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GENERAL ECONOMY /11111111

The DC Metro Region regained all the job losses experienced during the COVID-19 pandemic and now boasts 3.4 million jobs, more than at any
other point in history. Job growth is particularly strong in office-using sectors like professional and business services, with 22,500 more jobs than
pre-pandemic levels. Other job sectors experiencing high growth include construction, information, education and healthcare services (3,900,
3,700, and 11,000 jobs greater than pre-pandemic levels, respectively). The regional unemployment rate ended June 2023 at 2.5% - the lowest

recorded rate since December of 1999. Among major metropolitan markets, 2.5% is the third lowest, behind Boston and Miami (both at 2.3%) and
significantly lower than the overall U.S. rate of 3.6%.
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THE TROPHY MARKET /)]

The DC office market is rife with news about distress in the sector but
many of these reports overlook the continuing strength of top tier
trophy office product. While Class B and C vacancies are hovering
north of 22% and 25%, respectively; and Class A vacancies stand at
18.6%, overall trophy product finished the second quarter of 2023 at
12.6% with quality, large blocks of high-end space increasingly hard to

come by.
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The trophy market has averaged over 600,000 square feet (SF) of
absorption in recent years and with only 2.5 MSF of current vacancy
combined with falling new supply, availability in trophy buildings will
be increasingly hard to secure in the next 48 months. Furthermore,
availabilities in trophy assets that were delivered in 2010 or later are
currently in the single digits.

As new trophy vacancy approaches zero by 2025, an average of
475,000 SF of trophy demand gets passed onto legacy trophy assets.
Legacy trophy quickly tightens as new options are scarce and are
leased quickly. Trophy space of any kind will be at near full
occupancy by 2027, ultimately producing 4.5 MSF of pent-up trophy
demand by 2028 with no product available to house it.
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LEGACY VS. NEW TROPHY NE———
Trophy Built After 2010 is Outperforming
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TENANT EXPANSIONS /111111,

While large tenants are downsizing an average of 32% in relocations, growth among smaller users is notable. Cushman & Wakefield has tracked 24
occupiers between 1,600 and 100,000 SF that have increased their office leases in 2023 with an average increase of 9,200 SF, or 106%. Two-thirds
of the expanding users came from the Legal, Financial, or Not-for-Profit sectors. Notable transactions are shown in the map below.
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OFFICE CONVERSIONS /1111111111 i

The increased conversion of office space to other uses and the removal of obsolete office product has the potential to speed up recovery in
the office sector. Multifamily conversions underway include 1111 20th St, NW, 1313 L Street, NW, and several buildings in and around the old
Fannie Mae campus on Wisconsin Avenue, NW. Currently, there are 20 office buildings totaling 4 MSF under conversion or are planned to be
converted into nearly 3,700 apartments with another 16 buildings totaling 3.4 MSF that could meet the same fate.

Office conversion to educational use continues following the sale of the old Newseum to Johns Hopkins University and 111 Massachusetts
Avenue, NW to Georgetown Law. Most recently, the previous headquarters of the National Association of Broadcasters at 1771 N Street, NW
was sold to the University of Southern California for $49.4 million, or $813 per square foot.
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EDUCATION: DC IS THE EPICENTER OF
COLLEGE SATELLITE CAMPUSES /////////,

Growing, large footprint users are hard to come by. In recent years,
coworking and technology tenants had comprised the major
growth engines for the office market. We can now add Higher
Education to the list. Colleges and Universities are opening new
classroom spaces and lobbying centers throughout Washington,
DC and this has accelerated in recent years. This growth has
encompassed both the leasing and sales side of the office market.
Since 2019, higher education institutions have leased or purchased
an average of 440,000 SF annually, up from 48,000 SF in 2017-
2018.

GROWTH IN EDUCATION I

Sf Sold / Leased To Higher Ed

2022-2023

600,000
500,000
400,000
300,000
200,000

100,000

== N

2017 2018 2019 2020 2021

o3 5 - 'H
. /J VA & 1
&
Ce : = = 083 =
o gumsad®n f o o U StNW = &
: Oaks'Park M California S* ot TSENW Ledroit Park T SLNE
‘leith N o
N S StNW 5 SENW z 5 5t NW S St NW
i ki N R St NW v R STNW . £ Eckington
own i - z 2 ol m
g W - = w
o . y & 2
s JREcK Creel . = z
73 05t NW Potomac Pal 2 & s 2
z ] = z e
o = @ “ 2 o, s
50 ® Ur
?aﬁiusades E MStNW 2 M St NE e
4 Georgetown , = =3
MW 5 - ne e a
= e
. KeStNE . “ = " -5 5 = ¥
- o= ii SR R
= o ® @
W . George Washire 4 . ) :zn £ i [
0 - 5 8
1 Iniversity . Iy esuwml, E t
\ { h e 5 e F 5t NE
sslyn | Theodore Roosevelt . Z a4 = @
" Island National E St NW pois E.“ al i
‘ . Memorlal S = il ., St NE
\ \ Pennsylvania £
.4..} \ Avenue Nmonas. b
150 &3 Historic Site - Constitution Ave
Constitution ]
M Gardens. i
f Washsngton E Capitol St NE
o
\ = o
' N E £
Lady Bird Jobnson 1 o =
Park (Calumbia v = = D St SE ._,
" Island) S b3 5 n R g
'°o, A Estsw E R E
= 4 b
R @ 3 = RN
S B & w O
o W SSENW 55t NW S St NW
“
" R 5t NW . ; Eckington
“ = i E 1 ;
S : A = 0
\ Johns Hopkins University = z =
& 4
IR".‘E Cree! T, R e ;:
STNW Potamac Pl ¥
E o
/ oy Gallaudt
Eﬂ] N Universi

10th St SE

m
astEN
ievelt
nal
Constitution Ave NE
Constitution
Gardens
E Capitol St NE
w
\ 5 = Auburn University Foundation
&
ird Johnson e e . o
Columbia w = = D st sE 1
Hland) 0, = & o o ,
§ 90, il £ St SW Zz Fr?? o
4 L = = L S B



THE BRIGHT SIDE ol SREELS

FINDING OPPORTUNITY IN THE DC OFFICE MARKET

1 e e e SUAC gl T o N s o

OFFICE SALES PRICING /i,

Lower occupancy expectations, ncreased interest  QEFICE CAP RATES VS. PRICING I

rates and the lack of available debt have combined to

impair office liquidity limiting data points. This has 10% 1 r $1.200
made data points difficult to come by. Recent 9% 1
transactions are beginning to provide some clarity 8% 1
and paint a more complete picture. Although not 7?’ | - $800
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point to is the recapitalization of the trophy building 5:" | r $600
at 4747 Bethesda Avenue in the Bethesda/Chevy 4f | L $400
Chase submarket. The asset is a 2019 delivery with 12 3% 1
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strong data point in the current market. Pricing is N ~ *
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assets with rumored pricing pointing to continued q,oq'
strength for top tier office product. Overall Pricing = Trophy Pricing DC Class A emmeDC Class B =———DC Trophy/A+

NATHAN EDWARDS

Senior Director, Washington, DC Metro Research
202-266-1189

nathan.edwards@cushwake.com

LAUREN KRAEMER

Associate Director, Washington, DC Metro Research
202-266-1316

lauren.kraemer@cushwake.com

CHRISTOPHER WHITTLE

Research Analyst, Washington, DC Metro Research
202-721-2350

christopher.whittle@cushwake.com

A CUSHMAN & WAKEFIELD RESEARCH PUBLICATION

© 2023 Cushman & Wakefield. All rights reserved. The information contained within this report is gathered
from multiple sources believed to be reliable. The information may contain errors or omissions and is
presented without any warranty or representations as to its accuracy.




	Slide Number 1
	DC VACANCY BY CLASS
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6

