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Are government contracts a safe investment?

Source: Yahoo Finance, June 11, 2024

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

Reasons to focus on CRE markets:

I Market price through CMBS + regular
cash 
ow reporting

I Location-speci�c shock

I Financial stability concerns post-COVID
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Shifting opinions on govt. exposure in CRE

Source: Fitch Ratings, February 21, 2025

Are these concerns well-founded? If so,
why wasn’t the risk su�ciently diversi�ed?

I Payments on �xed-term contracts stable
and usually continue during shutdowns

I Still, risk that political regime can change

New fact: federally leased o�ces 50%
more likely to be securitized, suggesting
they were perceived as safer than
private-tenant leases

I Safer CRE properties are more likely to
be securitized

I Black, Krainer, Nichols (2020 RFS)

Case Study: Easterly
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Spike in (implied) govt. lease cancellation rate
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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... Literature

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

I Persistent e�ects so far (up to 2025Q4) despite some rescissions

I Not driven by spillovers within the bond pool

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

I 24% NOI and 15% DSCR declines among canceled leases, with large spatial spillovers

I Production spillovers through procurement contracts, not driven by consumption externalities

3 Translates to � 8% 5-year loss of D.C. o�ce market value in median risk case

I Most of the losses generated by occupancy ## in nearby o�ces

I One-year govt. spending multiplier: for every $1 of canceled payments, $0.52 in lost income
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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.

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

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

I 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) Example #1 Example #2

I Private leases typically have a penalty paid by the lessee to the landlord

I ETO is a no-fault option that vests once a termination right date (TRD) is reached

I 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

I 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

0 = t0

R

t1

::: ::: R

tm = T

Firm Term
Non-cancelable

Soft Term
Early Termination

Option (ETO) Exercisable

Median �rm term length = 10 years, soft term length = 5 years Plot

De�ne GSA lease as \ETO-eligible" if in soft term as of Jan. 2025

Not-yet-eligible control group: leasing entering soft term in the next few years

I 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 Theory
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Data & Empirical Designs





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

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

Trepp CMBS daily + monthly price data Tranches Sum stats Letter Bloomberg

I When no price observed, Trepp imputes bond value using hazard model of default rates
I Check against daily TRACE/Bloomberg data (WRDS missing� 15% Trepp CUSIPs)
I Match to Trepp property/loan/bond deal characteristics via CUSIP

GSA lease inventory panel: hand-match to DOGE and TreppSum stats Flows

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 spillovers:Advan Weekly Patterns retail and non-retail foot tra�c data +
USAspending.gov for procurement Coverage
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DOGE Federal Lease Termination Footprint by State

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



Constructing the sample for Washington, D.C.

Focus on D.C. because...More stats

I Greatest density of canceled leases
I � 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 CUSIPs Targeting?

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 � Postt + 
 � Postt + � � DOGE i;c + � 0� X i ;c| {z }
bond pool controls

+ � i;y|{z}
issue date FEs

+ " i;c;t

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 usingmulte test (Goldsmith-Pinkham, Hull, Koles�ar 2024)

I With controls (sq. ft., occ. rate, issuance month), no statistical evidence of contamination
I Robustness: restrict to soon-eligible but not in soft term during sample period
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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 level. Pooled REITs Shutdown Daily

CUSIP FEs account for restructuring of bond pool�! 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 endingPooled Vacancy clause Delinquency
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Dynamic spatial DiD: neg. spillovers to NOI with no
direct GSA exposure

Half mile CMBS prices Delinquency Speci�cation
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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
1 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�c WFH Results

2 Production externalities

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

3 Strategic responses of landlords 7
I Prices (rent psf) do not adjust for current ETO-eligible leases given contracts set in advance

�! annual escalation clauses of� 1-2%, on avg.

4 Salience/information shock ( )

I Landlords and CMBS investors perceive ETO clauses as newly activatedNew leases

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 DOGE

HighGovExp : broader federal govt. contract exposure other than DOGE (placebo)

Decompose building-level occupancy and rent adjustmentsDe�nitions Steps
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Small rent " for tenants in most-exposed buildings

Landlords reprice contract termination risk by raising rents on tenants who stay
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Sharp drop in occupancy for DOGE-exposed,
private-tenant spillover bldgs
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DiD exposure estimates: occ. ##, rent "

Yi;t = � DOGE �
�
HighDogeExp i � Postt

�
+ � i + � t + � 0 � Z i ;t + " i;t

NOI drop due to occupancy reduction , not landlords strategically lowering rents to
retain tenants due to concerns about market unravelingNLRB case Placebo
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Simulation: What are the implied value losses?



Loss simulation procedures

Jump-di�usion processes for govt. cancellation risk:Full model

dVt = �V �
t dt + �V �

t dWt + V �
t (Jg � 1) dCt ; for g 2 f DOGE; ETO; SP ILL g

For each groupg calibrate jump size to DiD estimates:Jg = log(1 � � g)

I Omitted reference (i.e., control) group is not-yet ETO-eligible as in DiD setting

Apply group-speci�c jump multiplier impact� g, yielding the jump-a�ected terminal value

V (g)
i;T = V (0)

i;T exp(Jg NT ) = V (0)
i;T (1 � � g)N T

Compare to a \no-jump" counterfactual to compute lossL i Paths

I Approximate pre-DOGE market value based on hedonically-adjusted loan-appraised values to
�ll in initial conditions Vi; 0 Hedonics
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Calibration to DiD estimates

Symbol Parameter Value Description

� Drift rate 0.020 Annual baseline growth in property values
� Valuation volatility 0.100 Annualized standard deviation of value (market risk)
� DOGE Jump size 0.155 Average proportional loss per jump for ETO-noti�ed
� ET O Jump size 0.073 Average proportional loss per jump for ETO-eligible
� SP ILL Jump size 0.158 Average proportional loss per jump for private-tenant spillover
� Jump intensity 0.150 Annual probability of ETO execution (Poisson)
T Simulation horizon f 1; 2; 3; 4; 5g Horizon in years (shock persistence parameter)
N Monte Carlo iterations 50,000 Number of random draws per group and horizon

Jump intensity� = 0 :15 =) average annualized 15% chance of ETO execution

I Re
ects conditions as of March 2025�! could be lower in the end
I Average waiting time of1=� = 6.67 years, beyond typical soft term length

Other parameters based on CoStar reports for post-COVID D.C. o�ce market

T controls DOGE shock persistence (e.g.,T = 5 is soft term length)
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Tail-risk losses dominated by the spillover group

Private-tenant properties account for� 85% of the total losses1-year estimates Table
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Tail risk: � 8% destruction of D.C. office market value
ES1� � (L ) = E [L j L � VaR1� � (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 2.283 2.476 2.636 2.871 2.561 2.667 2.782 2.977
[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 2.902 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 destroyed
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Tail risk: � 8% destruction of D.C. office market value

ES1� � (L ) = E [L j L � VaR1� � (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 2.283 2.476 2.636 2.871 2.561 2.667 2.782 2.977
[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 2.902 3.067 3.251 3.570
[4.133] [4.601] [5.002] [5.605] [4.820] [5.083] [5.376] [5.884]

Scale up estimates to includenon-securitized properties using estimated securitization
rates for each group�! 12.7% total market value loss [brackets]Details Cost-bene�t
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