST ($MM)

1400 Montana 97
District of  
Columbia

Brentwood MidCity $33

Bryant Street - Phase 1 449
District of  
Columbia

Brentwood
MRP Realty & FRP  

Development Corp.
$192

1900 Half Street 453
District of  
Columbia

Buzzard Point Douglas Development $190

Hill Easty - Phase 1 247
District of  
Columbia

Hill East
EJF Capital & Donatelli 

Development
$95

Hampton Park 200
Prince  

George's
Capitol Heights Velocity Capital $140

Southern Gateway 393
Prince  

George's
College Park The Bozzuto Group $152

The Stella 282
Prince  

George's
New Carrollton Urban-Atlantic $72

Total 2,121 $874

Note: Market-rate units only. 
Source: Delta Associates; January 2020.
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Not All Opportunity Zones are Equal

Apartment development activity in the Washington metro area’s Opportunity Zones has increased over the 
past three years, although it has been limited to certain areas. Of the 90+ Opportunity Zones in the Washington 
metro area, less than one-fourth have recent apartment development activity. Back in year-end 2016, before the 
program went into effect, 8,666 market-rate apartment units in projects under construction/leasing or planned 
over the next 36 months were in Opportunity Zone Census tracts. By year-end 2019, that number increased by 
11%, or over 900 units. However, the area with the largest increase in activity is the District of Columbia, where 
the number of units in Opportunity Zones has increased four-fold since year-end 2016. These projects are all in 
Opportunity Zones, but not all of them are using Opportunity Funds in order to take advantage of tax incen-
tives. By our count, at least 2,100 apartment units in seven projects have used opportunity funds so far account-
ing for nearly $900 million in development activity. Meanwhile, condo development has been limited in Oppor-
tunity Zones. The only substate area where condo development has occurred in an OZ since the program was 
implemented is the District of Columbia. There are about 370 condo units recently built, under construction, or 
planned over the next 36 months in OZ Census tracts, concentrated in Brightwood and Buzzard Point. However, 
no condo projects in the Washington metro area have been developed yet using Opportunity Funds.

Apartment Units in Recently-Built Projects and Near-Term Pipeline1 Located in Opportunity Zones

SUBSTATE AREA YE 2016 YE 2019

CHANGE (YE 2016 - YE 2019)

# %

Northern Virginia 1,524 475 -1,049 -68.8%

Suburban Maryland 6,498 5,440 -1,058 -16.3%

District of Columbia 644 3,679 3,035 471.3%

Washington Metro Area 8,666 9,594 928 10.7%
1Market-rate units only. Includes units in projects in lease-up, under construction, and planned over the next 36 months, before attrition.
Source: Delta Associates; January 2020.

Condo Units in 36-Month Development Pipeline1 Located in Opportunity Zone Census Tracts

SUBSTATE AREA YE 2016 YE 2019

CHANGE (YE 2016 - YE 2019)

# %

Northern Virginia 542 0 -542 -100.0%

Suburban Maryland 102 0 -102 -100.0%

District of Columbia 152 369 217 142.8%

Washington Metro Area 796 369 -427 -53.6%
1Market-rate units only. Includes units in projects in lease-up, under construction, and planned over the next 36 months, before attrition.
Source: Delta Associates; January 2020.

Source: Delta Associates; January 2020.
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Share of Class A Apartment Units Recently Built and in Near-Term Pipeline1 Located in Opportunity Zones
Year-End 2019

SUBSTATE AREA UNITS IN OZ TOTAL UNITS
SHARE OF  

UNITS IN OZ

Northern Virginia 475 20,375 2.3%

Suburban Maryland 5,440 14,160 38.4%

District of Columbia 3,679 24,786 14.8%

Washington Metro Area Total/Average 9,594 59,321 16.2%
1Market-rate units only. Includes units in projects in lease-up, under construction, and planned over the next 36 months, before attrition.
Source: Delta Associates; January 2020.

Note: Includes market-rate apartments in lease-up, under construction, and planned over the  
next 36 months (before attrition).
Source: Delta Associates; January 2020.

Note: Includes market-rate apartments and condos in lease-up/selling, under construction, and planned 
over the next 36 months (before attrition).
Source: Delta Associates; January 2020.
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Suburban Maryland Leads the Way

As of year-end 2019, Suburban Maryland has the most apartment units recently completed, under construction, 
or planned in the short-term in Opportunity Zones. In fact, four out of the top five towns or cities in the metro 
area with apartment development in Opportunity Zones are in Suburban Maryland. In addition, nearly 40% of 
all recently completed units and under construction or planned in the near-term in Suburban Maryland are in 
Opportunity Zones, a much higher share than the District of Columbia or Northern Virginia. There are more OZ 
Census tracts in Suburban Maryland than the other substate areas, which partially explains why more apartment 
projects have been built or are planned there, but the location of the OZ tracts also plays a role.

Most OZ-designated Census tracts in Suburban Maryland, especially in Prince George’s County, are inside the 
Beltway. Within Suburban Maryland, OZ-located new and planned apartment projects are concentrated in 
Silver Spring, Hyattsville, Largo, and College Park. While these areas fit the low-income qualifications needed 
to become Opportunity Zones, a development boom has been occurring in all four towns pre-dating the OZ 
program. For instance, more than 3,000 Class A apartment units have been built in downtown Silver Spring 
over the past 15 years. This is in addition to office and retail development that has occurred during the same 
time period. Meanwhile, development in Hyattsville has been active in the Gateway Arts District along U.S. 
Route 1 as well as near the Prince George’s Plaza Metro station. Largo has become the de-facto downtown of 
Prince George’s County and has attracted a slew of investment from the public and private sector, including a 
new hospital, the relocation of county government agencies, and the redevelopment of the Boulevard at the 
Capital Centre shopping center. College Park’s designation as an Opportunity Zone is helped due to its large 
population of college students, which contributes to the lower average income for Census tracts within the 
town. However, a mix of new conventional apartments, student housing, hotels, and retail is transforming the 
U.S. Route 1 corridor in College Park.

One quality that is consistent among these four Suburban Maryland towns is Metro. Transit access is a major 
contributing factor to the decision developers make in where to build new multifamily. A real estate project 
in an Opportunity Zone still needs to be economically viable in order to attract investment in an Opportunity 
Fund, so transit access helps to make deals pencil. At best, the OZ program may have helped play a role in the 
development of these four towns, but it was not the primary catalyst. 
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Development Activity Surges in the District of Columbia

In the District of Columbia, apartment development in Opportunity Zones has accelerated over the past three 
years. At year-end 2016, only about 650 apartment units in lease-up, under construction, or planned over the 
next 36 months were in Opportunity Zones. As of year-end 2019, there are almost 3,700 units in the same 
development categories, a more than four-fold increase. In recent years, the largest share of apartment de-
velopment activity in the District of Columbia has occurred in the Capitol Hill/Riverfront/SW submarket, which 
includes the rapidly-growing Navy Yard and Southwest Waterfront neighborhoods, as well as Buzzard Point, 
Capitol Hill, and Hill East. This submarket also leads the District of Columbia in development in Opportunity 
Zones – specifically the Buzzard Point and Hill East neighborhoods. Nearly 1,600 units are under construction or 
planned over the next 36 months in these two neighborhoods. Other areas of the city with a sizeable amount 
of development activity in OZ Census tracts include the Parks at Walter Reed in Upper Georgia Avenue and var-
ious locations in the Northeast submarket, each having about 700 units. In the more economically-depressed 
River East submarket, which has more than half of the District of Columbia’s Opportunity Zone Census tracts, 
less than 500 units are in the development pipeline.

Over the coming decade, multifamily development in Opportunity Zones has the potential to increase in the 
Washington metro area, even as tax benefits from deferred capital gains used to invest in Opportunity Funds 
decreases from 15% to 10% if done after December 31, 2019 and before December 31, 2021. For investors 
who put money into an Opportunity Fund before December 31, 2028 (the deadline for when a Qualified 
Opportunity Fund must close), any capital gain from the Fund if held for at least 10 years is 100% tax free. An 
impediment to the use of Opportunity Funds has been the lack of clarity in the rules of the OZ program. With 
firm rules recently adopted in late 2019 by the Treasury Department, we expect increased interest in the  
Opportunity Zones in the coming years.
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MegaTrend #6 TOD Development Opportunities 
Along the Silver and Purple Lines
Overview of the New Rail Lines

While the Washington metro area has long been a leader in transit-oriented development, the construction 
of two new transformational transit projects is reshaping commercial real estate development patterns in the 
region’s Virginia and Maryland suburbs. The two projects are considerably different in the type of locations 
they serve, their purpose, their scale, and their operation, but both will provide much-needed improvements to 
mobility in a region with the longest commutes in the nation.

In Northern Virginia, the Silver Line is a new extension of Washington’s heavy-rail Metro system, connecting 
North Arlington and the District of Columbia to Tysons, Reston, Dulles Airport, and Loudoun County. The first 
phase of the 23.2-mile project between the East Falls Church and Wiehle-Reston East stations entered service 
in 2014, and the second phase extending to the Ashburn terminus has a tentative opening date by the third 
quarter of 2020. 

The first phase of the Silver Line includes six Fairfax County stations, while the second phase includes three 
stations in Fairfax County and three in Loudoun County. Additionally, the Silver Line extends east through  
Arlington County, District of Columbia, and Prince George’s County to Largo Town Center, sharing tracks with 
the Orange and Blue Metro lines.

The Purple Line is the Washington region’s first light rail line and will connect the inner suburbs of Montgomery 
and Prince George’s counties in Suburban Maryland. In contrast to the Silver Line, the Purple Line is a second-
ary route meant to supplement the existing rail system and is one of the first rail lines in the nation to connect 
suburbs without requiring an indirect route through the city center. The route will connect to four Metrorail 
lines, three MARC commuter rail lines, and Amtrak’s Northeast Corridor intercity rail line. As a light rail line, the 
Purple Line’s stations will be smaller and closer together than typical Metro stations, and the route will be  
at-grade for most of its length, including limited mixed-traffic segments.

Unlike the Silver Line, which is part of WMATA’s Metrorail system, the Purple Line is a standalone system that will 
be administered by the Maryland Transit Administration (MTA), with planned seamless connections between 
the two systems. The line includes 10 stations in Montgomery County and 11 in Prince George’s County and is 
scheduled for a staggered opening between the end of 2022 and 2023.

Silver Line Multifamily Real Estate Development Pipeline1

STATION

MULTIFAMILY (UNITS)2

UC/REC. DELIV.3 PLANNED

PHASE 1

McLean 785 6,210

Tysons Corner 96 3,163

Greensboro 859 1,505

Spring Hill 0 4,712

Wiehle–Reston East 660 4,675

PHASE 2

Reston Town Center 1,863 4,454

Herndon 0 850

Innovation Center 450 4,710

Dulles Airport 0 0

Loudoun Gateway 0 0

Ashburn 318 300

Total 5,031 30,579
1Apartment and condo projects within 0.5-mile radius of stations. 
2Market-rate only. 
3Projects under construction or delivered since 2018.
Source: Delta Associates; January 2020.

The Silver and Purple Lines
Northern Virginia and Suburban Maryland

SILVER LINE PURPLE LINE

Type Heavy Rail Light Rail

Operator WMATA (Metro)
Maryland Transit  

Admin. (MTA)

Opening Date 2014 (Ph.1; Q4 2020 (Ph.2) Q4 2022 - 2023

Length 23.2 Miles 16.2 Miles

# of Stations 11 21

Source: WMATA, MTA, Delta Associates; January 2020.
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TOD Development Activity

Both the Silver and Purple Lines have already generated a wave of development applications and construction 
activity around the planned stations. However, the amount of activity at each station has been very uneven.

The now-open first phase of the Silver Line is generating the greatest amount of total development, with 2,400 
market-rate multifamily units under construction or recently delivered within a half mile of a station. The bulk 
of this activity is occurring at the McLean and Greensboro stations in Tysons, and Wiehle-Reston East station 
in Reston. This is on top of the roughly five million SF in transit-centric development built since 2014. Another 
20,265 apartment and condo units are planned for the area near the first phase of the Silver Line.

The soon-to-deliver second phase of the Silver Line is generating significant development activity as well. 2,631 
multifamily units are currently under construction along Phase II of the Silver Line, almost exclusively near the 
Reston Town Center station. In sum, approximately 38% of all planned multifamily units (30,579 units) in North-
ern Virginia will be located within a half mile of a Silver Line station.

Most development activity along the Purple Line is occurring where the line meets existing Metro stations,  
specifically in Bethesda and Silver Spring in Montgomery County, and College Park and New Carrollton in 
Prince George’s County. In Montgomery County, 2,562 market-rate multifamily units under construction or 
recently delivered are within a half mile of a Purple Line station. Another 8,483 market-rate multifamily units are 
planned along the Purple Line in Montgomery County. 

In Prince George’s County, there is currently 907 market-rate multifamily units under construction near future 
Purple Line stations. 2,089 more multifamily units are planned at the county’s Purple Line stations. In sum, there 
are 3,469 multifamily units (18% of the Suburban Maryland pipeline) in Purple-Line proximate development 
projects.

Opportunities

The arrival of the Silver and Purple Lines present attractive opportunities to commercial real estate investors 
and other stakeholders. The two rail lines bring tremendous value to surrounding land in many ways. They  
encourage up-zoning, improve the quality of life for existing residents and businesses, and allow property 
owners to gain more value in their assets.

The most obvious way for property owners to unlock additional value in their properties is through new devel-
opment. As the supply of developable land diminishes, commute times grow longer, and concerns about the 
environment become more pressing, building at higher densities and with a mix of uses has become essential. 
Transit lines help facilitate these dense developments by lessening their impact on infrastructure and the envi-
ronment. The Washington region has long embraced this type of development and these two rail lines are just 
the next step in the evolution away from never-ending sprawl to more sustainable development.

Despite this, not all Purple and Silver Line stations are suitable for the same scale and type of new develop-
ment. In general, the Purple Line traverses older, heavily-urbanized areas that are already heavily built-up. As a 
result, most new development options include infill-type redevelopment opportunities to increase built density. 
By contrast, areas served by the Silver Line mostly include relatively low-density, partially built-out office parks 
in Fairfax County and even some greenfield in Loudoun County. Accordingly, the Silver Line has generated 
many ground-up mixed-use developments totaling several million square feet.

Purple Line Multifamily Real Estate Development Pipeline1

STATION

MULTIFAMILY (UNITS)2

UC/REC. DELIV.3 PLANNED

MONTGOMERY COUNTY

Bethesda Metro 1,296 3,930

Connecticut Avenue 611 101

Lyttonsville 0 0

16th Street-Woodside 0 0

Silver Spring Metro 286 3,358

Silver Spring Library 369 419

Dale Drive 0 0

Manchester Place 0 0

Long Branch 0 675

Piney Branch Road 0 0

PRINCE GEORGE'S COUNTY

Takoma-Langley 0 0

Riggs Road 0 0

Adelphi Road-UMGC-UMD 0 0

Campus Drive-UMD 0 0

Balt. Ave.-College Park-UMD 393 104

College Park Metro-UMD 229 950

Riverdale Park North-UMD 0 0

Riverdale Park-Kenilworth 0 0

Beacon Heights-East Pines 0 0

Glenridge 0 0

New Carrollton Metro 285 1,035

Total 3,469 10,572
1Apartment and condo projects within 0.5-mile radius of stations. 
2Market-rate only. 
3Projects under construction or delivered since 2018.
Source: Delta Associates; January 2020.
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Considering prevailing macro market conditions, the Purple Line heavily favors multifamily development near 
its stations over office, while the Silver Line can support a more balanced mix. However, this doesn’t ring true 
everywhere, as downtown Bethesda (located at the western end of the Purple Line) is amid an office con-
struction boom. Apart from downtown Bethesda, the most attractive opportunities for office development are 
located near the four Metro stations in Tysons and the two Reston stations.

High-density, multifamily development is feasible at nearly every Silver Line station and most Purple Line  
stations. The primary exceptions on the Silver Line are the Loudoun Gateway and Dulles Airport stations. The 
latter is located on MWAA-owned airport property and the former is subject to airport noise contour regula-
tions, precluding any residential development. Station areas best positioned for multifamily along the Silver 
Line are those that are already walkable and have an array of community amenities (e.g. parks, bike trails, 
libraries). 

There are various obstacles to development at several Purple Line stations including location on the Univer-
sity of Maryland’s campus, in-place low-density zoning, location in residential neighborhoods, and unripe 
market conditions. The bulk of multifamily development opportunities along the Purple Line are therefore 
concentrated in existing activity centers and connections to other rail lines, specifically in the Bethesda, Silver 
Spring, College Park/Riverdale Park, and New Carrollton areas. For investors with higher risk tolerance, there 
are development opportunities at some in-between stations where land values are relatively low, redevelop-
ment-ready properties are available, and up-zoning is likely. These include: Lyttonsville, 16th Street-Woodside, 
Takoma-Langley Transit Center, and Riverdale Park-Kenilworth Station.

Besides new development, other ways investors can leverage proximity to Silver or Purple Line stations include 
renovating existing assets, upgrading to a higher class of product, and capitalizing on the added value of tran-
sit access. Property owners can also enhance connectivity to transit stations by the construction of new paths 
or sidewalks and removing potential physical obstacles impeding tenant access to stations. Finally, owners can 
directly market to transit riders either at stations or on their buildings (if visible from trains or stations).

Ultimately, success will go to savvy investors who take calculated risks and look beyond the next 12 months. We 
expect the Washington metro area economy and commercial real estate market to remain on a steady path in 
the long-run. We hope the information in this report assists you in making informed business decisions in 2020 
and beyond. The balance of this report provides detailed information on each product type.
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IT HAS TURNED OUT WELL

Economic Outcomes Have Been Far Better Than Predicted

In December 2017, President Trump signed into law the Tax Cuts and Jobs Act, the first major overhaul of the 
country’s tax system in 16 years. The reforms moved millions of Americans into lower tax brackets, changed 
how businesses could depreciate their assets, and lowered the top corporate tax rate from 35% to 21%, making 
it competitive with the rest of the world. As of this writing, the reforms have had two years to work their way into 
the broader economy.

The reforms helped ignite growth in 2018, a year when the economy expanded 2.9%. Predictably, the impact 
had to wane eventually, and that seemed to begin during the second quarter of 2019 when U.S. Gross Domes-
tic Product (GDP) growth slowed to 2% on an annualized basis. During the third and fourth quarters of 2019, 
growth stood at 2.1% on an annualized basis. In other words, the U.S. appears to have returned to its pre-tax 
reform rate of growth.  

There is of course more at work than tax rates, deductions, etc. For much of the past year, economic deci-
sion-makers have been faced with various forms of glaring uncertainty, including those associated with the 
Sino-U.S. trade war. Two sectors, manufacturing and agriculture, have been hammered by the combination of 
uncertainty and slowing trade volumes. While that has not been enough to result in an economic downturn, it 
has helped slow the overall U.S. economy, including in the form of weaker business investment.

U.S. manufacturing added about 46,000 net new jobs during 2019 after adding approximately 264,000 net 
new positions in 2018. The sector is highly capital-intensive, which means that when the industry struggles, 
business investment is more likely to be impacted than total employment. This helps explain why the U.S. has 
managed to continue to add jobs robustly even as business investment was wavering.  Private business invest-
ment reached an all-time high during 2019’s initial quarter but has been receding ever since.

A popular metric used to gauge the health of the U.S. manufacturing sector is the Institute for Supply Manage-
ment’s Purchasing Managers’ Index (PMI). When the index is above 50, it indicates that there was an increase 
in manufacturing activity over the previous month. The PMI reading for December was 47.2%, indicating a 
contraction in U.S. manufacturing activity.

Agriculture is another capital-intensive industry that uses elevated levels of machinery but employs relatively 
few workers relative to output. Due in part to the trade dispute with China, many American farmers have been 
under pressure. The Farm Bureau reported in October 2019 that there was an increase in Chapter 12 bank-
ruptcies among farmers over the past year. Using data from U.S. Courts, they found that the number of filings 
between September 2018 and September 2019 was 24% higher relative to the prior 12-month period.

But as long as the consumer is spending, the U.S. economy can grow. Indeed, the American consumer has con-
tinued to expand outlays in the context of an incredibly strong labor market (e.g. job growth in health services, 
hospitality, professional services, logistics), one that has been supporting a 50-year low in unemployment.

Source: Bureau of Labor Statistics, S&P/Case Shiller; January 2020.

Source: U.S. Bureau of Labor Statistics, U.S. Bureau of Economic Analysis, Sage Policy Group;  
January 2020.

2019 Highlights

Payroll Employment: 152.4 million in December 2019

Job Growth: Increased 2.1 million the 12 months ending 
December 2019

Unemployment Rate: 3.5% at December 2019, down from  
3.9% one year ago

Housing Prices: Increased by 3.5% during the 12 months 
ending November 2019

Net Domestic Private Business Investment  
and Manufacturing Employment
United States
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As of this writing, the U.S. has added jobs for 111 consecutive months, adding 22 million net new jobs in the 
process. There are approximately 7 million available, unfilled jobs in the U.S. There are approximately 6 million 
unemployed Americans. Strong demand for workers combined with an already tight labor market has helped 
perk up wage growth, fueling consumer confidence and a household spending cycle with substantial momen-
tum at the start of 2020.

In December, the last month for which data are available at the time of this writing, the U.S. added 145,000 
net new jobs. While that number was lower than consensus expectations, as of right now, the U.S. economy is 
enjoying broad-based success. Moderate growth has been enough to keep a lid on inflation while supporting 
corporate profitability. These dynamics have coincided with a booming stock market, which has further bol-
stered confidence in addition to generating positive wealth effects.

The result is that despite a host of risk factors, the U.S. economy continues to hum. Make no mistake, most 
economists have been far too pessimistic regarding predictions of economic performance. Here is what was 
supposed to happen, at least as dictated by economic theory. America’s unprecedentedly lengthy expansion 
has been steadily driving unemployment lower and wages higher. Recently, unemployment in the U.S. has 
been at a 50-year low. At the same time, demand for new workers, including in construction, has been elevated.

All of this should have translated into more inflationary pressure, higher interest rates, and eventually a 
slumping U.S. economy, slowing construction sector and suppressed stock market. To date, none of this has 
happened. As measured by the Core Personal Expenditures Deflator, inflation recently has been running at 
meaningfully less than 2% on a year-over-year basis, allowing Federal Reserve policymakers the luxury of 
cutting interest rates three times in 2019 during a period which was supposed to be associated with further rate 
increases. Monetary policymakers raised key short-term interest rates nine times between December 2015 and 
December 2018, in large measure because of significant concerns regarding emerging inflationary pressures.

Those inflationary pressures simply failed to arrive. There are many possible explanatory factors, including a 
slumping global economy that helped to bring commodity prices lower, a sturdy U.S. dollar, decent productiv-
ity growth (at least on occasion), and the spread of e-commerce, which supplies consumers with both greater 
choice and often lower prices. In any case, the lack of problematic inflation has helped to keep the cost of 
capital low, allowing consumers, businesses, and governments to borrow more aggressively. While this creates 
a vulnerability that may come to strangle the economic expansion at some point in the future, thus far the im-
pact has been to increase demand for a variety of goods and services, drive real estate valuations higher, and 
support ongoing demand for the delivery of construction services.

Other sources of concern have thus far caused less damage to economic momentum than had been predict-
ed. Trade wars, Brexit, impeachment, and other phenomena have all increased the level of uncertainty facing 
economic decision-makers. While U.S. manufacturing and agriculture have been weak in recent quarters, the 
impact on the balance of the economy has been subdued, allowing for ongoing economic expansion.

What’s more, the recent arrival of a first phase trade deal between the U.S. and China and the overwhelming 
victory of conservatives in Great Britain have dramatically reduced the level of uncertainty facing the global 
economy in 2020. The International Monetary Fund estimates that the global economy expanded 3% in 2019, 
but that it will grow a more impressive 3.4% next year. This means that the global economy is likely to represent 
less of a drag on the U.S. growth next year.  Moreover, recent developments should help speed recovery in the 
manufacturing and agricultural sectors, further supporting domestic economic expansion in 2020.

Source: U.S. Bureau of Labor Statistics, Sage Policy Group; January 2020.

Source: U.S. Bureau of Economic Analysis, Sage Policy Group; January 2020.

Monthly Job Growth
United States

Core PCE Deflator
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Homebuilding Makes A Comeback

Though the economic expansion continues to set records for longevity, single family construction has not 
generally represented one of its primary supporting factors. While considerable capital has been invested into 
the construction of large-scale apartment buildings in many of the nation’s large metro areas, single-family 
construction has failed to meaningfully recover from the 2008-2009 financial crisis.

That may be about to change. A combination of demographics and the structure of the current recovery have 
conspired to create an environment more suitable to significant single-family construction.  Millennials now 
represent the country's largest generation, and they are now entering the market for homeownership in larger 
numbers. Many were hammered by the financial crisis as they were just stepping into their careers, which 
served to delay milestones such as paying off student debt, getting married, and buying a home.

But as indicated by the National Association of Realtors’ 2019 Home Buyers and Sellers Generational Trends 
Report, Millennials represented the largest cohort of homebuyers last year, accounting for 37% of all home 
purchases. Many realtors observe that despite higher prices and a low inventory of homes on the market, 
Millennials are unlikely to compromise on the condition of the home they purchase.  Perhaps this is because of 
their lack of experience as homeowners and their desire to avoid large, unforeseen expenses in the context of 
often elevated student debt and the fact that many are still years away from reaching their peak earnings. Low 
inventory and a desire for homes in good condition translate into demand for new homes.

Whether by virtue of this logic or because of increasingly evident momentum, builder confidence in the newly 
built, single family home market jumped 5 points in December 2019 to a reading of 76, the highest reading 
since June 1999. 
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National Economic Outlook: Rising to Meet Expectations

One could be forgiven for thinking that the U.S. economy was headed headlong into recession in mid-year 
2019. At that time, an inverted yield curve was signaling economic turmoil, financial markets were turbulent, 
and the ongoing trade wars appeared to be worsening. The Federal Reserve responded by cutting short-term 
interest rate three times to help head off further economic weakening.

It worked. A lower cost of capital helped reinvigorate financial markets and helped keep the consumer spend-
ing cycle going. Job creation continued and the U.S. economy was able to navigate through a soft patch. With 
the U.S. and China reaching a first phase trade deal and with conservatives carrying the day in Great Britain, 
rendering a smoother Brexit more likely, uncertainty appears to be on the wane. The result is that the global 
economic outlook is firming. After growing an estimated 3% in 2019, the International Monetary Fund expects 
3.4% growth in 2020. The implication is that the global economy is set to become more of a tailwind for the U.S. 
economy in 2020.

As if that were not enough, segments that had been slowing U.S. economic growth in recent times, including 
homebuilding, agriculture, and manufacturing, are set to rebound in 2020. Between mid-year 2019 and year-
end, the outlook for the economy has changed rather dramatically.

This is not to suggest that there aren’t risks present. Stock prices have been racing higher, but that creates 
further room to the downside. Inflationary pressures may yet emerge as the global economy regains steam and 
as the U.S. labor market tightens further. Oil prices have been rising recently, and a stronger global economy 
stands to raise demand for other commodities, which could further reinforce inflationary pressures, eventually 
resulting in higher interest rates and more difficulty in sustaining higher real estate valuations.

There are also the 2020 elections to consider. The philosophies of various candidates are vastly different, and 
the uncertainty this could generate is likely to be felt during and after the third quarter of 2020 as various eco-
nomic actors adopt a wait-and-see attitude. Accordingly, there is very good reason to believe that the economy 
will get off to a good start in 2020, but then soften over the course of the year as elections approach.

Source: National Association of Home Builders (NAHB)/Wells Fargo, Sage Policy Group; January 2020.

Source: U.S. Census Bureau, Sage Policy Group; January 2020.
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CHAMPIONSHIPS AND A GOOD ECONOMY –  
WHAT ELSE COULD ONE WANT?
Every successful region has at least an industry or two in which it specializes. In San Diego, it is biotech and 
tourism. In Boston, it’s IT and higher education. In New York, it’s finance and fashion. In Seattle, it’s software and 
aerospace. In Nashville, it’s healthcare and music. And in Washington, it’s the federal government, federal con-
tracting, diplomacy, lobbying, tech (e.g. cyber, e-commerce, and life sciences), and tourism. It’s an impressive 
foundation upon which to build a 21st century economy, and under most circumstances, Washington prospers.

Still, there are circumstances under which the Washington metro area falters, including during periods of soft 
federal government spending and severe downturns in real estate. While commercial leasing activity remains 
brisk in the Washington area and transactional volumes remain robust, there is always the fear that the next 
downturn lurks just around the proverbial corner.

Even during periods of distress, Washington tends to hold up better than most major American metro areas. 
While high finance and manufacturing tend to enter boom and bust cycles, federal activity tends to be more 
stable. Indeed, during early stages of economic expansions, policymakers endeavor to bulk up federal expen-
ditures, helping to speed the recovery of the Washington area’s economy in the process.

In 2006, two years before things got really nasty, the Washington metro area’s employment stood at around 3 
million strong. While job loss was substantial during the worst of the global financial crisis, by 2010, the region 
had recaptured virtually all the jobs it had lost. That was not true for the nation. Between 2006 and 2010, the 
nation shed more than 6 million jobs. As is often the case, Washington came out of the melee relatively un-
scathed, straightened its jacket, and walked confidently toward K Street even as much of the rest of the nation 
had yet to get back on its feet.

As if historical economic outperformance and the Mystics, Capitals, and Nationals were not enough, current 
circumstances also favor Washington. Federal outlays, including those at the Department of Defense, remain el-
evated, pumping dollars through the local economy. Recent Congressional Budget Office projections indicate 
that the federal budget deficit approached $1 trillion in FY 2019 and will average around $1.2 trillion between 
2020 and 2029. While this may make many uncomfortable, including because the Medicare Trust Fund is set for 
insolvency in 2026, for now this serves to keep the Washington region’s economy buzzing.

There’s more. Given an abundance of office space users, high net worth households, and visitors arriving from 
all corners of the world, commercial real estate and construction are big business in Washington. Regions that 
specialize in real estate are disproportionately sensitive to interest rates. Low interest rates generally translate 
into a low cost of capital, which in turn feeds the appetites of developers and other investors. The result is 
cranes in the air and commercial real estate brokers speaking rapidly into airpods as leases are negotiated and 
new space delivered.

2019 Highlights

Payroll Employment: 3.4 million at December 2019

Job Growth: Increased 52,600 during the 12 months ending 
December 2019

Job Growth Projection: Decelerating growth, averaging 
30,300 per year through 2022

Unemployment Rate: 2.8% at November 2019, down from 
2.9% one year ago

Housing Prices: Increased 3.2% during the 12 months 
ending November 2019

Source: Bureau of Labor Statistics, Sage Policy Group; January 2020.

Job Growth
Washington Metro Area
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Interest rates have been shockingly low throughout the economic expansion. Tax cuts passed in late-2017 have 
also helped support vigorous economic activity in the Washington area as corporations have had more money 
to spend and working Washingtonians have less to fear with respect to the impacts of the alternative minimum 
tax.

According to the U.S. Census Bureau, five of the 25 richest counties in the country lie just south of the Potomac 
in Virginia, with Loudoun County taking the top spot, followed by Fairfax County. There is also significant wealth 
north of the river, including in Montgomery County, MD and in neighboring Howard County, which forms part 
of the Baltimore metro area. Presumably, this translates into disproportionate benefit from the American Tax 
Cuts and Jobs Act, though some may complain that their state and local tax deductions aren’t quite as helpful 
as they once were.

Washington also doesn’t have much presence in key economic segments that have softened in recent years, 
including manufacturing and agriculture. According to the American Farm Bureau Federation, there were just 
12 direct agricultural jobs in the District of Columbia in 2019. It should be noted that the report covered just the 
city and not the surrounding regions. Additionally, the number of regional manufacturing jobs is 56,700 as of 
December 2019, which means that this segment comprises less than 2% of the region’s employment.

Accordingly, the softening in national economic growth that has occurred since the first quarter of 2019 has 
largely bypassed the Washington area, positioning the region to recover rapidly from the longest federal 
government shutdown in history. Efforts to accommodate Amazon’s HQ2 are now in full swing, supplying the 
region with additional forward momentum. With the national economic outlook firming as 2020 approaches, 
the Washington area is likely to get another boost over the near-term.

Job Growth Remains Steady Amidst Tightening Labor Market

The Washington metro area added 52,600 jobs on a year-over-year basis in December 2019, remarkable given 
how much tighter the labor market has become over the past two and a half years.

It helps that for now the federal government is operating. In mid-December, the House of Representatives 
approved a $1.4 trillion spending package. The legislation was crafted with the hope of avoiding another 
federal government shutdown. It also includes an additional $50 billion in new spending. The legislation also 
raises civilian federal employee salaries by 3.1%, a nice boost to a workforce that already earns well above the 
national average.

At the vanguard of job creation is the professional and business services sector, which helps create demand for 
human capital at accountancies, law firms, and among the architectural and engineering communities. This sec-
tor added 24,800 net new jobs in the Washington metro area between November 2018 and November 2019. 
Robust consumer spending manifests itself in various ways, including in the creation of jobs at restaurants and 
hotels, which are reflected in the leisure and hospitality category, a segment that added 20,400 net new jobs in 
the Washington area over the past year.

There are regions that have added jobs even faster, and these tend to be in the south or in the northwest. 
This is where population is growing fastest. It is likely that the Washington area’s pace of job growth is being 
substantially hampered by increasingly expensive housing, inducing significant numbers of emerging profes-
sionals who opt for regions like Baltimore and Richmond.

Source: Bureau of Labor Statistics, Sage Policy Group; January 2020.

Source: Bureau of Labor Statistics, Sage Policy Group; January 2020.

Job Growth By Industry
Washington Metro Area | 12 Months Ending December 2019

Job Growth By Industry
25 Largest Metro Areas | 12 Months Ending December 2019
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Washington Metro Area Economic Outlook: Rising to Meet Expectations

As we enter 2020, the economy looks good. Major risk factors like the Sino-U.S. trade war and Brexit have been 
alleviated. Inflation remains low. So, too, does unemployment. Demand for workers continues to be elevated, 
which presumably will translate into ongoing job growth and support for the nation's consumer spending cycle.

As always, one can point to risks. Asset prices are elevated, including U.S. equity prices. Interest rates have 
begun to edge higher. While problematic inflation remains invisible in the data, the raw ingredients for more 
troublesome inflation are present, including in the form of a 50-year low in U.S. unemployment and a firming 
global economy.

Then there are the 2020 elections, which will result in a resurgence of uncertainty in the third and fourth quar-
ters of 2020. Among other things, these elections could have a chilling effect on portions of the Washington 
area economy as many analyze the possibility of a brand new world in 2021.
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OFFICE NET ABSORPTION OUTPACES 2018,  
YET VACANCY REMAINS ELEVATED 
The Washington metro area office market recorded 4.1 million SF in net absorption during 2019, the highest 
level since 2010. Despite declining 10 basis points during the year, the vacancy rate remains elevated at 12.7%. 
Construction levels expanded to 12.1 million SF at year-end 2019, up from 9.4 million SF one year ago. We 
expect the vacancy rate to flatten metro-wide over the next two years. The suburban market will experience im-
proving conditions, while the District of Columbia will soften slightly. We expect flight to quality and decelerat-
ing job growth to impact the District of Columbia, specifically second-generation Class A space. However, Class 
B is now starting to see the impact of flight to quality. 

Net Absorption 

The positive 4.1 million SF of absorption in 2019 was the result of several large new leases and pre-leased 
deliveries, which pushed it above the 10-year average of 2.0 million SF. The most notable deal during 2019 was 
Frederick Health’s 387,000 SF user purchase of 1 State Farm Drive in Frederick, Maryland. Following was PwC 
leasing 201,000 SF at 655 New York Avenue, NW in the District’s East End submarket. Joining the advisory firm 
in the East End, is the DC Office of Attorney General who leased 200,000 SF at 601 D Street, NW. 

Several large move-outs tempered absorption during 2019. KPMG vacated 234,000 SF at 1676 International 
Drive in the Tysons Corner submarket and the CIA vacated 276,000 SF at 1760 Business Center Drive in Reston. 
While in the District of Columbia, the International Monetary Fund (IMF) vacated 195,000 SF within three build-
ings in the East End submarket. Goodwin Procter relocated out of 115,000 SF at 901 New York Avenue to its 
new 93,000 SF home at 1900 N Street, NW, downsizing by 19%. 

Leasing activity in the Washington metro area was driven by tech firms during 2019, primarily in Northern Vir-
ginia. Closely following was business consulting firms, also heavily dominated by Northern Virginia. Health-re-
lated services gained traction, making up for 11.5% of total leasing, mostly in Suburban Maryland. 

Vacancy Rate 

The Washington metro area’s direct vacancy rate was 12.7% at year-end 2019, down from 12.8% one year prior. 
Despite this decline, the vacancy rate is elevated due to several construction projects coming on-line. Although 
the leasing at new projects has done well, there has not been enough demand to backfill the 2nd generation 
space tenants are leaving when they relocate to new construction. 

The District maintains the lowest vacancy rate at year-end 2019 at 9.8%, despite experiencing an 80-basis point 
increase during the year. Northern Virginia and Suburban Maryland both experienced decreases in their vacan-
cy rates, with 14.4% and 13.5%, respectively.

The Washington Metro Area  
Office Market

2019 Highlights

Net Absorption: 4.1 million SF during 2019, compared to 3.6 
million SF during 2018

Direct Vacancy Rate: 12.7%, down from 12.8% one year ago

Pipeline: 12.1 million SF at 63% pre-leased, up from 9.4 
million SF at 60% pre-leased one year ago

Asking Rents: Increased 0.8% during 2019, compared to an 
increase of 1.4% in 2018

Investment Sales: $6.6 billion ($269 PSF) during 2019, 
compared to $7.9 billion ($325 PSF) during 2018

Source: Transwestern; January 2020.
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Pipeline

Major pre-leased deliveries that boosted net absorption during 2019 include Douglas Development’s 756,000 
SF at Square 450, which is 70% leased to the Advisory Board. In Northern Virginia the Meridian Group com-
pleted Boro Tower, a 438,000 SF property now home to KPMG. In Suburban Maryland, JBG SMITH delivered 
300,000 SF at 4747 Bethesda Avenue, which is leased by JBG SMITH, Booz Allen Hamilton, and Host Hotels & 
Resorts.

The 12.1 million SF construction pipeline in the Washington metro area is currently above the 10-year average 
of 8.3 million SF. Although construction has likely peaked for the current cycle, we expect select projects to 
continue as tenants search for quality to lure the best talent. Notable pre-leases signed during 2019 include ICF 
taking 207,000 SF at 1902 Reston Metro Plaza in Reston, Neustar pre-leasing 100,000 SF at 1906 Reston Metro 
Plaza in Reston, and Chemonics signing for nearly the entire 300,000 SF project at 1275 New Jersey Avenue, SE 
in the District’s Capitol Riverfront. 

New, amenitized buildings continue to attract tenants from second-generation Class A space and backfilling 
this product will be challenging for select owners. To compete for tenants, we expect landlords to continue 
to renovate and amenitize older product. However, conversions to other product types, such as multifamily or 
medical office, may help in reducing obsolete inventory in less competitive submarkets.

Projected Supply vs. Demand

We project the metro-wide overall vacancy rate, inclusive of sublease space, will remain relatively flat through 
December 2022, hovering around the mid-13% range, compared to 13.5% today. We expect the vacancy rate 
to rise in the District of Columbia, as 4.9 million SF is slated to deliver with 3.1 million SF of vacant space. We 
anticipate the vacancy rate in Northern Virginia to remain flat, while edging down slightly in Suburban Mary-
land. Steady leasing and a controlled pipeline will prevent oversupply in Suburban Maryland, which will help 
push the vacancy rate down. 

Asking Rents

Average asking office rents for the Washington metro area increased 0.8% during 2019, down from 1.4% 
during 2018. Concession packages remained elevated during 2019, as landlords competed to fill spaces. For 
a typical 10-year term for a new lease, tenant improvement allowances averaged around $86 PSF with 12.6 
months of free rent for deals inked during 2019. 

We expect asking rents to rise by 1% to 2% during 2020. Trophy and new construction office buildings located 
in highly walkable, amenitized environments should experience greater rent gain, which helps elevate the 
metro area average. 

Investment Sales

Investment sales totaled $6.6 billion, or $269 PSF, in the Washington metro area during 2019. The figure is 
below the $7.9 billion, or $324 PSF achieved in 2018. The average cap rate for core office assets in the Wash-
ington metro area, on a 12-month trailing basis, was 6.4% at the end of the fourth quarter of 2019, according to 
Real Capital Analytics. 

Source: Transwestern; January 2020.

Source: CoStar, Transwestern; January 2020.
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Office Market Outlook: Rising to Meet Expectations

We expect office market fundamentals to remain mixed in the Washington metro area over the next two years. 
We project the metro-wide overall vacancy rate will flatten, hovering around the mid-13% range through 
December 2022. This is primarily due to the District of Columbia, where construction levels have increased 
notably and there has not been enough demand to backfill the vacated space. We expect asking rents to rise 
by 1% to 2% during 2020 and concession packages to remain elevated. In the short-run, the Washington metro 
area office market will continue with an elevated vacancy rate. Regardless, in the long-run, we expect Washing-
ton to remain among the top-performing markets in the United States.

Source: CoStar, Transwestern; January 2020.
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STRONG DEMAND AVDANCES FUNDEMENTALS AND BOOSTS RENTS
The industrial market in the Washington/Baltimore region strengthened during 2019, due to a combination of 
pre-leased deliveries and sizable lease deals which pushed the direct vacancy rate down to 6.9% at December 
2019. Given the lack of new product the pipeline expanded to 8.9 million SF. Tight conditions pushed the ask-
ing rents up on average by 2.6% during 2019, with rent spikes in the closer-in submarkets of the Washington 
metro area. We expect continued growth during 2020, as rising demand and barriers to entry will create tighter 
market conditions that will lower the vacancy rate and put upward pressure on asking rents. 

Net Absorption

Industrial net absorption in the Washington/Baltimore region totaled 3 million SF in 2019, compared to 6.3 
million SF during 2018. This is compares to the 10-year average of 4.1 million SF. Net absorption during 2019 
favored the Baltimore metro area and was driven by a combination of pre-leased deliveries and large lease 
deals.

Notable pre-leased deliveries and lease transactions during the year included:

• 628,000 SF delivery at 1100 Woodley Road – Building C and 250,000 SF delivery at 505 Advantage 
Avenue in Harford County, which both delivered 100% pre-leased to The Container Store and Prime 
Source, respectively

• Ace Logistics leased 255,000 SF at 5250 Holabird Avenue in Baltimore City

• Cowan Systems signed for 195,000 SF at 6300 Beckley Street in Baltimore City

• 188,000 SF delivery at 22895 Ladbrook in the Dulles Corridor submarket, which delivered 100% 
pre-leased to Airbus

• Choice Stairways leased 102,000 SF at 8800 Lottsford Road in Prince George’s County

Vacancy Rate

The Washington/Baltimore region’s direct vacancy rate ticked down during the year, decreasing 30 basis points 
to 6.9%. Since peaking at 10.6% in 2009, the region’s direct vacancy rate has consistently declined and is  
currently well below the 10-year average of 8.5%.

Pipeline

Developers delivered 2.9 million SF in the region during 2019, down significantly from the 6.8 million SF added 
during 2018. There is approximately 8.9 million SF under construction at year-end 2019, up significantly from 
3.4 million SF a year ago. This is well above the 10-year average of 3.5 million SF.

Tradepoint Atlantic broke ground on a 1.5 million SF project at 7015 Tradepoint Avenue – Logistics Center X in 
Baltimore County East during 2019. It is 100% pre-leased by Floor & Décor and is expected to deliver by mid-
2020. In the Washington metro area, the largest groundbreaking took place at 4600 Hargrove Drive in Prince 
George’s County. At this site, CGMG Development and AEW is building a 192,700 SF flex/warehouse building, 
which is expected to deliver during the second quarter of 2020.

The Washington/Baltimore Regional  
Industrial Market

2019 Highlights

Net Absorption: 3 million SF during 2019, compared to 6.3 
million during 2018

Direct Vacancy Rate: 6.9%, down from 7.2% one year ago

Pipeline: 8.9 million SF at 43% pre-leased, up from 3.4 
million SF at 46% pre-leased one year ago

Asking Rents: Up 2.6% during 2019, compared to rising 
2.3% during 2018

Investment Sales: $1.9 billion ($112 PSF) during 2019, 
compared to $2.4 billion ($116 PSF) during 2018

Source: Transwestern; January 2020.
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Projected Supply vs. Demand

The regional industrial overall vacancy rate, inclusive of sublease space, likely will tick down to the high-6% 
range by year-end 2021, from 7.4% today. The vacancy rate will decline as leasing activity remains steady and 
older product is removed from the inventory during the next 12 months. We expect a greater decline in the 
Washington metro area vacancy rate, as a higher number of obsolete industrial properties are removed from 
the inventory due to demolition. 

Asking Rents

Industrial asking rents grew by 2.6% during 2019, compared to 2.3% during 2018. Flex/warehouse outper-
formed all other classes with 3.1% rent growth. Most of this growth occurred in the Washington metro area with 
an average of 3.4% growth in rents, with the closer in submarkets experiencing rent spikes. We expect industri-
al rents to increase 2.5% to 3.5% during 2020, as conditions continue to strengthen. 

Investment Services

Industrial investment sales volume totaled $1.9 billion, or $112 PSF, in the Washington/Baltimore region during 
2019. The 2019 total is a slight decline from the $2.4 billion recorded in 2018. Boosting the 2019 total was sev-
eral portfolio sales including large purchases from The Blackstone Group, Velsor Properties, Starwood Group, 
and Buchannan Partners.

We expect investment sales activity to remain healthy in 2020, as market conditions continue to strengthen. We 
anticipate that those with cash will continue to take advantage of purchasing industrial assets in the Washing-
ton/Baltimore market, given its long-term growth prospects and stable nature. 

Industrial Market Outlook: Rising to Meet Expectations

We expect the industrial market to expand during 2020 and 2021. E-commerce and distribution demand will 
contribute to the growth, given the region’s access to critical East Coast distribution channels, such as the Port 
of Baltimore and Interstate 95. As the nation’s top per capita income market, led by Washington, the region is 
considered a gateway market with strong demand and very limited opportunities for new product. These fac-
tors have and will continue to push occupancy and rental rates up at a steady pace. However, as e-commerce 
and demand for newer Class A product grows, we expect rent spikes especially for newer product. The primary 
distribution products are retail oriented with a focus on consumer goods and food.

We project that the overall vacancy rate will tick down to the high-6% range by year-end 2021, from 7.4% today. 
The vacancy rate will decline as leasing activity remains steady and older product is removed from the invento-
ry during the next 12 months. Given these conditions, we expect asking rents will rise by 2.5% to 3.5% during 
2020, with continued rent spikes in select submarkets. 

Construction levels should remain steady in 2020, as tenants continue to seek upgraded space with a focus on 
efficient building design and site layout, which includes better trailer loading, clear heights, column spacing, 
and parking. Much of the current product is older stock and does not fully meet the needs of today’s industrial 
user. This will occur more so in the outer markets given land prices close to the core. We anticipate pipeline 
growth will be offset by conversions of older, obsolete industrial product into different property types. This 
trend will be most noticeable in submarkets where developable land is scarce and priced high, particularly 
inside the Beltway. Overall, we expect healthy market conditions in 2020 and beyond.

Source: Transwestern; January 2020.
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RENT GROWTH IN 2019 CONSISTENT WITH 2018
After almost a decade of stagnant rent growth due to a more competitive marketplace, the past two years have 
marked a shift in the market. Although the development pipeline remains elevated, Class A apartment rents 
increased by 2.6% in the Washington metro area for the second year in a row, the strongest rent growth since 
2010. Annual absorption also rebounded after dropping below 10,000 units in 2018 and for most of 2019.

Effective Rents

Metro area effective rents for all classes of investment-grade apartments increased 3.6% in 2019. Class A rents 
increased by 2.6%. Rent growth for Class A low-rise product outperformed mid- and high-rise product in North-
ern Virginia while the reverse was true in Suburban Maryland. Meanwhile, District Class A rents increased 2.7% 
from year-end 2018.

Vacancy Rate

The Washington metro area stabilized vacancy for all classes of apartments is 3.6%, down 60 basis points from 
year-end 2018. The year-end 2019 vacancy rate for stabilized Class A apartments in the Washington metro area 
decreased 10 basis points from year-end 2018 at 4.6%. 

• Low-rise stabilized vacancy is up 30 basis points to 4.6%. 

• Mid and high-rise stabilized vacancy is down 30 basis points to 4.7%. 

Lease-Up

Per project lease-up pace for projects currently in lease-up as of year-end 2019 was 16 units per month, an 
average increase of two units from year-end 2018. There are 64 projects in active lease-up at year-end 2019 
compared to 60 projects at year-end 2018. 

The Washington Metro Area  
Apartment Market

2019 Highlights

Net Absorption: 10,960 units for Class A and 13,147 units for 
both Class A and Class B

Vacancy Rate: 3.6%, down 60 basis points from year-end 
2018

Pipeline: 38,420 units, up slightly from year-end 2018

Effective Rents: 3.6% for Class A and Class B, or 2.6% for 
Class A during 2019

Source: Delta Associates; January 2020.
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Pipeline

The pipeline of likely deliveries over the next 36 months currently stands at 38,420 units, up slightly from year-
end 2018. This is the ninth year in a row the development pipeline has been above 30,000 units. Condo con-
version will not help much with reducing the development pipeline, as only 4.7% of the 24,410 units currently 
under construction as of year-end 2019 (but not yet leasing) metro-wide are of a scale of suitable for switching 
to condominiums before delivery. So far in the cycle, a handful of apartment projects, ranging in size from 60 to 
200 units, have switched to condominiums (and a few have subsequently switched back to  
apartments).

In 2019, 12,835 units started construction metro-wide. An estimated 13,700 units are slated for delivery in 2020,  
1,800 units more than the 11,983 units delivered over the past year. Most of these deliveries will be in the core 
jurisdictions of the District, Arlington, and Alexandria. Deliveries are expected to decrease to 11,701 units in 
2021.

The pipeline of likely deliveries in the Washington 
metro area over the next 36 months totals 38,420 
units as of year-end 2019

Investment Sales

In 2019, 39 Class A multifamily sales closed, accounting for more than 11,100 units with a combined value of 
over $3.4 billion. In 2018, 42 Class A multifamily sales closed during the year, accounting for 10,850 units with  
a combined value of $3.5 billion.

In 2019, at least six land sales were recorded that can accommodate nearly 1,200 units at a value of $137.9 
million. Eight multifamily land sales were recorded in 2018 that can accommodate about 2,100 units at a com-
bined value of about $137.6 million. 

Total return on apartment investment (cash flow plus appreciation, as reported by NCREIF) in the Washington 
market now surpasses the national average as other metro areas have started to slow. The annual total return 
as of third quarter 2019 was 5.61%, significantly off the cyclical peak of 28.64% in 2010. Washington was early 
to recover from the 2009 recession and early to peak in investment returns.  Investors seeking the risk-adjusted 
safety of Washington apartments bid up prices even as rent growth was slowing – contributing to lower overall 
returns.

Source: Delta Associates; January 2020.

Market-Rate Apartment Development Pipeline
Washington Metro Area
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Net Absorption 

Class A apartment absorption in the Washington area was 10,960 units in 2019, well above the long-term 
average and 21% higher than a year ago. About 40% of the units absorbed over the past year were in Northern 
Virginia, higher than the District, although the gap between the two substate areas has narrowed from about 
eight percentage points a year ago to a little over one percentage point.

Contributing factors to the sustained above-average absorption include: 

• A plentiful supply of new apartments. 

• An increase in the types of jobs and income categories that tend to generate demand for rental 
apartments rather than ownership housing. 

• An increase in the overall share of renter households vs. owners. 

• An increase in Millennial households that tend to/prefer to rent rather than own. 

We project annual demand remaining above the long-term average over the next three years, averaging 9,083 
units per year. Absorption in Northern Virginia has greatly improved in 2019 and we expect the bulk of absorp-
tion in the period ahead to occur in this substate area and the District.

Apartment Market Outlook: Rising to Meet Expectations

Although the 36-month pipeline remains high across the metro area, absorption is running well above the 
long-term average in recent years, which is keeping vacancy in check. When the prior year’s absorption is 
compared to the development pipeline at the submarket level, all but seven low-rise submarkets in Northern 
Virginia and Suburban Maryland have less than four years of supply (or one year’s worth of product overhang). 
Twelve of these submarkets have less than two years of supply and could be considered supply-constrained. 
There are also nine high-rise submarkets that have less than four years of supply; six of these have less than two 
years of supply. This suggests there are still development opportunities in the metro area, despite an overall 
market perception of supply.

Another way of looking at the development pipeline at the submarket level is new supply relative to existing 
inventory. In 13 low-rise submarkets, the projected oncoming supply over the next 36 months represents less 
than 10% of existing inventory. Among high-rise product, two submarkets have oncoming supply representing 
10% or less of existing inventory – Central DC and N. Bethesda/Rockville. In submarkets where new pipeline 
represents a relatively smaller increase in inventory, negative impacts on vacancy and rent growth will be less 
than in other locations.

Given projected absorption and the delivery schedule of projects currently under construction, we expect the 
region-wide vacancy rate for stabilized Class A apartment properties will decrease by 10 basis points in three 
years compared to today – resulting in a metro-wide rate of 4.5%; however, we expect vacancy to fluctuate 
during this three-year period. There will be a significant variance in conditions among submarkets. 

Annual rent growth in 2019 is 2.6%, which is stronger than in recent years (and equivalent to the growth rate in 
2018). However, we expect regional Class A rent growth to remain below the long-term average over the next 
three years, increasing by 2.75% in 2020 and 2021, eventually reaching 3% in 2022.

Source: Delta Associates; January 2020.
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Class A Demand And Supply Projections
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PRICES UP BY THE MOST SINCE 2015
Sales activity has remained steady over the past year. Suburban Maryland had the sharpest annual price 
growth, almost six times that of Northern Virginia and the District. Inventory remains tight in the metro area and 
the number of available units has decreased for the first time during 2019. Price growth in 2019 approached 
3%, the biggest annual increase since 2015, although it remains below the long-term average. We can expect 
below-average price growth going into the year 2020.

Sales Activity

There were 1,596 net sales of new condo units in the Washington metro area in 2019. The Capitol East submar-
ket in the District of Columbia continues to dominate the city’s new condo market in terms of activity with 349 
sales during the year and maintains its lead as the most active submarket in the Washington metro area. The 
Upper Northwest submarket, which has very little product on the market, was the District of Columbia’s quietest 
with five sales in 2019.

The Washington Metro Area  
Condominium Market

2019 Highlights

Net Sales: 1,596 during 2019, up nearly 10% from 2018

New Sale Prices: Up by 2.9% metro-wide in 2019

Units Actively Marketing: Up 17% during 2019, but the total 
36-month pipeline decreased by 22% from 2018

Months of Inventory: 13.9 months, up slightly from a year 
ago

Starts: 630 new condo units in 2020, down almost two thirds 
from 2019

Source: Delta Associates; January 2020.

New Condo Sales Activity
Washington Metro Area
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CONDOMINIUM SUBMARKET YEAR-END SALES/REMAINING INVENTORY

Central DC 13/129

Mideast DC 77/320

Upper NW DC -2/29

Capitol East DC 54/1,174

Arlington/Alexandria 37/406

Fairfax/Falls Church 37/286

Loudoun/Prince William 22/384

Montgomery 39/265

Prince George's 44/140

Source: Delta Associates; January 2020.
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New Condominium Price Change
2019

SUBSTATE AREA EFFECTIVE PRICE CHANGE

District of Columbia 1.1%

Northern Virginia 1.2%

Suburban Maryland 6.3%

Washington Metro Area 2.9%

Note: "Same store" sales.
Source: Delta Associates; January 2020.

Source: Delta Associates; January 2020.

Effective New Condo Sales Price Change
Washington Metro Area
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Prices

Effective prices for “same-store” new condo units increased by 2.9% in 2019. In the District of Columbia, the 
Central DC condo submarket had the greatest price growth over the year at 4.1%. Price changes were not as 
significant in the other District submarkets—Mideast DC increased by 0.6%, Upper Northwest DC decreased by 
1.5%, and Capitol East DC decreased by 0.8%. The Loudoun/Prince William submarket led new condo price 
appreciation in Northern Virginia in 2019, with an average increase of 3.9%. Prices in the Arlington/Alexandria 
submarket decreased by 0.9% over the year and Fairfax County/Falls Church prices increased by 0.7%. Average 
condo prices in Montgomery County were 4.1% higher in 2019 than they were a year prior. In Prince George’s 
County, prices increased by 6.8%, the most of any submarket in the metro area.

At the end of 2019, the region’s highest effective prices per square foot continue to be in Upper Northwest 
DC (where all sales are in high-end luxury buildings), although Central DC continues to break the $1,000 PSF 
mark. The lowest average condo prices are currently in Loudoun/Prince William (with mostly townhouse-style 
units marketing). Compared to other cities in the United States, new condos currently selling in Central DC are 
closest in price to those in Queens. Per square-foot prices in Upper NW DC are closer to San Francisco, and 
Mideast DC and Arlington/Alexandria prices are between Brooklyn and L.A.

Concessions

Average concession rates (as a percentage of asking price) are at 0.7% as of the end of 2019, up 10 basis 
points from year-end 2018. Condo projects in the District of Columbia continue to offer very little in the way of 
concessions, currently averaging 0.4% of the sales price, although this is double the rate from year-end 2018. 
Concessions in Northern Virginia range from an average of 0.2% in Fairfax County/Falls Church to 0.9% in 
Loudoun/Prince William. In Suburban Maryland, concessions range between 0.9% in Montgomery County and 
3.5% in Prince George’s County.

Concessions as a Percent of Average Sales Price
Year-End 2018 vs. Year-End 2019

SUBSTATE AREA

PERCENTAGE OF SALES PRICE

YE 2018 YE 2019

District of Columbia 0.2% 0.4%

Northern Virginia 0.6% 0.5%

Suburban Maryland 1.1% 1.7%

Washington Metro Area 0.6% 0.7%

Source: Delta Associates; January 2020.Source: Delta Associates; January 2020.

New Condominium Prices*
Washington Metro Area | Year-End 2019
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Pipeline

Unsold units in projects currently marketing or under construction (and not yet marketing) number 3,133 units 
as of year-end 2019, a 17% increase from year-end 2018. Currently, the submarkets with the largest available  
inventory are Capitol East DC (1,174 units), Arlington County/Alexandria (406 units), and Loudoun/Prince  
William (384 units).

While the number of units under construction or marketing increased, the 36-month pipeline decreased from 
6,206 units (before attrition) at year-end 2018 to 4,820. The District of Columbia accounts for the largest share 
of units in the 36-month pipeline (57%), followed by Northern Virginia (27%), and Suburban Maryland (16%). 
Of the 1,687 units that are planned with probable sales in the next 36 months, we estimate about 75% of the 
total will actually be built within the next three years. In addition, about 8,500 units are in the longer-term condo 
pipeline and another 55,300 multifamily units in various stages of planning may be built either as rental apart-
ments or as condos.

The inventory-to-sales ratio (months of supply at current rates of sale) metro-wide is 13.9 months at year-end 
2019, up slightly from year-end 2018. Suburban Maryland has less than a year of supply whereas the District 
and Northern Virginia have seen a rise over the past year amounting to over one year of supply in each juris-
diction. (Note that the months of supply figure in submarkets with little existing supply can be misleading.) We 
have found over the years that a healthy ratio is between 24 and 30 months of supply – in that range, prices 
tend to move up gradually if the ratio of “fresh” product is above 65%.  Going by this convention, the only sub-
market currently close to the “healthy” range is Central DC.  In contrast, the rule of thumb in the resale market is 
that six months of supply is considered to be a healthy ratio. The difference between the two ratios corresponds 
to the 18 to 24 months typically required to build a new condo project. The months of new supply has been 
below the healthy ratio since 2009.

Months of Inventory by Substate Area
Year-End 2018 vs. Year-End 2019

SUBSTATE AREA

MONTHS OF INVENTORY

YE 2018 YE 2019

District of Columbia 10.0 16.1

Northern Virginia 13.1 14.1

Suburban Maryland 18.9 10.6

Washington Metro Average 13.6 13.9

Source: Delta Associates; January 2020.

Source: Delta Associates; January 2020.

Condo Demand and Supply Projections
Washington Metro Area | Year-End 2019 – Year-End 2022
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Projected Supply vs. Demand

The region’s condo market is projected to be in balance over the next 36 months; however, market conditions 
vary significantly between submarkets. Generally, there’s projected to be a shortage of product in Northern 
Virginia and Suburban Maryland, while in the District there is projected to be more supply than demand. Select 
submarkets in all three substate areas can accommodate well-positioned condo projects.

Source: Delta Associates; January 2020.
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Starts and Deliveries

A total of 630 units are expected to start construction in 2020, which is below the estimated 1,810 units that 
broke ground in 2019. About half of the units expected to start construction in 2020 are in the District of  
Columbia with the rest split between the other substate areas. 

In addition, there are 14 apartment projects totaling about 1,320 units that are currently under construction and 
could be potential candidates for switching to condo due to their relatively small size (under 150 units). Most of 
these projects are in the District. There are limited opportunities to convert newer Class A apartment buildings 
of medium size, but most conversion activity tends to come in the form of older boutique buildings.

Since 2009, when the credit and housing crisis shut off the development pipeline, the number of deliveries has 
consistently been below the normalized annual sales range of 2,300 to 3,300 units. The number of deliveries in 
2015 rose to about 2,500 units, the highest annual total since 2009, but deliveries dropped back down to 1,355 
units in 2016. Deliveries dropped even further in 2017, to 835 units. Much of this can be attributed to the fact 
that widespread high-rise condo construction has yet to fully return to the metro area during the post-recession 
recovery. However, a rebound in deliveries occurred in 2018 with about 1,600 units delivered in the region, 
mostly in Suburban Maryland and the District. We estimate a little over 1,200 units delivered in 2019 with 2020 
bringing a similar number of units to market.

Sales Pace

During 2019, 1,409 new units began selling in the metro area. Of all new market entrants, 35% of the units 
have been sold, compared to 45% in 2018. Projects that have sold out since 2018 have averaged 2.3 sales per 
month while those that started selling in 2019 have averaged 4 sales per month. 

Condominium Market Outlook: Rising to Meet Expectations

More condos were being introduced to the region at year-end 2019, especially in places that lacked them in 
the past. For these reasons, sales are up but per square foot price growth remains muted. 2020 should be a 
promising year for the Washington metro area’s new condo market. Sales should remain strong in select  
submarkets during 2020 as more projects begin selling in the first half of the year.

The Upper NW DC submarket continues to lead the way in lack of supply coupled with high prices. A new wave 
of supply in Shaw and Upper Georgia Avenue will provide buyers more options in the Northwest quadrant 
of the city, giving Mideast DC a slight edge. The Capitol East area continues to drive the market towards the 
waterfront and NoMa. However, sales seem to be slowing in this part of the city. Supply will dictate the future of 
the condominium market in the Washington metro area.

A lack of new condo product coming over the next 36 months in Northern Virginia, coupled with strong 
demand will likely lead to price spikes in select submarkets. As a result, some projects that are currently in the 
longer-term pipeline may get built sooner given the strong economic picture in Northern Virginia compared 
to its peers. While Amazon HQ2 only has about 400 employees currently, hiring will ramp up over the next few 
years as its headquarters is built, fueling additional demand for all types of housing, including condos.

Affordability continues to be a concern for the many young professionals that are living in the Washington  
metro area. They are more inclined to commute a little further in order to save money, but not at the expense 
of the loss of walkability and access to amenities. For this reason, transit-oriented development will play a huge 
role in the future of real estate in the Washington metro area. As the Purple Line edges closer to reality, more 
young people will be inclined to live in non-traditional areas as stops along this line are developed. Addition-
ally, we can expect more development in the Hyattsville area as the activity in College Park spreads along the 
Route 1 corridor.

Source: Delta Associates; January 2020.

Condo Unit Deliveries
Washington Metro Area
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The Washington Metro 
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STABILITY PERSISTS DURING 2019
The regional economy has slowed locally and the retail real estate market in the Washington metro area contin-
ues to post modest returns. Among neighborhood/community shopping centers, rent growth has been below 
average over the past year. Vacancy continues to trend below the national average but has not fully recovered 
from its recessionary peaks. Tenants seeking space are interested in newer, Class A space, and the rise of the 
District as a destination for living, working, and shopping represents a unique opportunity for retailers in the 
region. We predict the trend toward mixed-use projects in core submarkets with an urban feel will continue 
for the foreseeable future, although recent plans for new centers – and renovations of old ones – in the outer 
suburbs indicate that developers expect lifestyle centers with a sense of community to thrive throughout the 
region.

Average household income in the Washington metro area grew by 70% from 2000 to 2019, compared to just 
54% nationally, and it currently exceeds the national average by 43%. By 2024, the Washington metro area’s 
average household income is projected to rise another 11%, compared to an increase of 14% nationally. The 
elevated household incomes in the Washington area yield greater discretionary spending and support demand 
for retail goods and space.

The Washington Metro  
Area Retail Market

2019 Highlights

Vacancy Rate: Neighborhood and community shopping 
centers in Northern Virginia and Suburban Maryland are 
6.2% and 7.4%, respectively, down 30 basis points since 
year-end 2018 in Northern Virginia and down 100 basis 
points in Suburban Maryland

Pipeline: 2.0 million SF of grocery-anchored development 
underway at year-end 2019

Effective Rent: Neighborhood and community shopping 
center rents decreased 0.7% in Northern Virginia in 2019 
to $27.24 PSF, compared to a 1.6% rise, to $24.86 PSF in 
Suburban Maryland

Investment Sales: $884 million during 2019

Average Household Income

JURISDICTION
2000 

(ACTUAL)
2019
(EST.)

2024
(PROJ.)

Washington Metro Area $80,600 $137,124 $152,004

U.S. $56,600 $87,398 $99,638

Source: ESRI, Delta Associates; January 2020.

Retail Market Conditions

The inventory of existing neighborhood and community shopping centers totaled 73.9 million SF in the Wash-
ington metro area’s suburbs at year-end 2019. Northern Virginia has 40.5 million SF of space in these centers, 
and Suburban Maryland has 33.5 million SF. The average SF per capita in neighborhood and community cen-
ters is identical between Northern Virginia and Suburban Maryland at 13.5 SF per capita.

There is 870,000 SF of shopping center space under construction across all shopping center types in Northern 
Virginia and 1.1 million SF in Suburban Maryland at year-end 2019. Suburban Maryland has 6.0 million SF of 
planned shopping center space – defined as space in centers where plans are drafted, permits and financing 
have been applied for, and ground breaking is all that remains to take place. This trails Northern Virginia, which 
has 9.1 million SF of planned space. Northern Virginia and Suburban Maryland have 4.8 and 3.1 million SF, 
respectively, of proposed space for which no permits or financing have been applied.
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Source: Reis, Delta Associates; January 2020.

Neighborhood/Community Center Vacancy Rate
Washington Metro Area Suburbs

Source: Reis, Delta Associates; January 2020.

Neighborhood/Community Center Effective Rent
Washington Metro Area Suburbs
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Vacancy rates for Northern Virginia and Suburban Maryland at year-end 2019 are 6.2% and 7.4%, respectively, 
down 30 basis points in Northern Virginia and down 100 basis points in Suburban Maryland since year-end 
2018. Vacancy rates in neighborhood and community centers remain elevated, despite both sub-states show-
ing declines in vacancy since this time last year. 

Effective rents in neighborhood and community shopping centers decreased 0.7% in Northern Virginia during 
2019 but increased 1.6% in Suburban Maryland. Average effective rents at year-end 2019 are highest in North-
ern Virginia, at $27.24 PSF. In Suburban Maryland, average effective rents are $24.86 PSF.

Vacancy Rates and Asking Rents
Neighborhood/Community Shopping Centers | Washington Metro Area | Year-End 2019

JURISDICTION VACANCY RATE ASKING RENT

Arlington/Alexandria 6.0% $31.35

Bethesda/Silver Spring 5.4% $27.98

Frederick County 10.1% $16.03

Gaithersburg/Rockville/Germantown 6.8% $28.64

Loudoun County 6.6% $22.63

North Prince George's County 6.2% $18.17

Prince William County 7.2% $18.08

South Prince George's County 9.5% $17.82

Southeast Fairfax County 7.0% $26.16

Suburban Fairfax County 4.9% $27.18

Washington Metro Area 7.0% $23.40 

Source: Reis, Delta Associates; January 2020.

New Development

There are 13 notable grocery-anchored developments, totaling 699,360 SF, under construction in the metro 
area at year-end 2019, and many more are in the planning stages.

There are additional grocery-anchored developments in the planning stages that are not included in the adja-
cent table, some of which may deliver by 2021-22. However, given the long-term demand for retail goods in 
the Washington metro area, projects will deliver before and after that window. 

Investment Sales

The dollar volume of investment sales of grocery-anchored shopping centers during 2019 totaled $884 mil-
lion. Most recent sales include the sale of H-Mart-anchored Old Centreville Shopping Center in Centreville to 
Willard Retail from JBG SMITH for $52 million or $850 PSF in November. During the same month, Rappaport 
purchased the Giant-anchored Town Center at Sterling in Herndon from First Washington Realty for $48 million 
or $261 PSF. The Megamart Supermarket-anchored Maplewood Center in Manassas was purchased by an 
undisclosed buyer from Suzanne S Brannan in December for $21 million or $153 PSF.
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Retail Market Outlook: Rising to Meet Expectations

Washington’s steady gains within the private sector continue to pay dividends as Amazon moves forward with 
its plan to open a second headquarters at National Landing in Arlington, Virginia. With federal employment 
continuing to stagnate, reliance on the industry continues to slowly decline. While retail real estate proved 
its resiliency during the last recession, performance within the region has never reached its pre-recessionary 
heights. Increased construction activity and growing rents have led to a rise in vacancy. We anticipate retail real 
estate to remain competitive as retailers push to improve in-store offerings, while battling nearby and online 
competition.

One major impediment to the Washington region’s future economic growth prospects is its higher cost of 
living compared to nearly every other major metro area. While the risks of pending cutbacks and future federal 
shutdowns have risen, the job security and attractive compensation provided by the federal government have 
long made the region a primary destination for young professionals from across the nation and abroad. How-
ever, burgeoning metro areas in the West and South are increasingly offering post-graduate-level jobs coupled 
with an enhanced quality of life, at a lower living cost than the Washington area. As a result, since 2012, the 
Washington metro area has lost more residents to other parts of the country than its gained, with the annual 
deficit accelerating past 30,000 from 2017 to 2018. What’s more, international migration to the region, which 
has so far more than offset the loss in native residents, threatens to slow in coming years as stricter immigration 
policies begin to take effect.

Notable Grocery-Anchored Developments Under Construction
Washington Metro Area | Year-End 2019

SHOPPING CENTER JURISDICTION RBA ANCHOR

Carlyle Crossing Alexandria 84,000 Wegmans

The Gateway Alexandria 62,000 Harris Teeter

Chevy Chase Lake Chevy Chase 50,000 TBD

4001 South Capitol District 3,800 Good Food Markets

Beckert's Park District 60,000 Safeway

City Ridge District 86,000 Wegmans

Skyland Town Center District 20,020 Lidl

The Wren District 51,540 Whole Foods

Scout on the Circle Fairfax 54,000 Giant

South Alex Fairfax 20,000 Aldi

Halley Rise Reston 80,000 Wegmans

Embrey Mill Town Center Stafford 48,000 Publix

Capital One Commons Tysons 80,000 Wegmans

Total: 699,360

Source: Washington Business Journal, Washington Post, Delta Associates; January 2020.

Note: Excludes properties under contract. 
Source: Reis, Delta Associates; January 2020.

Grocery-Anchored Shopping Center Investment Sales
Washington Metro Area Suburbs
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2020 TrendSetter Award Recipients
Each year, Transwestern and its consulting 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 TrendSetter honorees are Richard Lake, founding Principal of Roadside Development and Sheila Johnson, founder and 
CEO of Salamander Hotels & Resorts.

Mr. Lake is the founding Principal of Roadside Development and 
has been responsible for the overall acquisition, entitlement, 
development, leasing and property management of more than 
25 million SF in the past three decades. Additionally, he has 
served as a consultant on several real estate projects throughout 
the country, utilizing his expertise in place-making by creating 
successful retail environments and public spaces that enhance 
residential, commercial and cultural uses to become vibrant 
mixed-use communities. 

As a native Washingtonian, he has been active in the business 
community for over thirty years, and currently serves on 
the board of directors for several non-profit and economic 
development organizations, including the role of Co-Chair of 
the Washington DC Economic Partnership. Prior to co-founding 
Roadside Development, he was the founding partner of The 
Retail Group and led Madison Retail Group, a full-service retail 
brokerage firm that was the dominant leader in the DC and Mid-
Atlantic markets. Mr. Lake is a graduate of Boston University and 
is a member of ULI and ICSC.

Sheila C. Johnson is the founder and CEO of Salamander 
Hotels & Resorts, overseeing a portfolio of luxury properties 
including the Forbes Five Star-rated Salamander Resort & Spa 
in Middleburg, Virginia. The collection features two resorts in 
Florida: Innisbrook in Tampa Bay and The Henderson in Destin, 
and the recently opened Hotel Bennett in Charleston, South 
Carolina. With a strong focus on development and management, 
Salamander Hotels & Resorts has recently expanded its 
management services internationally to include the iconic Half 
Moon in Montego Bay, Jamaica. 

In addition to hospitality, Ms. Johnson’s arena of expertise 
extends to sports, TV/Film, the arts, education and community 
development. Ms. Johnson is a partner and Vice Chairman of 
Monumental Sports & Entertainment, which owns the WNBA 
2019 World Champions Washington Mystics for which she 
serves as President and Managing Partner, NHL’s 2018 Stanley 
Cup Champion Washington Capitals, and the NBA’s Washington 
Wizards. 

Ms. Johnson has long been a powerful influence in the 
entertainment industry, starting with her work as founding 
partner of Black Entertainment Television. She has served as 
an executive producer of documentary and feature films. Ms. 
Johnson is the founder and chair of the Middleburg Film Festival.

In 2016, she co-founded WE Capital, a venture capital consortium 
to support and empower female-led enterprises. She also serves 
on the board of the Greater Washington Partnership, which 
seeks to strengthen the region’s global position as a center for 
commerce and innovation.

Richard Lake
Principal 
Roadside Development

Sheila Johnson
CEO 
Salamander Hotels & 
Resorts
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Mark D. Lerner
2015 Private Company
TrendSetter of the Year 
Principal
Lerner Enterprises

Mitchell N. Schear
2015 Public Company
TrendSetter of the Year
President
Vornado/Charles E. Smith

George Carras
2014 Private Sector
TrendSetter of the Year 
Founding Principal
StonebridgeCarras

Doug Firstenberg
2014 Private Sector
TrendSetter of the Year
Founding Principal
StonebridgeCarras

Michael Stevens
2014 Public Sector
TrendSetter of the Year
President
Capitol Riverfront Business  
Improvement District

Robert J. Murphy
2013 Private Sector
TrendSetter of the Year 
Managing Principal
MRP Realty

William B. Aslup III
2013 Private Sector
TrendSetter of the Year 
Senior Managing Director
Hines

George F. McKenzie
2012 Private Sector
TrendSetter of the Year 
President and CEO
Washington Real Estate  
 Investment Trust

Gerald L. Gordon, Ph.D.
2012 Public Sector 
TrendSetter of the Year 
President and CEO
Fairfax County Economic  
Development 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

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

W. Christopher Smith, Jr.   
2009 Private Sector 
TrendSetter of the Year
CEO
William C. Smith & Co.

Past TrendSetter Award Recipients

Matt Kelly
2019 Private Sector
TrendSetter of the Year
CEO
JBG Smith

Jodie W. McLean
2018 Private Sector
TrendSetter of the Year
CEO
EDENS

Jair K. Lynch
2018 Private Sector
TrendSetter of the Year
President & CEO
Jair Lynch Real Estate Partners

Monty Hoffman
2017 Private Sector
TrendSetter of the Year
Founder & CEO
PN Hoffman

Muriel Bowser
2017 Public Sector
TrendSetter of the Year
Mayor
District of Columbia

James J. Abdo
2016 Private Company
TrendSetter of the Year
President & CEO
Abdo Development

Deborah R. Salzberg
2016 Public Company
TrendSetter of the Year
President
Forest City Washington, LLC
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Donald Wood 
2009 Public Sector  
TrendSetter of the Year
President & CEO
Federal Realty Investment  
Trust

Oliver T. Carr, III  
2008 TrendSetter of the Year
President & CEO
Carr Properties

Benjamin Jacobs
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

Michael Glosserman
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

Andrew Florance
2007 Public Company
TrendSetter of the Year
Founder, Director,
President & CEO
CoStar Group, Inc.

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

Past TrendSetter Award Recipients

John E. (Chip) Akridge
2005 Private Sector
TrendSetter of the Year
Chairman
Akridge Real Estate Services

Congressman Tom Davis
2004 Public Sector
TrendSetter of the Year
11th District of Virginia
U.S. House of Representatives

Bryant F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Clayton F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Douglas M. Duncan
2003 Public Sector
TrendSetter of the Year
County Executive
Montgomery County

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

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

2020 TRENDSETTER AWARD RECIPIENTS
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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

Past TrendSetter Award Recipients

2020 TRENDSETTER AWARD RECIPIENTS



Delta Associates thanks all of our 2019 Market Maker Survey participants, among whom are the following:

888 Realty Investors Encore Design Ryko Development

AGM Financial Services Gosnell Properties Stout & Teague

Argo Investment Company Harvest Real Estate Services TCR

Bank of America JAG Toll Brothers

Bernstein Management Co. John B. Levy & Company Velsor Companies (The)

Boulder Ventures John Hancock Verity Commercial

Bozzuto Group (The) Manekin Walker & Dunlop

Buvermo Investments Merion Group (The) WashREIT

Carmel Partners MRP Realty Westrum Development Company

Carr Properties Paradigm Development Co.

CBRE Penrose Group (The)

CityInterests Phillips Realty Capital

Donaldson Group (The) Quadrangle

Donahoe Rappaport Companies (The)

Duball, LLC Reed Smith

E&G Group RER Financial Group



REAL ESTATE BANKING   |    AGENCY FINANCE    |    TAX CREDIT SOLUTIONS   |    MIDLAND LOAN SERVICES

PNC REAL ESTATE   |  As a successful commercial real estate owner, developer or investor, you have a clear vision for today and for the future. Named a 
top 5 originator among banks1 and #1 apartment syndicator in the country,2  PNC Real Estate offers expertise in construction, bridge and permanent financing; 
agency and tax credit equity financing; public debt solutions; treasury management; risk mitigation; and loan syndications delivered through an integrated 
model. With PNC Real Estate’s innovative solutions, you’re ready for today. To learn more, visit pnc.com/realestate.

CIB RE PDF 0120-066-1485001

◊ 1 Top Five in Total Originations Among Banks, MBA Commercial Real Estate/Multifamily Finance Firms Annual Origination Volumes, 2018, www.mba.org 
2 National Multifamily Housing Council, 2019, Top 10 Syndicators for Affordable Housing

PNC, PNC Bank and Midland Loan Services are registered marks of The PNC Financial Services Group, Inc. (“PNC”).

Treasury management, lending products and services, and derivative products (including commodity derivatives), are provided by PNC Bank, National Association (“PNC Bank”), a wholly-owned subsidiary of PNC and Member FDIC. Services such as public 
finance investment banking services, securities underwriting, and securities sales and trading are provided by PNC Capital Markets LLC. PNC Bank and certain of its affiliates, including PNC TC, LLC, an SEC-registered investment adviser wholly-owned by 
PNC Bank, do business as PNC Real Estate. PNC Real Estate provides commercial real estate financing and related services. Through its Tax Credit Solutions segment, PNC Real Estate provides lending services, equity investments and equity investment 
services relating to Low Income Housing Tax Credit (“LIHTC”), affordable housing preservation, New Markets Tax Credit (“NMTC”), and Historic Tax Credit (“HTC”) investments. PNC TC, LLC provides investment advisory services to funds sponsored by  
PNC Real Estate for LIHTC and affordable housing preservation investments. Registration with the SEC does not imply a certain level of skill or training. This material does not constitute an offer to sell or a solicitation of an offer to buy any investment 
product. Risks of each fund, as well as information regarding the investments, risks, and expenses of each fund, are described in the funds’ private placement memorandum (“PPM”) or other offering documents. Please read the PPM and offering documents 
carefully before investing with PNC Bank. 

Important Investor Information: Securities, insurance, foreign exchange, and derivative products are:

Not FDIC Insured  •  Not Bank Guaranteed  •  Not a Deposit 
Not Insured  By Any Government Agency  •  May Lose Value

Lending, leasing and equity products and services, as well as certain other banking products and services, require credit approval. 

PNC does not provide legal, tax or accounting advice unless, with respect to tax advice, PNC Bank has entered into a written tax services agreement.

©2020 The PNC Financial Services Group, Inc. All rights reserved.

WHEN VISION MEETS 
SOLUTIONS, YOU’RE  

READY  

FOR TODAY.

Emerson at Cherry Lane Apartments
Laurel, Maryland

Emerson at Cherry Lane Apartments
Laurel, Maryland



Baker Tilly Virchow Krause, LLP trading as Baker Tilly is a member of the global network of Baker Tilly International Ltd., the members of which are separate and independent legal entities.  
© 2020 Baker Tilly Virchow Krause, LLP.

Baker Tilly is a proud sponsor of TrendLines®   

Connect with us: bakertilly.com

Congratulations  
to the TrendLines®  
2020 TrendSetters:  

Richard S. Lake  
Principal 
Roadside Development 

Sheila C. Johnson 
CEO 
Salamander Hotels & Resorts



www.DFSCONSTRUCTION.COM | INFO@DFSCONSTRUCTION.COM | 703.504.9555
2200 WILSON BOULEVARD, SUITE 800, ARLINGTON, VA 22201

Even as markets change, 
DFS’ commitment to being the

 Responsible Construction Choice
remains constant.

PRECONSTRUCTION | CONSTRUCTION | SUSTAINABILITY

DFS recognizes all or our industry
leaders in their pursuit of advancing the DC 

Commercial Real Estate Market.



Mid-Atlantic Headquarters
1717 K Street, NW
Suite 1000 
Washington, DC 20006
202.775.7000

Suburban Maryland
6700 Rockledge Drive
Suite 500A
Bethesda, Maryland 20817
301.571.0900

Northern Virginia
7900 Tysons One Place 
Suite 600 
McLean, Virginia 22102 
703.821.0040

Baltimore/Washington Corridor
7160 Columbia Gateway Drive
Suite 210
Columbia, Maryland 21046
443.285.0770

National Headquarters
1900 West Loop South
Suite 1300
Houston, Texas 77027
713.270.7700

www.transwestern.com

Atlanta 

Austin 

Baltimore 

Bethesda 

Boston 

Chicago 

Dallas 

Denver 

Detroit  

Fort Worth 

Houston 

Los Angeles 

Miami 

Milwaukee 

Minneapolis 

Nashville 

New Jersey

New Orleans 

New York 

Northern Virginia  

Orange County 

Orlando 

Phoenix 

Rosemont 

San Antonio 

San Diego 

San Francisco 

San Jose/Silicon Valley 

Seattle 

St. Louis 

Walnut Creek 

Washington, D.C. 

Partners in Excellence
Transwestern is the Mid-Atlantic Region’s preeminent full-service  
commercial real estate firm.

Delta Associates, an affiliate, is a national provider of industry  
information, market analysis, and feasibility consulting for  
commercial real estate.

1717 K Street, NW
Suite 1010 
Washington, DC 20006
202.778.3100

www.DeltaAssociates.com

Locations



TRANSWESTERN
1717 K Street, NW

Suite 1000
Washington, DC 20006

202.775.7000
www.transwestern.com

PNC
800 17th Street, NW

3rd Floor
Washington, DC 20006

202.835.4513
www.pnc.com/realestate

BAKER TILLY
8219 Leesburg Pike

Suite 800
Vienna, VA 22182

703.923.8300
www.bakertilly.com

DFS CONSTRUCTION
2200 Wilson Boulevard 

Suite 800 
Arlington, VA 22201 

703.504.9555
www.dfsconstruction.com

DELTA ASSOCIATES
1717 K Street, NW

Suite 1010
Washington, DC 20006

202.778.3100
www.DeltaAssociates.com


