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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
isolate repricing of govt. contract tail risk

:H . o : Reasons to focus on CRE markets:
1t [}l X \\l ’ 7 _— ' Market price through CMBS =+ regLIIar

" i
o L [ cash ow reporting

Investing in real estate investment trusts (REITs) that own and

manage U.S. government properties offers a unique blend of 1 LOC&tIOﬂ-SpeCI c ShOCk

stability and potential returns. These REITs lease space to federal . . -

agencies, ensuring a steady flow of rental income. " FlnanCIaI Stablllty concerns pOSt'COVI D
CRE debt exposure

Source: Yahoo Finance, June 11, 2024 (IR
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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: BIG REPRICING OF GOVT. CRE CONTRACT TAIL RISK

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 some DOGE rescissions
1 Not driven by spillovers within the bond pool

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

1 24% NOI and 15% DSCR declines among canceled leases, with large spatial spillovers
1 Production spillovers through procurement contracts, not driven by consumption externalities

Translates to 8% 5-year loss of D.C. 0 ce market value 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, $0.50 in lost income
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BACKGROUND & DATA



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 tm=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: leases entering soft term in the next few years

1 Robustness: try various bandwidths for time window de ning \not yet"
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Leases

Displaying 384 lease terminations totaling ~$140M in savings.

Savings | Total Value 4 Date

AGENCY LOCATION DESCRIPTION DATE SQFT VALUE
LD BUR LAB STAT WASHINGTON, DC True Termination- Consolidation 1/30/2025 845,389 $26,357,330

FEDERAL BUREAU

OF INVESTIGATION WASHINGTCN, DC True Termination- Agency Closed ... 5/23/2025 200,432 $9,535,356
DEPARTMENT OF
HOUSING AND
URBAN
DEVELOPMENT

WASHINGTON, DC Termination via Mass Mod 3/4/2025 $3,639,020

FOMINE S ARLINGTON, VA True Termination- Move to Federal... 2/20/2025 $3,016,102
HEALTH

OFFICE OF THE
SECRETARY DENVER, CO Termination via Mass Mod 2/26/2025 86,809 $2,905,174
DHS UNDERSEC
FOR MGM

WASHINGTCN, DC True Termination- Move to Federal. 2/13/2025 59,681 $2,774,013

ELDLEESS ARLINGTON, VA True Termination- Consolidation 1/29/2025 55,043 $2,595,912
FOR MGM

DEPT OF
TREASURY-BUREAU
OF THE FISCAL
SERVICE

HYATTSVILLE, MD True Termination- Move to Federal. 2/25/2025 $2,568,071

CENTER FOR .
DISEASE CONTROL ATLANTA, GA True Termination- Agency Direct L. 1/27/2025 19,812 $2,490,197
DHS UNDERSEC

ETE ARLINGTON, VA True Termination- Consolidation 1/29/2025 49,662 $2,440,578




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 daily + monthly price data

I When no price observed, Trepp imputes bond value using hazard model of default rates
I Check against daily TRACE/Bloomberg 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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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)



Reduced-Form Results for Office Performance



3-4% drop in DOGE CMBS prices, persistent up to 2025Q4

Notes: We restrict our sample to the rst-loss group of tranches. Standard errors clustered at the bond CUSIP Ievel. REITs 4 Shutdown

CUSIP FEs account for restructuring of bond polol some attenuation for this reason
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24% 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&ZED
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Dynamic spatial DID: neg. spillovers to NOI with no
direct GSA exposure

Half mile CMBS prices X Delinquency ETO eligible
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Dynamic spatial DID: neg. spillovers to loan DSCR with
no direct GSA exposure

Especially problematic for loans due to be re nanced into higher-rate environment
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Mechanisms: How is the shock propagating?



Possible channels for office market deterioration

Consumption externalities 7/
I In dense cities, workers make several trips to and from the o ce (Miyauchi et al. 2025)
I Robust zero e ect of DOGE cancellation on nearby retail (or o ce) foot tra D
Production externalities v

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

Strategic responses of landlords 7

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

Salience/information shock (v°)

I Landlords and CMBS investors perceive ETO clauses as newly acti@@i=ED
I If so, landlords may avoid GSA tenants or negotiate higher rents for new GSA tenants
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What we are doing in a picture

HighDOGEEXp : contract exposure to agencies targeted by DO@HIEED

HighNonDOGEGovExp : non-DOGE federal govt. contract exposure (placebo)

Decompose building-level occupancy and rent adjustm¢E=s
Pre-WFA Real Estate 2026 14



DiD exposure estimates: occ. ##, no change in rents

Yie = PO°E  HighDogeExp; Post + i+ ¢+ 0 Zig+ "

NOI drop due to occupancy reduction , not landlords strategically lowering rents to
retain tenants due to concerns about market unravellEEETD

Choi & LaPoint (2025) Government Contract Tail Risk Pre-WFA Real Estate 2026 15



Placebo regressions: HighGov exposure bldgs

Yie = %V HighGovExp; Post + i+ ¢+ © Zjx+ "y

Suggests spillover e ects are not due to broader concerns about reductions in federal
govt. footprint after new presidential administration
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Production externalities scale up to drop in NOI

Since rents are approximately xed, a decline in occupand@cc implies:

NOI Occ=OC@; with m = 1 operating expenses
NOI m gross revenue

NOI marginm or operating leverage

I Cannot estimatem directly because we lack complete income statements
I 2024 industry reports estimaten  50-60% for CBD o ces (Rubin & Firenze 2024)

For o ce properties within 1 mile of a DOGE lease, av@.CcCo24 = 75%

=) bPOGE -6 pp. scales up to¥ NOI = 13-16%, compared to our headline
estimates of a 15-16% drop in NOI for nearby o ces
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Simulation: What are the implied value losses?



Loss simulation procedures

Jump-di usion processes for govt. cancellation rig
d = V, dt+ V, dWi+V, (Jg 1)dC;; forg2fDOGE;ETO;SPILL g

For each group calibrate jump size to DiD estimatesly = log(1  g)

I Omitted reference (i.e., control) group is not-yet ETO-eligible as in DiD setting
Apply group-speci ¢ jump multiplier impact 4, yielding the jump-a ected terminal value
V(g) V(O) expdgNT) = i;(?)(l g)NT
Compare to a \no-jump" counterfactual to compute lods;
I Approximate pre-DOGE market value based on hedonically-adjusted loan-appraised value

II'in initial conditions Vi o
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Tail-risk losses dominated by the spillover group

Private-tenant properties account for 85% of the total losse @ EEEIED
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Tail risk: 8% destruction of D.C. office market value

ES (L)=E[LjL VaR (L)]

5-Year Persistence Value at Risk (VaR) Expected Shortfall (ES)

1 = 20% 50% 75% 95% 20% 50% 75% 95%

ETO-eligible 0.108 0.152 0.192 0.255 0.175 0.201 0.231 0.286
[0.150] [0.211] [0.267] [0.354] [0.243] [0.279] [0.321] [0.397]

ETO-noti ed 0.082 0.137 0.188 0.268 0.166 0.199 0.238 0.307
[0.121] [0.202] [0.276] [0.395] [0.245] [0.293] [0.350] [0.452]

Spillover 2283 2476 2636 2871 2561 2.667 2782 2977
[3.862] [4.188] [4.459] [4.856] [4.332] [4.511] [4.705] [5.035]

Total ( $ Billions) 2.473 2.765 3.016 3.394 2902 3.067 3.251 3.570
[4.133] [4.601] [5.002] [5.605] [4.820] [5.083] [5.376] [5.884]

Median-risk loss of $3.1 B, or 7.7% at $40 billion valuation of D.C. o ce market
based on recent transactions (BNP Paribas 2025; Cushman & Wake eld 2025)

I If mark-to-market unsold properties (hedonic), value destruction slightly bigger

I 1-year estimates: 1-2% of o ce market value destroy(
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Takeaway: govt. procurement risk important for CRE

We identify a new risk factor in commercial real estaggvernment contract exposure

I CMBS prices, NOI, DSCR after DOGE reactivates dormant early termination clause
I Production externalities: service providers to govt. agencies scaling back o ce footprint

On top of scal multipliers,valuation multiplier propagating through debt markets
I Long-run response of landlords and lenders to move away from govt. tenants altogether ¢
lack of price negotiating power?  already 6% rent psf for new GSA leases
Wake-up call to diversify away from public funding persists even after federal DOGE

I GSA continues to list long-time government-owned properties for sale
I 16 states have since created their own o cial DOGE-like task force

Future work: CRE performance e ects of state and local procurement changes around
elections, agglomeration e ects from govt. agency clusters
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Empirical Appendix



Systemic banking sector risk implications of DOGE

O ce CMBS delinquency rate reached
all-time high of 12.34% (Jan. 2026 Trepg

I O ce special servicing rate hit 18% in
Apr. 2026

Major life insurers hold 16% of their
portfolio in CRE debt

I 1/3 of CRE exposure is CMBS bonds
(Brown et al. 2024)

i D.C. ranks third among metros for life
insurers' CRE exposure

Collecting more data to scale up shock t

Source: Hinzen, Severino, Van Nieuwerburgh (2025): \Too-Many-to-Ignore: 1 i iti
Rostor | B e ke nationwide losse$  political stress tests
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Real economic fallout from govt. shutdowns
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Benmelech et al. (2018); Rosenthal & Strange (2020); Choi et al. (2025); Miyauchi, Nakajima, Redding
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Nakamura & Steinsson (2014); Swarez Serrato & Wingender (2016); Dupor & Guerrero (2017);
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I Govt. investment also generates a (lajgecal real asset value multiplier
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