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THE ECONOMY  

Protected to a significant extent by the large federal sector with its deep 
roots in the private economy, the Washington, D.C. area, including 
Suburban Maryland, was spared the worst effects of the national 
recession.  While suburban Northern Virginia has enjoyed the stabilizing 
effects of a large defense-related employment sector, Suburban Maryland 
hosts major federal health-related agencies and bioscience businesses.  
The National Institutes for Health (NIH), and the recently expanding 
MedImmune are prime examples.  Such agencies and businesses are 
concentrated along the I-270 corridor from Montgomery to Frederick 
County.  Still, recession impacts were unavoidable.  According to data 
provided by the U.S. Bureau of Labor Statistics (BLS), annual average 
non-farm payroll employment in Suburban Maryland declined by 2.7% 
(26,000 jobs) in 2009, a substantial rate of loss yet one moderate alongside 
what the nation as a whole endured that year.  In 2010, however, 
stabilization arrived.  The growth rate for the year was negative 0.5% 
representing a net loss of 4,700 jobs.    
 
However, the performance, reflecting a divergence of economic factors by 
geography, was not uniform throughout the metro area.  The heavily blue-
collar Calvert-Charles-Prince-George’s area suffered greater trials than did 
the heavily white-collar Bethesda-Rockville-Frederick Metropolitan 
Division (Montgomery and Frederick counties).  In the former, annual 
average employment, shedding net 4,900 jobs, fell by 1.3% in 2010.  The 
latter, on the other hand, saw a gain of 200 jobs.  Recent month-to-month 
and year-over-year gains, moreover, are indicated for both.  According to 
preliminary data for February 2011, non-farm employment was up 2.6% 
(23,800 jobs) from 12 months prior, a hefty gain by national norms for the 
period.  The increase in the Bethesda area, moreover, was fully 3.3% 
(17,700 jobs) while the greater Prince George’s County region saw a 1.7% 
(6,100-job) gain.  Employment growth by Government, however, was 
positive even in 2010: gains on both sides of the metro area resulted in an 
overall increase of 1.2% representing 2,500 new jobs.  As of February 
2011 employment by Government in Suburban Maryland was up 1.4% 
(2,900 jobs) year-over-year. 
 
Despite the relative resiliency of the local economy, substantial 
foreclosure problems surfaced as a result of the general collapse of the 
national housing market.  According to RealtyTrac, which does not treat 
Suburban Maryland separately, the Washington area Metropolitan 
Statistical Area (MSA) ranked 78th among the nation’s top 206 metro  

Employment:  
 
• The BLS reports a seasonally 

unadjusted unemployment rate of 
5.6% in January for the 
Bethesda-Rockville-Fredrick 
Metropolitan Division, down 
from 6.4% one year earlier.   

 
• Moody’s Economy.com reports a 

fourth quarter 2010 average 
household income of $151,084 
for Suburban Maryland.  
Average household incomes of 
$120,040 and $110,763 are 
reported for the top metros in the 
nation and South Atlantic 
region, respectively.

Employment by Sector:

Employment Growth:
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areas in rate of foreclosure for 2010.  Improvement, however, is apparent: 
the MSA ranked 55th for all of 2009.   At 2.04%, its 2010 rate of 
foreclosure (representing 43,962 notified residences) bested the 2.23% 
rate calculated for the nation for the year.   
 
Note on the data:  The area of coverage here with respect to BLS job growth 
data combines the previously noted Bethesda-Rockville-Frederick 
Metropolitan Division and the Calvert-Charles-Prince George’s area.  
 

OUTLOOK 

The return of net job growth in 2010 and the strong year-over-year 
increases indicated for early 2011 are encouraging.  Although uncertainty 
attends both at present, the government and bioscience sectors should 
remain assets for the long term. 
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THE REAL ESTATE MARKET Special Real Estate Factors: 
 
• Office: The government.  

“Elevated leasing by the Federal 
government provided a sound 
foundation for recovery in 
Suburban Maryland in 2010,” 
reports Cushman & Wakefield.  
“This momentum will be 
maintained by the private sector 
who will spur revitalized leasing 
activity in 2011.”   In addition to 
some substantial private sector 
deals, Grubb & Ellis reports 
“expansions by the U.S. Food 
and Drug Administration 
(FDA) and U.S. Department of 
Health and Human Services 
(HHS).”  Studley, Inc. reports 
leases in Suburban Maryland by 
the IRS and Veterans Affairs. 
 

• Apartment: Stoked.  
“Apartment complex deals are 
stoking Maryland’s commercial 
real estate market, as developers 
seek out investment properties that 
can benefit from little construction 
since before financial markets 
collapsed in 2008,” reported the 
Washington Business Journal in 
March 2011 citing The Gazette 
(Gaithersburg).   “Among the 
latest deals, Federal Capital 
Partners of D.C. announced it 
bought a pair of garden apartment 
complexes in Frederick with a 
total of 722 units for $50.5 
million.”  As shown in the 
Transactions Analytics section of 
this Reis Observer, investment in 
Suburban Maryland apartments 
has increased markedly. 
 

 
OFFICE 

Significant leasing activity 
from the federal sector 
helped shore up the office 
market in 2010 (see 
Special Real Estate 
Factors).   As reported by 
Studley Inc., Suburban 
Maryland “saw a steady 
increase in leasing as firms 
continued to make 
opportunistic deals, taking 
advantage of favorable 
conditions.” But for 
fourth quarter’s negative 354,000 square feet as reported by Reis, total net 
absorption for the year would have been substantially positive.  That loss 
likely reflects the loss—entirely or in part—of the evacuation by Chevy 
Chase Bank of 350,000 square feet at 7501 Wisconsin Avenue, Chevy 
Chase, in the wake of the bank’s acquisition by Capital One Financial 
Corporation.  Plans for a “gradual” evacuation have been anticipated.   At 
the same address in November, as reported previously, the General 
Services Administration (GSA), the leasing arm of the federal 
government, committed to 70,500 square feet.  It took 72,000 more at 
7700 Wisconsin.  In fourth quarter’s largest lease as reported by Studley, 
Inc. The Henry M. Jackson Foundation took 107,871 square feet at 6720 
Rockledge Drive, Bethesda.  
 
All the same, the 88,000-square-foot loss in occupancy counted for 2010 
paled alongside the 2.3 million square feet of negative net absorption 
charged against the market over the previous two years.  Vacancy ended 
fourth quarter at 15.5%, up 50 basis points from the quarter before, up 40 
year-over-year.   Average asking and effective rents, closing fourth quarter 
at $27.94 and $22.84 psf, were up 0.6% and 0.2% year-over-year.   Despite 
net absorption at positive 18,000 square feet for the first two months of 
2011, the vacancy rate edged up to 15.6% according to preliminary first 
quarter data.  The average asking rent slipped 0.1% to $27.90 psf.  
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 Special Real Estate Factors:
Continued While continuing, development has slowed.   The completion of 1.5 

million square feet on average over the preceding three years was followed 
in 2010 by just 355,000, the smallest single-year total since 1997.  Reis’s 
early April 2011 report on construction anticipates the delivery, all told, of 
395,000 square feet in two properties in 2011.  The 280,000-square-foot 
first phase of North Bethesda Town Center is due on line in July.  The 
firm reports a four-phase project planned at a total of 1.2 million square 
feet.  The 115,000-square-foot Banner Life Insurance project in Frederick 
finished construction in March.  Also in Frederick, the Frederick News-Post 
reported in February, construction of the 332,000-square-foot National 
Cancer Institute’s Advanced Technology Research Facility at Riverside 
Research Park finished ahead of schedule. Matan Companies developed 
the project.  Reis reports two projects with a combined total of 
approximately 1 million square feet currently under construction metro-
wide for delivery in 2012.  The 649,000-square-foot North Bethesda 
Center is scheduled to complete that July.  It will be followed in August by 
the 362,000-square-foot Nuclear Regulatory Commission Offices in 
Rockville.  As reported previously, BRAC-related moves to Fort Meade 
(Anne Arundel County) are expected to generate demand for substantial 
volumes of proximate office space.  BRAC is the federal military Base 
Realignment and Closure Program. 

 
• Retail:  Perspective on 

investment.  Retail investment in 
greater Washington, D.C. “will 
remain strong, supported by low 
interest rates, improvements in 
property operations and additional 
expansion of financing capacity,” 
predicts Marcus & Millichap.  
As indicated in the Transaction 
Analytics section of this Reis 
Observer, Suburban Maryland 
has been participating in this 
favorable trend.  “Owners of local 
shopping centers remain prime 
candidates to sell in the year 
ahead,” adds Marcus & 
Millichap, “especially those who 
retain equity in their holdings. 
Reasonably sound operations 
through the recession prevented 
difficulties from developing for 
many operators, and values did not 
erode as much as in other 
markets.”  
 

• Industrial: The government.  
“Like the rest of the [greater 
Washington] region, the 
government’s need for industrial 
space will stimulate activity in the 
[Suburban Maryland] market,” 
notes Cushman & Wakefield. 
“The General Services 
Administration (GSA) has two 
requirements for between 40,000 
to 60,000 square feet in 
Suburban Maryland to [meet] 
service defense and aerospace 
needs.”  The GSA serves as the 
leasing arm for various federal 
agencies. 

 
 
• Fourth quarter’s negative absorption setbacks will be followed by substantial 

positive activity in 2011 as absorption takes the lead over same-year new supply.  
A 50-basis-point point decline in vacancy and rent growth at about 1.0% are 
projected. Additional improvement in market parameters, even with the larger 
volume of new supply, is expected for 2012. 
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APARTMENT 

Strong demand in 
2010—and especially in 
third quarter—resulted 
in net absorption of 
4,164 market-rate units 
all told for the year.  
The construction 
completion total for the 
year, meanwhile, was 
only 1,410 units.  With 
this combination, rising 
vacancy, which held the 
market in its grip since 2007, was broken.  Indeed, the low 4.9% rate that 
ended the year represented a return to the level seen at the end of 2007, 
erasing all intervening recession-related increases.  Rent growth reflects 
the favorable turn.  Running essentially flat in 2009 (a strong performance 
itself, relative to the national trend), asking and effective averages posted 
respective increases of 3.1% and 3.6% in 2010 to close the year at $1,303 
and $1,241 per month (each average increased by 0.5% during fourth 
quarter).  Meanwhile, notes Marcus & Millichap, “resurgent tenant 
demand for Class B/C units in Prince George’s County late last year 
indicates the recovery in property operations has started to spill over from 
the district and Montgomery County. Additional improvement will occur 
as job creation picks up momentum.” 
 
The slowdown in construction has continued.  By Reis’s early April 2011 
count, only 621 market-rate apartments will complete all told during the 
year.  These belong to the 315-unit Highland Square Apartments in 
Gaithersburg, due on line in May, and the 397-unit White Flint Crossing 
in Rockville, which completed in April.  Each project included non-
market rate units.   Two projects with a combined total of 675 units were 
underway per report date for completion in 2012 and 2013.  Included is 
the 389-unit Archstone at Olde Towne transit-oriented development 
(TOD) from developer Archstone Communities near the Gaithersburg 
MARC Rail station, for which Reis reports a January 2011 
groundbreaking.   According to a December report in the Washington 
Business Journal discussing this project, “The Gaithersburg community will 
provide much-needed housing to the area known as the epicenter of the 
nation’s biotechnology research industry.” 
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As the market entered 2011, net absorption began to slow.  It’s not that 
the market has “weakened”; rather, the release of pent-up demand in 
2010, a trend seen nationwide as a result of increased confidence in the 
economy, has been largely expended.  While still positive, net absorption 
in the year at hand, depending more directly on job growth, is expected to 
be slower.  The total through the first two months of the year was 160 
units, enough to reduce the vacancy rate and to support modest rent 
growth.  Preliminary data for first quarter 2011, in fact, shows a 10-basis-
point vacancy rate decline and a 0.5% increase in the average asking rent 
to $1,309 per month. 
 
• While moderating, net absorption should stay ahead of new supply in 2011.  Low 

vacancies should persist.  Strong rent growth in the neighborhood of 5.0% for both 
averages is anticipated. 

 

RETAIL 

Although the 
vacancy rate in the 
Suburban Maryland 
community and 
neighborhood 
center market 
increased 540 basis 
points from the 
3.5% low recorded 
for year-end 2007, 
the 8.9% rate that 
ended 2010 
remained 200 basis 
points below the national rate for this product category.  The rate, 
meanwhile, was down 20 basis points from the quarter before but was up 
90 year-over-year.  According to preliminary data, the rate closed first 
quarter 2011 down 10 additional points, but a firm downward trend is not 
yet in place.  Additional increases are expected as more space delivers in 
the course of the year. According to Reis’s April 4, 2011 report on 
construction, 490,000 square feet of community-neighborhood space in 
two projects are expected to deliver all told in 2011 led by the July 
completion of the 350,000-square-foot Clemson Corner community 
center in Frederick.  A 140,000-square-foot neighborhood center is 
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scheduled to deliver in Damascus (Montgomery County) in September. 
Rents suffered significant but not disastrous losses in 2009 and 2010.  
During the latter year, the asking and effective averages, closing at $25.25 
and $22.26 psf, respectively, were down 2.5% and 3.6% from the year 
before.  Rents will remain weak in 2011, albeit with smaller losses.  
Preliminary first quarter data puts the asking average down another 0.6% 
for $25.11 psf.  Current construction is led by the mixed-use segment, for 
which Reis reports more than 1.2 million square feet of retail space in 
three projects under construction per the date of this report.  Two, with a 
combined total of 1 million, are due on line in 201l.  In Landover, 800,000 
square feet will complete in December in the Woodmore Towne Centre 
development.  An April completion is scheduled for the 203,000 square 
feet at the North Bethesda Market project.  Due on line in January 2012 is 
220,000 square feet of retail space in the Twinbrook Commons 
development in Rockville.    

Power center development, meanwhile, has effectively disappeared.  No 
space of this type completed construction in 2009 or 2010.  Only an 
80,000-square-foot addition to the Festival at Waldorf power center in 
Waldorf (Charles County), outside of current submarket boundaries, was 
underway with an assigned completion date per the date of this report.  
Reis anticipates a November finish.   However, a much larger project, the 
$200 million, 1 million-square-foot Ritchie Station Marketplace power 
center in Capitol Heights (P.G. County), was “showing signs of life” as of 
December, Gazette.net reported at the time.  A BJ’s Wholesale Club 
opened here the month before, this source reports.  Reis’s data suggest 
that the hiatus in power center space deliveries was helpful.  At 4.9%, 
fourth quarter Suburban Maryland power center vacancy was down 30 
basis points year-over-year and was well below the 7.1% national rate for 
this property type.  While rents have yet to turn the corner, recent losses 
have been small.  The $33.85 psf fourth quarter asking average for non-
anchor power center space was down 1.3% from a year earlier. 
 
• The new deliveries of community and neighborhood center space are expected to 

produce another, albeit small, increase in the vacancy rate in 2011.  Another 
round of loss in average rents—1.3% and 1.9%, asking and effective—is 
projected for the year.  Rents should flatten in 2012 amid a slow descent in the 
vacancy rate. 
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TRANSACTION ANALYTICS 
 
Office 
 
Reis reports the completion of two single-property 
transactions during the fourth quarter for a combined 
total of $14.5 million at an average selling price of $110 
psf.   For the $198.0 million that changed hands all told in 
2010 in 11 deals, well below 2009’s $337.4 million total, 
the average was $192 psf.   In the latest quarter’s largest 
deal, CSFB 2001-CP4 Piccard Office LLC paid New 
Boston Fund $11.0 million ($97 psf) for the 112,950-
square-foot  West XBuilding in Rockville.  The deal 
closed in October at an 11.4% cap rate.  The 12-month 
rolling cap rate per quarter-end was 7.4%, lowest since 
second quarter 2009.  Substantial change in the 12-month 
rate is not anticipated any time soon. 
 
In March 2011, GlobeSt.com reported at the time, MedImmune paid 
Washington Real Estate Investment Trust $27.5 million in its acquisition 
of the 91,350-square-foot building at 12320 Milestone Center Drive in 
Germantown. 
 
Apartment 
 
Measured by the quarter, single-property sales totals 
have been erratic, but activity for 2010 as a whole, at 
$454.7 million in 10 transactions, was more than two-
and-a-half times the total recorded for 11 sales the year 
before.  At $190,000 per unit, the average selling price 
for 2010 also greatly outshone the 2009 performance—
$99,000 per unit.  During fourth quarter 2010 alone, 
three properties changed owners for a combined total 
of $54.3 million at a low mean price of $61,000 per unit.   
The 12-month rolling cap rate as of fourth quarter was 
6.3%, up from 5.9% the quarter before, down from 
7.6% per fourth quarter 2009.  Little change is expected 
for the near term.  In the quarter’s largest transaction, Angelo, Gordon & 
Company paid Tarragon Realty Investments $38.0 million ($82,789 per 
unit) for the 459-unit Heather Hill Apartments in Temple Hills.  The deal 
closed in December.  
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Deals since the quarter ended as reported by GlobeSt.com in March 2011 
include Federal Capital Partners’ acquisition of properties in Frederick for 
a combined total of $50.5 million.  The Brookside and Overlook Manor 
projects host a total of 722 units.  “The company acquired the properties 
at a discount to replacement cost,” reports GlobeSt.com.   The acquisitions 
“will also add to the firm’s operational efficiencies, as it already owns a 
nearby property called Crystal Park.”  “We really like the fundamentals of 
Frederick,” an executive with the firm informed this source. 
 
Retail 
 
The $232.4 million exchanged in 14 single-property 
retail investment transactions in 2010 more than 
doubled the dollar volume recorded in 2009 for the 
same number of sales (it ran at two-and-a-half times 
the total accumulated in 2008 for nearly twice as 
many sales).  The average price for 2010 deals was 
$273 psf, up from $258 the year before.  The lion’s 
share of the 2010 total belonged to the fourth 
quarter, as five properties changed hands for a 
combined total of $163.7 million, the largest single-
quarter sum since third quarter 2007.  In fourth 
quarter’s largest deal and the largest of the year, 
TIAA CREF paid AI Combined Centers LP $72.25 million (fully $798 
psf) in December for the 90,595-square-foot Potomac Promenade 
property in Potomac.  The mean cap rate for fourth quarter transactions 
was 6.9%, up from recent averages.  The 12-month rolling cap per 
quarter-end was 5.4%, up, but more gently, through the latest quarters but 
down from the 7.5% reported as of fourth quarter 2009. 

* Reis Transaction Analytics includes single sale transactions of $2,000,000 and greater, and excludes portfolio sales where pricing 
of individual buildings cannot be confirmed. 
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INDUSTRIAL 

The prudent development 
profile of recent years 
helped the market avoid 
extreme changes in 
vacancy once the 
recession arrived.  
Further, the deterioration 
of demand during the 
down period, while 
significant, was far from 
catastrophic.  Although 
the imbalance between supply and demand in Reis’s multi-tenant non-
manufacturing space market arose earlier, negative absorption was 
confined, for the most part, to 2009, for which a net of minus 584,000 
square feet is reported.  The completion total that year was small at 
350,000 square feet.  It was smaller still in 2010, for which net absorption 
was calculated at negative 49,000 square feet, a total sufficiently minimal 
as to suggest a return to the positive track as the year progressed.  Indeed, 
Reis’s projection of net absorption at 451,000 square feet in 2011 supports 
the idea.    
 
Vacancy in this 56.3 million-square-foot segment of the market ended 
2010 at 13.0%, up 40 basis points for the year, up 200 since year-end 
2008.  As with absorption, serious losses in average rents were confined to 
2009, although their downturn started earlier.  The respective 0.8% and 
1.6% declines, to $7.40 and $6.95 psf, recorded for the asking and 
effective averages for 2010 were but fractions of the previous year’s 
losses.  Only 210,000 square feet, meanwhile, completed construction 
during the year, the smallest total reported by Reis for this market since 
1994. 
 
The market has two main faces—a warehouse-distribution segment 
concentrated heavily in blue-collar Prince George’s County and a large 
flex market, based chiefly along the I-270 Corridor in white-collar 
Montgomery and Frederick counties.  The corridor, running northwest 
from Bethesda and Rockville through the Gaithersburg-Germantown area 
to Frederick, serves, in large part, Suburban Maryland’s large 
biotechnology industry base.  According to Cushman & Wakefield’s latest 
report on the local market, the flex sector benefitted from a 47,000- 
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square-foot lease by Thompson Creek Window Company (a sublease 
from Integral Systems), fourth quarter’s “largest flex deal,” according to 
the report.  The warehouse-distribution sector, on the other hand, saw a 
10-basis-point increase in vacancy during the quarter—to 9.5%.  “Albeit a 
slight increase, this was a far cry from [third] quarter’s strong 
performance,” when tenant relocations to the area, moving into 
previously leased warehouse space, resulted in a decline in vacancy on the 
order of a full percentage point.   Cushman & Wakefield reports only 
78,000 square feet under construction as of year-end in two adjacent 
buildings in Bowie. 
 

• “The lack of new construction projects will allow positive direct absorption to 
increase,” observes Cushman & Wakefield. This source expects the GSA to “lead 
the way” in absorption in 2011.  Reis expects the combination of strong positive 
net absorption and a small delivery total to result in a decline in the vacancy rate 
on the order of 50  basis points in 2011.  Positive growth at about 2.0% is 
anticipated for average rents. 

 
 
 
 
 
 

Sector 4Q10 4Q09 Chg

Office 15.5% 15.1% 40 bps

Multifamily 4.9% 6.8% -190 bps

Retail 8.9% 8.0% 90 bps

Industrial 13.0% 12.6% 40 bps

Vacancy
 
 
 
 
 
 

Sector Chg

Office $27.94 psf $27.78 psf 0.6%

Multifamily $1,303 month $1,264 month 3.1%

Retail $25.25 psf $25.90 psf -2.5%

Industrial $7.40 psf $7.46 psf -0.8%

Rents
4Q10 4Q09

 
 
 
 
 
 
 
 
 

For additional metro and submarket 
level information on the top 80 
markets for the four principal property 
types, visit www.reis.com or call Reis 
at: (800) 366-REIS. 
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