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ARE GOVERNMENT CONTRACTS A SAFE INVESTMENT?

Earn Yields Up to 9% From U.S. Government
Properties With These REITs

OECD spending on govt. contracts
estimated at 12-13% of 2023 GDP
(OECD 2025)

This paper: DOGE federal lease
terminations as a natural experiment to

T .,,g, ‘ isolate repricing of govt. contract tail risk

// MMM ﬁ !l l l . - . Reasons to focus on CRE markets:
g l/ |

i1t Ny .
e 1 Market price through CMBS + regular
Investing in real estate investment trusts (REITs) that own and CaSh ow reportlng
manage U.S. government properties offers a unique blend of 1 Location-speCi c ShOCk

stability and potential returns. These REITs lease space to federal
1 Financial stability concerns post-COVID

agencies, ensuring a steady flow of rental income.

Source: Yahoo Finance, June 11, 2024
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SHIFTING OPINIONS ON GOVT. EXPOSURE IN CRE

FITCH WIRE

U.S. CMBS with Govt Lease
Are these concerns well-founded? If so,

EXPOS',"e Face Increased Default, why wasn’t the risk su ciently diversi ed?
Loss Risk
e 1 Public contract payments stable and

Fitch-Rated CMBS GSA Exposure by Largest MSA Concentration and Property usua”y Continue during Shutdowns
Type . . i .
1 Still, risk that political regime can change

Property Type Exposure Top MSA Exposure

Total Property-Level Exposure by Allocated Loan Amount NEW fact federa”y Ieased 0 CeS 2X
A more likely to be securitized, suggesting
Mot ot e o P they were perceived as safer than

e ook S 3 private-tenant leases
g o, A 1 Safer CRE properties are more likely to
Ml R be securitized
CHage g g L 1 Black, Krainer, Nichols (2020 RFS)

$ million
Case Study: Easterly

Source: Fitch Ratings, February 21, 2025
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SPIKE IN (IMPLIED) GOVT. LEASE CANCELLATION RATE

12

Percent of GSA leases terminated (12-month MA)

— >2 months early — = 24 months early ---- 26 months early

Sources: GSA Lease Inventory and DOGE website.

Annualized cancellation rate went from historical avg. of 3% to 12% by March 2025
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FINDINGS: DOGE AS A “WAKE-UP CALL” TO THE CRE MARKET

We exploit DOGE’s activation of an early termination option (ETO) in federal leases
as a natural experiment to show...

First-loss CMBS bonds linked to canceled leases experience 3-4% price decline

1 Persistent e ects so far (up to 2025Q4) despite partial rescission
1 Not driven by spillovers within the bond pool

Deteriorating performance of canceled, ETO-eligible, and privately-leased properties

1 21% NOI and 15% DSCR declines among canceled leases, with large spatial spillovers
1 Production spillovers through procurement contracts, not driven by consumption externalities

Drop in NOI =) 9.5% 5-year loss for D.C. 0 ce market in median risk case
1 Most of the losses generated by occupancy ## in nearby o ces
1 One-year govt. spending multiplier: for every $1 of canceled payments, $0.64 in lost income
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CONTRIBUTIONS TO LITERATURE
Political risk and securities markets

Pastor & Veronesi (2012,13); Goodell & Vahamaa (2013); Pasquariello & Zafeiridou (2014); Brogaard &
Detzel (2015); Kelly, Pastor, Veronesi (2016); Col, Durnev, Molchanov (2017); Hassan et al. (2019)

¥ Pricing of political uncertainty in debt markets + CRE context

Real economic fallout from govt. shutdowns

Julio & Yook (2012); Baker, Bloom, Davis (2016); Baker & Yannelis (2017); Herpfer et al. (2023)
¥ Clear timing and de nition of political shock through contractual clauses
Agglomeration e ects and local economic spillovers

Benmelech et al. (2018); Rosenthal & Strange (2020); Choi et al. (2025); Miyauchi, Nakajima, Redding
(2025); Gupta, Mittal, Van Nieuwerburgh (2025); Anenberg, Kim, Moszkowski (2025)

¥ Evidence of production externalities + market-wide contagion in o ce market
Local scal multipliers

Nakamura & Steinsson (2014); Suarez Serrato & Wingender (2016); Dupor & Guerrero (2017);
Chodorow-Reich (2019); Auerbach et al. (2020); Barnichon et al. (2022); Park et al. (2025)

T Govt. investment also generates a (large) local real asset value multiplier
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BACKGROUND: FEDERAL GOVERNMENT LEASES



EARLY TERMINATION OPTION (ETO) CLAUSE IN GOVT. LEASES
General Services Administration (GSA) negotiates federal contracts on behalf of the govt.

1 Acts as the \nation’s landlord" by renting out federally owned buildings

1 Negotiates procurement (e.g., w/defense contractors) and leases o ered by private landlords
renting space to federal agencies

1 Well-de ned contract format ¥ negotiation is on prices and whether to include clauses

Key di erence for federal leases relative to private ones is the prevalence of an early
termination option (ETO)

1 Private leases typically have a penalty paid by the lessee to the landlord
1 ETO is a no-fault option that vests once a termination right date (TRD) is reached
1 Time before the TRD is called the \ rm term" of the lease, anything after is the \soft term"

85% of leases noti ed by DOGE were already in the soft term
1 Remaining 15%: non-renewals or cases where agency disbanded (e.g., USAID)
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SAMPLE TIMELINE FOR ETO CLAUSE IN GOVT. LEASES

Federal Lease Term Structure with an ETO

R R
0=to t1 tmn=T
- ~ ~
Firm Term Soft Term
Non-cancelable Early Termination

Option (ETO) Exercisable

Median rm term length = 10 years, soft term length = 5 years @Z»
De ne GSA lease as \ETO-eligible™ if in soft term as of Jan. 2025

Not-yet-eligible control group: those which will enter the soft term in the next few years

1 Robustness: try various bandwidths for time window de ning \not yet"
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Example: GSA lease template with termination rights

Source: GSA Global Lease Template L100 (Oct. 2023)

Grace period is also negotiable, but standard is 90 to 120 days \zombie leases" not
yet removed from GSA inventory

Private leases: longer advance notice period (6-12 months) + cost recovery/penalties

Embed ETO contingencies into standard arbitrage pricing framework for CRE leases

I Derive testable implications and the govt. risk premium
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Arbitrage pricing framework { summary
Extend contingency option pricing model of Jarrow (2018,21); Choi et al. (2025)
I Continuous trading model with nite horizoim (lease expiration date)
I Two traded assets: default-free money market account and default-free zero-coupon bonc
I Properties priced as discounted sum of future cash ows + terminal value
Federal lease contingency components:

I ETO exercised at stopping time 2 [0; T], with expiration dateT !  Poisson
! advance notice period to the landlord
I time at which point rental losses stop and vacant space gets re-occupiedPoisson

Thought experiment: compare two properties with di erent ETO salience

I Landlord who ignores ETO underpricesnts =) CMBS bond price (claim to pool of
properties) adjusts down when ETO exercise intensity"

Underpricing 3 Hypotheses
Choi & LaPoint (2025) Government Contract Tail Risk FSU-UF-UGA RE Symposium 2026 9



Data & Empirical Designs



Headline # gives total savings across leases + contracts + grants canceled

More on where the \savings" come from later!






DOGE Federal Lease Termination Footprint by State

Notes: The map plots a snapshot of the DOGE-terminated federal leases as of March 24, 2025.



Panel of property-loan-bonds matched to GSA inventory
DOGE website snapshots: twice daily scrapes of the lease cancellation talf

I Back lled to website's inception using JLL/Arco market reports + Wayback Machine

Trepp CMBS monthly price data

I 'When no price observed, Trepp imputes bond value using hazard model of default rates
I Check against daily TRACE CMO trade data (WRDS missingl5% Trepp CUSIPS)
I Match to Trepp property/loan/bond deal characteristics via CUSIP

GSA lease inventory panel. hand-match to DOGE and Trepf

I FOIA'ed + compiled from monthly updates to GSA real estate webpage
I Needed to recover lease contract terms and identify units with ETO exposure

Data for spilloversAdvan Weekly Patterns retail and non-retail foot tra c data +
USAspending.gov for procurement
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Top 20 States in Terminated Average Square Footage by Federal Lease

Notes: Average square foot of terminated federal leases of top 20 states in descending order as of March 24, 202Sources Department of Government E ciency,
Arco Real Estate Solutions, JLL Federal Lease Termination Tracker.
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Constructing the sample for Washington, D.C.

Focus on D.C. because!

I Greatest density of canceled leases

! 50% of D.C. GSA leases are
securitized compared to 28% of o ces in
Moody's CRE

I Large control group of not-yet-eligible

Seven terminated leases spanning 74
CMBS CUSIPY

I ETO-eligible leases span 285 CUSIPs

Agencies: GSA, HUD, VA, DHS, FEMA,
Treasury, IRS, Department of Energy,
Federal Energy Regulatory Commission,
Federal Aviation Administration (FAA)



Canceled vs. not-yet canceled diff-in-diff strategy

Yi;C;t = DOGE i;C P Ostt + P OStt + DOGE i;c + | 0_{)Z(L? + |{% + "i;c;t

bond pool controls  issue date FEs

Compare DOGE-canceled to bonds entering the soft term during DJT 2.0
Combines elements of staggered DiD and regression discontinuity

I Setting has limited data due to thinness of securitized o ce market
I Standard bandwidth selection criteria would pick too few obs.
I We pick a broader bandwidth w.r.t. distance to termination right date

Test for contamination bias usingnulte test (Goldsmith-Pinkham, Hull, Kolesar 2024)

I Control group consists of not-yet-treated and never-treated
I With controls (sg. ft., occ. rate, issuance month), DOGE-canceled bonds, no contaminatic
I Sitill, results go through if we just restrict to soon-eligible but never during sample



Estimating spatial spillovers + contagion effects

Contagion e ects: repricing of risk associated with already ETO-eligible properties the
were not canceled

I Already eligible means already past termination right date as of Jan. 2025
I Run the same speci cations using ETO-eligible as the \treatment" group

Spatial spillovers: performance of nearby properties with no GSA leases might su er

I Production externalities, retail foot tra c, reallocation of federal workforce, loan repricing

Yicrt = (Ringjcr Private;c Post)+ 1 Post+ 2 Privateijc+ 3 Ringjcr
+ 4 (Privatejc Post)+ 5 (Ringicr Post)+ s (Ringicr Privatejc)

+ (i;c) T ot IIi;c;r;t

Test for whether being close to a DOGE lease matters relatively more for private lease
usingRingi.c; to indicate location within inner ring
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Reduced-Form Results on Office Performance



3-4% drop in DOGE CMBS prices, persistent up to 2025Q3

Notes: We restrict our sample to the rst-loss group of tranches. Standard errors clustered at the bond CUSIP Ievel

CUSIP FEs account for restructuring of bond polol some attenuation for this reason
FSU-UF-UGA RE Symposium 2026 18



Mirrored in abnormal returns for REITs

Compare o ce REITs with more (treated) vs. less (control) GSA D.C. tenal@@ZiH
FSU-UF-UGA RE Symposium 2026 19



21% drop in NOI for DOGE-notified properties

Notes: NOI is de ned at the loan level. Standard errors clustered at the Trepp loan id level.

Timing: drop occurs at months 3-4 due to grace period end@IED EEEEEEED
FSU-UF-UGA RE Symposium 2026 20



Similar drop in DSCR for DOGE-notified properties

Notes: DSCR is de ned at the loan level. Standard errors clustered at the Trepp loan id level.

All ETO-noti ed properties have delinquent loans as of 2025 D
FSU-UF-UGA RE Symposium 2026 21



Dynamic spatial DiD: spillovers to CMBS with no direct
GSA exposure

Choi & LaPoint (2025) Government Contract Tail Risk



No clear effect of proximity for

non-GSA spillovers

@) &) 3

Large negative spillover to relatively

“) nearby private leases within 3-mile

Private Post -0.179** -0.179** -0.146*** -0.106*** outer ring
(0.066)  (0.067) (0.043) (0.037)
Ring Post (201(8)(853) 0(3%23) -0-(%)53;*) 0?()1241) No additional e ect of being in
Ring Private Post 0.065 0.067 0.055 0.020 1-mile inner rng
0.091 0.090, 0.061 0.047 P .
— (0.091) (00%0) (0081) (0.047) Similar result of onRing Post=
AdR' 0.025 = 0030 ~ 0439 0985 11% for NOI as outcome (column 4)
Observations 14,833 14,833 14,833 14,833
Ring-Time FE v v v Bias-variance tradeo in choice of
Deal FE v distance bandwidth
Bond CUSIP v’

Notes: Standard errors clustered by CUSIP.

Choi & LaPoint (2025)

Government Contract Tail Risk

Motivates test for hyperlocal
spillovers using foot tra ¢ data
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Mechanisms: How is the shock propagating?



Possible channels for office market deterioration

Consumption externalities

I In dense cities, workers make several trips to and from the o ce (Miyauchi et al. 2025)

I Example: federal employees working at a terminated agency o ce no longer go to lunch
across the street

Production externalities

I Spillovers to providers of local goods/services to terminated agencies (e.g., law rms)

Strategic responses of landlords

I Prices (rent psf) do not adjust for ETO-eligible leases given contracts set in advance
I annual escalation clauses of 1-2%, on avg.

Salience/information shock

I Landlords and CMBS investors perceive ETO clauses as newly activated
I If so, landlords may avoid GSA tenants or negotiate higher rents for new GSA tenants
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Test for consumption externalities in foot traffic data

Standard inner (close) vs. outer (far) ring design, with raffiiner ; router )

%10
Yirst = t Spilloverjt + j+ rt+ sttt jitrs
t= 106 1
Establishment , DOGE outer ringr, 3-digit NAICSs, and weekt
I Ring-by-time ; and subsector-by-times; FES
I Check:(Finner ;Touter ) from (0:25; 0:5) to (0:5; 1) miles
Check robustness to specifying viMtto be log-normally or Poisson distributed

I Even withY > 0;8j (balanced panel of POIs), xed e ects worsen the bias for log-linear
regression (Cohn, Liu, Wardlaw 2022)

Alternatively, compare properties in rings de ned by early vs. late DOGE noti cations
(Callaway & Sant'’Anna 2021)  not just driven by contamination of outer ring
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No impact on retail foot traffic

Notes: Solid bars indicate 95% Conley Cls with maximal SAC cuto , dashed bars are those clustered by Census block group.

Also null for non-retail foot tra c, or early vs. late ring desig/®ih @5 @D
FSU-UF-UGA RE Symposium 2026 26



Could RTO policies at D.C.

agencies play a role?

Status Agency

Days/Week In-O ce

DOGE-notied Department of Veterans A airs (VA)
DOGE-notied Federal Energy Regulatory Commission (FERC)
DOGE-notied Department of Homeland Security (DHS)
DOGE-notied General Services Administration (GSA)
DOGE-notied Federal Emergency Management Agency (FEMA)
DOGE-notied Department of Housing and Urban Development (HUD)
DOGE-notied Department of the Treasury
DOGE-noti ed Internal Revenue Service (IRS)
DOGE-notied Department of Energy (DOE)
DOGE-notied Federal Aviation Administration (FAA)

ETO-eligible ~ GSA National Capital Region 11

ETO-eligible  U.S. Navy

ETO-eligible  Department of Housing and Urban Development (HUD)
ETO-eligible  U.S. Federal Labor Relations Authority

ETO-eligible  The Public Defender Service

ETO-eligible  U.S. Chemical Safety Board

ETO-eligible  United States Postal Service (USPS)

ETO-eligible ~ AmeriCorps

ETO-eligible  Federal Mediation and Conciliation Service
ETO-eligible  U.S. O ce of Government Ethics

ETO-eligible  National Aeronautics and Space Administration (NASA)
ETO-eligible  NASA O ce of Inspector General

ETO-eligible O ce of the Comptroller of the Currency (OCC)
ETO-eligible  Federal Housing Finance Agency (FHFA)

ETO-eligible  Federal Trade Commission (FTC)

ETO-eligible  National Endowment for the Humanities (NEH)
ETO-eligible  National Endowment for the Arts (NEA)

ETO-eligible  National Institute for Occupational Safety and Health (NIOSH)

25

2
3 (est.)
1-2 (est.)
2512 RTO mandates/policies for
25 federal agencies
2

2 est) I Flex Index (as of July 2024) and
° hand-collected from 2024

B Congressional Report

3 (est.)

s I All agencies have some WFH

3 (est) AR .
4 (est) activity prior to DOGE
1-2 (est.)
2.5 (est)
3 (est)
3 (est)

L2 (est) Very little variation in RTO policies

3 (est)

12 (est) at the agency level unlikely that

2.5 (est)

25 sty DOGE targeting leases based on

ETO-eligible  Networking and Ir and D
ETO-eligible  National Transportation Safety Board (NTSB)

ETO-eligible  Argonne National Laboratory

ETO-eligible  Court Services and O ender Supervision Agency (CSOSA)
ETO-eligible  Pretrial Services Agency for the District of Columbia (PSA)
ETO-eligible  Public Defender Service for the District of Columbia (PDS)
ETO-eligible  Federal Retirement Thrift Investment Board (FRTIB)
ETO-eligible  U.S. Agency for International Development (USAID)
ETO-eligible  National Science Foundation (NSF)

2.5 (est.) A
L2 (est) WFH behavior
1-2 (est.)
2.5 (est.)
2.5 (est.)
3 (est)
3
2




Test for production externalities

Idea: construct govt. business-dependence variables to proxypfoduction externality

Sample construction

Obtain the property addresses for 1-mi ring private-tenant buildings

Use CoStar to obtain, as of Nov 2025, bldg-level quarterly rent and occupancy, tenant-lev
name, sgft, lease start, end, industry

- Trepp doesn't provide price-quantity decomposition of NOI, largest 5 tenants' names only

- Of 343 unique tenants, 300 tenant8{%) have lease commencement date prior to Januar
30, 2025

Merge CoStar bldg-level quarterly data with Trepp's loan-level data

Hand-match contractors inJSASpending.govw/CoStar tenant name to collect FY
2015-2024 federal govt. award information
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Procurement contract exposure measures

1. DOGE Contract Exposure

Tenantj's award shares:

DOGESharej; NonDOGEShare:

SF-weighted building shares:

X
Share? = w;; DOGEShare;

j
X

Share] = w;j NonDOGEShare;:

i
DOGE tilt:

Tilt; = Share®  Sharel:

HighDogeExp;: 1f Tilt; > 0Og.

2. Government Contract Exposure

Tenant-level award exposure

24 Award.
=2015

Pre-DOGE SF weights in building

SFFI’G
Wi = J FPI’E:
k2J| S 14
Building-level dependence:
X
GovDep = wi;j GOVEXp;:

j23,

HighGovExp;: top 20% of GovDep.



What we are doing in a picture

HighDogeExp: contract exposure to agencies targeted by DOGE
HighGovExp : broader federal govt. contract exposure other than DOGE (placebo)
Decompose building-level occupancy and rent adjustments

FSU-UF-UGA RE Symposium 2026 30






	Background: Federal Government Leases
	Data & Empirical Designs
	Reduced-Form Results on Office Performance
	Mechanisms: How is the shock propagating?
	Simulation: What are the implied value losses?
	Appendix
	Empirical Appendix
	Simulation Appendix
	Theory Appendix


