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OFFICE MARKET | SECOND QUARTER | 2008

Suburban Maryland

Market Activity

Much like the rest of the country, suburban Maryland experienced another quarter of slower
market activity with renewal activity gaining popularity. In the second quarter of 2008,
net absorption registered at negative 154,000 square feet and vacancy rose 20 basis points
from last quarter to 12.1 percent. Similar to the first quarter, Prince George’s County had a
significant increase in vacancy (190 basis points) due primarily to Merkle and FEMA moving
out of nearly 232,000 square feet. In addition, 60,000 square feet of vacant space delivered
to the county. Montgomery County faired relatively well in the second quarter, as vacancy fell
from 10.2 percent to 9.8 percent. Moreover, the strength was nearly across the board, with
North Bethesda, North Rockville, Gaithersburg/Germantown, and Silver Spring all reporting
a downward shift in vacancy. There were no groundbreakings in suburban Maryland in the
second quarter, a positive sign that supply is adjusting to falling demand. Currently, there is 1.3
million square feet scheduled to deliver by the end of the year, 17 percent pre-leased, with the
bulk of the space (996,000 square feet) being constructed in Montgomery County. The lack of
leasing in newly constructed buildings suggests the pendulum will continue to swing towards
a tenant’s market.

Outlook

With national economic growth sluggish, companies have been reluctant to increase corporate
expenditures. As a result, the market has seen a drop in demand for office space and an increase
in renewals. As of the second quarter, net absorption totaled negative 578,000 square feet in
suburban Maryland, compared to a positive 194,000 square feet recorded this same time a year
ago. Despite the downward trend, suburban Maryland is on pace to add 4,600 jobs in 2008.
Although this has not yet translated into positive absorption, it does suggest that the long-term
fundamentals that drive demand for office space remain positive. Nevertheless, given the 1.3
million square feet of mostly empty office space set to deliver, and a business sector that is in
“wait and see” mode, expect vacancy rates to rise by at least 50-100 basis points by the end of

2008.

Suburban Maryland Office Market
Deliveries - Net Absorption - Vacancy
Second Quarter 2008
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