000

b

DC Chamber of Commerce
DELIVERING THE CAPITAL 3¢

STATE OF BUSINESS REPORT

Creating a

thriving business
environment




About the DC Chamber of Commerce

The DC Chamber of Commerce is the voice of business in Washington, DC, the nation’s capital.

It advocates on behalf of businesses and entrepreneurs and provides services to improve the
business climate and attract new companies to the District of Columbia. As a leading advocate
for economic growth, the DC Chamber reflects the diversity and prosperity of the District’s
robust business community, from tech startups to Fortune 500 corporations.
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vancing policies for a strong, competitive and vibrant economy in the District of Columbia. Our
mission is to arm decision makers with fact-based, unbiased, and reliable research and analyses
to help create a vibrant local economy that can maximize opportunities for residents, workers,
and businesses in the District of Columbia.

The views expressed in this report should not be attributed to the members of the D.C. Policy
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going forward as it impacts all economic You contribute greatly by strengthening
activity across the city. the economic vitality and quality of life
for our region. Your dedication to our city
empowers the Chamber to continue its
mission and achieve success.

We also continue to face barriers to job
creation and entrepreneurship opportu-
nities: difficulties in securing a business
license and a thick regulatory thicket dis-  The 2024 State of Business report serves
courages business startups and employ- as a valuable resource, providing a clear
ment. Though some progress has been understanding of our current landscape,
made in addressing these challenges, along with key recommendations and
more work remains. At the same time, the  strategies for forging a path forward. As
city's weakening revenue and complicated  we navigate continuous change, this re-
budget needs have produced concerns port equips us with information we need

Letter from the
Chairperson of
the Board

The DC Chamber's 2024 State of
Business Report: Creating a Thriving
Business Environment explores the
evolving business landscape in the
District and highlights key changes over
the past few years. By carefully analyzing
trends and data, we gain insight into
where we stand today and how we

can progress toward a more vibrant,
prosperous future for our businesses,
economy, partners, and shared
community.

Letter from the CEO | State of Business 2024

The past few years have been challeng-
ing. The District's business ecosystem
has undergone profound changes due
to COVID, which has reshaped how
people live and work. Our downtown
area, in particular, has been impacted by
increasing remote work, leading to high
commercial vacancy rates and reduced
economic activity. Many businesses that
rely on foot traffic from workers have
seen a decline in revenue. Revitalizing
downtown is one of our top priorities

over fiscal stability which, we believe, can to stay adaptable, responsive, and for-

be addressed by a combination of sus-
tained economic growth and targeted
spending cuts.

Despite these difficulties, our business
community has remained resilient in the
face of a changing environment. The
DC Chamber’s commitment to our city
remains strong as we continue to build
stronger connections and shared goals
with our partners. Collaboration across
industries and sectors, whether between
large or small businesses or between
public and private entities, is not just an
aspiration—it is essential for success.

There is still untapped potential for growth
in our city and economy. | am confident
that by embracing partnerships and new,
innovative business strategies, we can
continue building a resilient and thriving
community. On behalf of the DC Chamber
of Commerce and our Board of Directors,

| extend our gratitude to our members,
partners, stakeholders, supporters, and
community members.

Letter from the CEO | State of Business 2024

ward-thinking in all conditions.

Together, we can move forward!

Tonya Vidal Kinlow, M.PA.

Chairperson of the Board,
DC Chamber of Commerce



Chamber Agenda
for 2025

The Chamber's 2025 Policy Agenda outlines our strategic priorities for government re-
lations, aimed at advancing our priorities as we continue to educate local policymakers
on our values and goals

Advocacy Priorities for 2025 and Beyond:

* Economic revitalization of our downtown.

» Streamlining regulations and improving agency oversight
* Promoting fiscal responsibility

* Enhancing public safety

* Economic development and job creation

Economic Revitalization of Downtown

Despite its strengths, D.C. faces challenges that negatively affect its economic vitality
and, in turn, the city’s ability to retain and attract residents. Since the pandemic, with
the rise of remote work, only about half of workers in D.C. are in the office regularly.
Fewer people going into the office means less foot traffic downtown and fewer custom-
ers for local businesses. As a result, restaurants, coffee shops, bars, health clubs, nail
salons, and other storefront businesses in the Central Business District have struggled.

The rise of remote work has also led to increased office vacancy rates, which have re-
sulted in lower commercial real estate values and tax revenues. The Office of the Depu-
ty Mayor for Planning and Economic Development estimates a loss of over $400 million
in property taxes due to these vacancies. Historically, tax revenues from commercial
real estate have financed the District's investments in public education, housing, health
care, and various social services. These investments are now at risk.

To boost the District’s economic vitality, the Chamber will advocate for policies that
prioritize downtown revitalization, explore new uses for commercial spaces, and attract
employers in high-growth sectors.

Streamlining Regulations and Reassessing Agency Practices

Regulations and agency practices that once seemed manageable are now proving
burdensome. Despite recent legislation simplifying business licensing, other regulato-
ry processes remain outdated, ineffective, and costly. The Chamber will advocate for
a comprehensive review and reform of regulations to reduce unnecessary delays and
costs. This review should be informed by stakeholder input to ensure regulations are
cost-effective and not overly burdensome. The goal is to create a more efficient and
effective regulatory regime that encourages business dynamism.

Promoting Fiscal Responsibility

The District faces fiscal pressures from declining commercial property tax revenues
and reduced federal pandemic relief. New tax increases approved by the Mayor and
Council will impose an additional $402 million burden on residents and businesses.
According to the DC Policy Center, throughout the four-year financial period, recurring
expenditures are expected to consistently outpace recurring revenues, depleting the
city’s past savings by $2.3 billion.

We urge policymakers to adopt a systematic approach to evaluate and reduce public
spending. Rather than over-relying on tax increases, it is more productive to balance

the budget by fostering economic growth and ensuring that the District government
uses taxpayer money efficiently and effectively.

Public Safety

While crime rates have decreased, public safety remains a top concern for the Cham-
ber and its members. Crime has disproportionately affected our smaller storefront
business owners and workers. The Chamber will continue to support efforts that reduce
street crime and enhance the safety of D.C. residents and businesses. We will advocate
for appropriate levels of budgetary support for public safety, including funding for Met-
ropolitan Police Department officer recruitment, hiring, retention, and training, as well
as non-MPD violence interruption programs that have demonstrated success.

Economic Growth and Job Creation

The District has recently made important investments. Most notably, the Mayor pro-
posed, and the Council approved, a major capital investment in Chinatown to ensure
the Capitals and Wizards remain at Capital One Arena. Additionally, the District has im-
plemented incentives to repurpose its surplus commercial office space and attract and
retain businesses, enhancing the city’s vibrancy. The Chamber strongly supports these
initiatives.

In the coming year, the Chamber’s advocacy for business growth and job creation will
focus on:

* Increasing public investments in local infrastructure to support facilities-based
and wireless connectivity and e-commerce across all wards.

* Encouraging public grant and loan programs to support District-based startups,
business growth, and job creation.

* Supporting initiatives that attract foreign direct investment and new firms.

* Fostering partnerships between local employers and the District government to
provide educational and job training resources for residents.

* Advocating for budgetary support for downtown recovery.

* Promoting the hiring of DC residents in both the private and public sectors, em-
phasizing opportunities for Certified Business Enterprises.

* Creating new pathways to work for uncredentialed residents through collabora-
tion with the Workforce Investment Council and the Department of Employment
Services.

* Advocating for on-the-job training and apprenticeship programs, especially for
underserved youth.
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Executive Summary

Through 2023 and the first half of 2024,
Washington D.C.’s economy continued to
navigate challenges stemming from the
increase in remote work. While there has
been a slight uptick in commuting activ-
ity, office occupancy remains below half
of pre-pandemic levels, leading to higher
vacancy rates and substantial discounts on
office building valuations. Resident em-
ployment has rebounded to pre-pandemic
levels, but overall employment in the city
has not yet fully recovered.

In this challenging and uncertain environ-
ment, businesses in the District of Colum-
bia have shown tremendous resilience.
Entrepreneurial activity in D.C. remains
higher than pre-pandemic levels, although
some signs of weakening are becoming
increasingly evident. The city continues to
see new business formations but also fac-
es higher closure rates and slower growth

Executive Summary | State of Business 2024

in new business applications.

The 2024 State of Business Report: Cre-
ating a thriving business environment
examines how business and economic
activity in the District have changed in the
past few years, how the local labor market
performed, and what policymakers can do
to foster an environment that maximizes
business success in the District of Colum-
bia. With weakening finances and limited
resources, the District must turn to policies
that can unleash growth and innovation
and sharpen the city’s competitive edge.

To ensure long-term economic vitality,

the District of Columbia must focus on
creating a thriving business environment.
This entails implementing strategic mea-
sures that support and attract businesses,
streamline operations, and foster an atmo-
sphere of innovation and growth.
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Key Policy Recommendations

By implementing these strategic measures, the District of
Columbia can create a thriving business environment that supports
economic growth, attracts investment, and enhances the quality of

lite for all its residents.

Streamline Regulations

Regularly review and modernize
business regulations to ensure they
are not overly burdensome and they
address the needs of today’s economy.
Streamlining the business licensing
process and relaxing professional
licensing requirements can significantly
boost economic activity. It is crucial
that regulations are cost-effective and
support, rather than impede, business
operations to promote inclusive
growth.

Invest in Infrastructure

High-quality infrastructure is essential
for fostering a thriving and accessible
business environment. Investing in
walkable and well-maintained public
spaces can attract both businesses
and talent. Tackling urban blight and
revitalizing downtown D.C. will benefit
local businesses while also improving
the overall quality of life, making the
city more attractive for residents and
visitors alike.

Promote Public Safety

Enhance Fiscal Responsibility

Ensure fiscal sustainability by adopting
budgeting practices that use public
resources efficiently and effectively.
Effective program evaluations and
reviews can identify areas where
spending can be streamlined without
compromising services. Improving the
value of tax dollars through a well-
functioning government will make
the city more attractive to businesses,
workers, and residents.

Improve Housing Policies

Create a policy environment that
incentivizes housing production to
increase housing affordability and
availability. By rethinking land use
practices, streamlining permitting
processes, and reducing regulatory
impediments, the District can create
an abundance of housing to attract
new residents and to support a more
inclusive and diverse workforce.

Ensure a safe environment for
businesses by addressing crime and
enhancing public safety measures.
Investing in community policing,
improving street lighting, and
increasing the presence of security
personnel can help reduce crime and
create a more secure environment for

businesses to operate.

Executive Summary | State of Business 2024
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Economic Activity and
Business Performance

Throughout 2023 and the first half of
2024, D.C.'s economy continued to grap-
ple with the impact of increased remote
work. While there has been a slight uptick
in commuting activity,” average monthly
office occupancy remains below 50 per-
cent of pre-pandemic levels. The reduced
demand for office space has led to higher
vacancy rates and substantial discounts on
office valuations. During this 18-month pe-
riod, 21 large office buildings (over 50,000
sq. ft.) were sold at an average discount
of 42 percent compared to their 2023
assessed values.? These steep discounts
pose a fiscal risk for the city, as commer-
cial property is a key contributor to the
city’s revenue.

Entrepreneurial activity in D.C., as mea-
sured by net new businesses, remains

above pre-pandemic levels but is start-
ing to weaken. While D.C. continues to

Part 1 | State of Business 2024

add new businesses, there has been an
increase in business closures and a slow-
er growth in new business applications,
reflecting increased risk and a lower level
of entrepreneurial interest in the city.

The office market

Since the onset of the COVID-19 pan-
demic, the D.C. office market has faced
substantial challenges without much relief
in sight. In 2023 and the first half of 2024,
office vacancy rates continued to climb
citywide and in select submarkets (Figure
1, top pane). The Central Business District
(CBD) and the East End, the city’s most of-
fice-dense areas, are particularly affected,
with vacancy rates nearing 19 percent by
mid-July.® Availability rates, which includes
both vacant space and space with an ex-
piring lease, reached nearly 25 percent—
an all-time high for these two submarkets.
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Figure 1 - Annual vacancy rates and gross rents,

2019 through mid-July 2024
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Mixed-use neighborhoods like NoMa and
Georgetown, which initially fared better
during the pandemic by attracting new
leases, also saw increasing vacancy rates,
signaling a shift from earlier trends. Since
2021, the advantage mixed-use areas

once had over office-heavy districts has
diminished.*

As vacancy rates rose, annual gross office
rents stagnated or declined across the
District, with Georgetown being the one
exception (Figure 1, bottom pane). In
2024, annual office gross rents for the Dis-
trict fell below their 2019 level, even with-
out adjusting for inflation. Despite these
rent discounts, demand has not increased,
showing that the District’s office market is
no longer competitive with neighboring
jurisdictions, other metropolitan areas,

or alternative work arrangements such as
remote work or shared office spaces.

Part 1 | State of Business 2024

In 2023, the District’s office market had

a negative net absorption of roughly 1.5
million square feet, meaning more space
has been vacated than leased across the
city (Figure 2). Net absorption has re-
mained negative for the first seven and a
half months of 2024. The impact has been
particularly heavy in the CBD and the East
End, both of which experienced continu-
ous negative absorption since the second
quarter of 2020 and collectively lost leases
for over 31.2 million square feet of office
space, which is the equivalent of about
30 percent of total office inventory across
these two submarkets.®

Job activity

The rise of remote work transformed work-
ing patterns across the D.C. region. In
2019, nearly 7 in 10 people who worked

in D.C. lived outside the city, making the
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Figure 2 - Net absorption of office space,

2019 through mid-July 2024
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city's economy heavily reliant on commut-
er activity. Now, many of these commuters
can and do work from home, affecting the
service economy, public transportation,
and office values.®

The Bureau of Labor Statistics reports
workers by the location of their employer,
which overstates the activity in D.C. when
workers are working from home elsewhere
in the region. The D.C. Policy Center's
"job activity” metric adjusts employment
statistics to reflect where workers are
actually working.” Since the pandemic, job
activity has shifted from D.C. to elsewhere
in the Washington metropolitan area.

In 2019, the District accounted for 30
percent of the Washington metropolitan
area’s job activity in management, busi-
ness and financial occupations. In 2021,
that share had declined by 9 percentage
points to 21 percent (Figure 3). Although

Part 1 | State of Business 2024

the District regained 2 percentage points
in 2022, its share remained below 2019
levels. A similar pattern emerged for com-
puter, engineering, and science occupa-
tions, as well as office and administrative
support roles. Meanwhile, the city contin-
ued to lose its share in healthcare occu-
pations—a disconcerting trend given that
the healthcare sector includes some of the
largest employers in the city.?

Entrepreneurial activity

Entrepreneurial activity, measured by net
new businesses, is higher than pre-COVID
levels, but recent data on business forma-
tion—applications, births, and deaths—
raise concerns. In 2021, the number of net
new establishments peaked at an average
of 423 per quarter. However, between
2021 and 2023, this average quarterly
number dropped to 234, a decline of 56

15



Figure 4 - Business establishment births, deaths, and net new business creation,

2019 through 2023
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percent, driven primarily by increased
business closures (Figure 4).

Business application shows similar signs of
weakening (Figure 5). In 2021, the aver-
age number of business applications per
month reached a high of 1,406. By 2022,
this number fell to 1,198, a 15 percent de-
crease. By June 2024, the average num-
ber of business applications per month
declined by nearly 17 percent since its
2021 peak. On the positive side, high pro-
pensity business applications—those that
are more likely to turn into wage-paying
establishments within two years of their
formation—remain above pre-pandemic
levels at an average of 361 per month.

The data indicate that about one in five

Part 1 | State of Business 2024

Deaths
B Net new establishments (births minus deaths)

new business applications turn into actual
businesses. Between 2022 and 2023, the
average annual number of establishments
in the District grew by 6 percent, or from
roughly 48,000 to 51,000 (Figure 6).

Entrepreneurial activity, measured by

net new businesses, remains higher than
pre-COVID levels, but recent data on busi-
ness formation, closures, and applications
reveal concerning trends. In 2021, net new
establishments peaked at an average of
423 per quarter. However, from 2021 to
2023, this quarterly average dropped by
304, a decline of 56 percent (Figure 4),
driven primarily by an increase in business
closures.

Business application data shows similar
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Figure 5 — Business applications, by type of application,

2019 through June 2024
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signs of weakening (Figure 5). In 2021,

the average number of business applica-
tions per month reached a high of 1,406.
By 2022, this number fell to 1,198, a 15
percent decrease. As of 2024, covering
the first six months of the year, monthly
business applications had dropped by
nearly 17 percent since the 2021 peak. On
a positive note, high-propensity business
applications—those more likely to be-
come wage-paying employers within two
years—remain above pre-pandemic levels,
averaging 361 per month.

Despite these declines, approximately one
in five new business applications result in
actual business formations. Between 2022
and 2023, the total number of establish-
ments in the District grew by 6 percent,

Part 1 | State of Business 2024

Il Business applications

W High-propensity business applications
Business applications with planned wages

[ Business application from corporations

rising from around 48,000 to 51,000
(Figure 6). This trend is a promising sign,
as the growth rate in 2022 and 2023—9.5
percent and 6.2 percent, respectively—
surpassed the increases seen in 2020 and
2021, when establishment growth re-
mained below 5 percent each year.

Notably, the number of establishments in
"Other services”—which includes per-
sonal and repair services—declined by 5
percent between 2022 and 2023 (Figure
7). This sector was the only one to ex-
perience a decline in establishments in
the four-year period shown. The decline
reflects the shift of job activity away from
the District to the District’s suburbs and
exurbs as the service sector typically fol-
lows residents.
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Figure 6 - Total establishments by sector, Figure 7 - Annual establishment growth by sector,
2019 through 2023 2019 through 2023
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Figure 8 — D.C.’s labor force, employment, and unemployment,
January 2019 through June 2024
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D.C.'s employment landscape has shown
resilience as resident employment has re-
covered from the shock of the COVID-19
pandemic. However, overall job growth in
the city has been lackluster. Total nonfarm
employment remains below its pre-pan-
demic level in all sectors, except for pro-
fessional and business services. Despite
job openings being above pre-pandemic
levels, both official data and the D.C.
Policy Center Business Sentiments survey
indicate that hiring is slowing down. Sur-
vey participants attribute this slowdown to
pessimistic expectations about the future
of D.C.’s economy and the increased chal-
lenges in hiring and retaining workers.

Part 2 | State of Business 2024

Resident employment,
unemployment, labor force
participation

In the first six months of 2024, resident
employment in D.C. (all employed D.C.
residents regardless of their work location)
reached 385,490, which is 1.8 percent
above its 2019 level of 378,786 (Figure 8).
The resident labor force (residents who
are employed or looking for work) also ex-
ceeded its 2019 level, reaching 406,673.
This represents a 1.4 percent growth in

the city’s resident labor force from 2019
through June 2024.

With resident employment growing slight-
ly faster than the resident labor force, the
resident unemployment rate declined by

20

0.3 percentage points—from 5.5 percent
in 2019 to 5.2 percent through June of
2024 (Figure 9). During the same period,
the labor force participation rate increased
from 71.2 percent to 72.5 percent.

It is important to note that, since the
beginning of the pandemic, employment,
resident labor force, and labor force par-
ticipation followed different trajectories.
Employment and labor force participation
reached their respective low points in
2021 and have been gradually recovering
since then. The resident unemployment
rate continued its decline through 2022,
and since then increased from 4.8 percent
to 5.2 percent through June of 2024. This

Part 2 | State of Business 2024

increase in the unemployment rate is due
to more people entering the job market
and actively seeking work.

Overall, D.C.’s resident employment
trends show positive signs of recovery

and growth, with a strong resident labor
force and increasing participation rates.
By addressing the challenges in hiring and
retention, the city can continue to build on
these gains and foster a robust economic
environment.

Employment in the city

Despite resident employment having
recovered from the economic shock of
COVID-19, nonfarm employment—which

21



Figure 9 - Unemployment rate and labor force participation rate,
January 2019 through June 2024
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Figure 10 - Total nonfarm employment, and employment in key sectors,

January 2019 through June 2024
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Figure 11 - Year to year job gains or losses,
January 2019 through June 2024
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Employment, Hours & Earnings.

includes all workers working for a D.C.-
based establishment, regardless of where
they live—remains below its 2019 level.

In 2019, nonfarm employment stood at
approximately 793,300. For the first six
months of 2024, nonfarm employment
remained 2.9 percent below its 2019 level,
at 770,300 (Figure 10).°

The sluggish job recovery from the
COVID-19 pandemic contrasts with the
District’s performance after the 2008
financial crisis. Between 2008 and 2012,
the District’s total nonfarm employment
grew by nearly 6 percent, while national
nonfarm employment shrank by 2.5 per-
cent. But in the post-COVID era, national
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nonfarm employment has outperformed
the District.”® Between January 2020 and
June 2024, national nonfarm employment
grew by 4.4 percent, while D.C. nonfarm
employment contracted by 4.1 percent.

Across all sectors of the District's econo-
my, only the business and professional ser-
vices sector has exceeded its 2019 level
of employment. Other sectors—such as
government, leisure and hospitality, infor-
mation, and financial activities—remain
below their pre-pandemic levels. Impor-
tantly, employment trends have weakened
over the past two years (Figure 11). Even
in the business and professional services
sector—traditionally the key driver of job
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Figure 12 - Job openings, hires, and net new hires,

January 2019 through May 2024
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Note: 'Net new hires' is sum of hires and total separations. 2024 includes data through May 2024.

growth in the District—employment grew

by 1,400 in 2023 but declined by 600 jobs
in the first six months of 2024.™

Job openings and turnover

Since the beginning of the pandemic, em-
ployers have struggled to fill open posi-
tions. The gap between job openings and
net new hires (hires minus separations)
was around 4.5 percent of total employ-
ment in May 2024, which is substantially
greater than it was before the pandemic
(3.2 percent of employment in January
2020). But this gap was at 5.3 percent at
the end of 2022 and has continuously nar-
rowed through 2023 and the first half of
2024, indicating progress despite ongoing
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Net new hires

hiring challenges (Figure 12).?

In the pandemic’s aftermath, especially in
2022, the District saw an increase in the
number of workers quitting their jobs. This
trend likely indicated either employee dis-
satisfaction or increased confidence that
better employment opportunities were
available elsewhere (including through
remote work).”™ But in the last two years,
the number of quits declined from roughly
17 thousand (2.2 percent of total employ-
ment) to 14 thousand (1.8 percent of total
employment). This decline may signal
reduced decreased confidence among
workers about their job market prospects
or expectations of an economic downturn
(Figure 13)."
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Figure 13 - Quits and layoffs,
January 2019 through May 2024
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The results from the D.C. Policy Center's
Quarterly Business Sentiments survey,
conducted throughout 2024 align with
trends in employment and hiring as seen
in publicly available official data. For
instance, two-thirds of respondents indi-
cated that they did not expect any chang-
es in their employee numbers over the
next six months, and 38 percent expected
the D.C. economy to be “somewhat” or
“much” weaker.” The D.C. Policy Center’s
Quarterly Business Sentiments survey has
also found that many businesses believe
it has become more challenging to hire or
retain workers since the beginning of the
pandemic, with local taxes and labor laws
exacerbating these difficulties.™
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With the loss of substantial commuter ac-
tivity, District businesses had to adapt and
innovate, bringing a renewed vibrancy to
the city. Despite economic uncertainties
and tempered future expectations, many
businesses remain resilient and cautious,
taking careful steps as they plan. Key
post-pandemic concerns for D.C. busi-
nesses include crime, the regulatory and
tax environment, and difficulties in hiring
and retaining employees."”’

Uncertainties about the District's fiscal
future is also a significant concern but
can hold potential for positive transfor-
mation. The approved fiscal year 2025
budget relies on $402 million in new tax
revenue, including $322 million from a
payroll tax initially intended to support
paid family leave benefits.”® Additionally,
the city plans to use $849 million from
past savings to balance the budget. Over
the four-year financial plan covering fiscal
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Business sentiments

years 2025 through 2028, the city’s recur-
ring revenue, which includes the revenue
from new taxes, will not be sufficient to
cover current expenditures, depleting $2.3
billion of past savings. Uncertainties about
revenue growth and commercial property
valuations add to the fiscal risks, raising
concerns about future tax increases. But,
in preparation for this difficult fiscal future
the city leaders invested in budget and
program evaluations in fiscal year 2025,
taking an important step towards more
effective and efficient budgeting.

Business expectations

While business expectations about de-
mand have remained stable since early
2023," D.C. businesses are becoming
more pessimistic about their performance.
In early 2023, 49 percent of businesses
rated their performance as “average”

or “below average.” In early 2024, this

28

Figure 14 — Changes in businesses’ perception of their own performance,

early 2023 through summer 2024

Overall, how would you describe this business's current performance?

Early 2023 Summer 2023

50%

45%

40%

35%

Early 2024 Summer 2024

49%

38%

32%
9 29%
oo 28%  28%
25%
21% 22% 22%
20% 20% 20%
6% 16%
a,
1%

10%

5%

0%

Average
Excellent
Average
Excellent

Below average
Above average
Below average
Above average

Source: U.S. Census Bureau, Business Trends and Outlook Survey.

Average
Excellent
Average
Excellent

Below average
Above average
Below average
Above average

Note: Bars do not sum to 100 percent. For Early 2023, data was collected between 1/16/2023 and 1/29/2023. For
Summer 2023, data was collected between 6/5/2023 and 6/18/2023. For Early 2024, data was collected between
1/01/2024 and 1/14/2024. For Summer 2024, data was collected between 6/17/2024 and 6/30/2024.

number had climbed to 52 percent. By
the summer of 2024, 64 percent of D.C.
businesses described their performance
as “average” or “below average,” which
represents a 15-percentage point increase
in the past year and a half (Figure 14).

This shift in self-assessment is primari-

ly driven by concerns about D.C.’s local
economy rather than the national econ-
omy. anticipated that the D.C. economy
would be “somewhat” or “much” weaker
in the next six months, but only 28 percent
of respondents had the same expectation
for the national economy. This outlook
may be due to D.C.’s economic underper-
formance relative to the national economy
since the COVID-19 pandemic (Figure

15). This contrasts with the pre-pandemic
years when the city consistently outper-
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formed both the regional and the national
economies.?

Business priorities and
concerns

Survey evidence indicates that crime was
an immediate concern for many business-
es in 2023, and that local tax rates and
regulations have become increasingly
important since the pandemic. Businesses
also report greater difficulty in retaining or
hiring employees. When choosing loca-
tions, businesses prioritize locations with
vibrant business activity, absence of blight,
high-quality infrastructure, and accessibili-
ty through public transportation.
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Figure 15 - Six-month expectations of economic performance of national,
regional, and D.C. economy
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Source: D.C. Policy Center's Business Sentiments Survey, 2024 Q3.
Note: 214 survey respondents. Responses unweighted.

Figure 16 — Frequency of crimes experienced in the business place in 2023

Zero I, 4 7 %
Once I 4%
6 to 9 times [l 2%
R R R o o ———————————— . Y
10 ormoretimes I 18%
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Figure 17 - Change in the importance of business location factors before and
after the pandemic
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Figure 18 — Physical infrastructure most valued by businesses
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Figure 19 - Ease/difficulty in hiring and retaining employees compared to before the

pandemic
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Note: 148 survey respondents. Reponses unweighted.

Crime

Last year, crime was a key concern for
many businesses in the D.C. region. The
D.C. Policy Center’s Business Sentiments
Survey revealed that nearly half of the
respondents indicated that the businesses
they were affiliated with had experienced
two or more crime incidents in 2023 (Fig-
ure 16). While the media often focused on
homicides, disruptive behavior and prop-
erty damage were the two most common
crimes reported by survey respondents.
Nevertheless, these lower-level crimes
unduly burden businesses: 89 percent

of respondents reported spending more
on security measures, including installing
security cameras and hiring more security
personnel. These are costs they would not
have had to incur, or incur as heavily, with
better public safety.?’
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Local taxes and regulations

Since the COVID-19 pandemic, tax rates
and the regulatory regimes of regional
jurisdictions have become a more import-
ant consideration in business location
decisions, as revealed by the second
round of the D.C. Policy Center’s Business
Sentiments Survey (Figure 17). Given that
D.C. already levies relatively high taxes
on businesses and imposes greater regu-
latory burdens compared to many other
jurisdictions in the region, this feedback
underscores the importance of thoughtful
tax and regulatory policies to remain com-
petitive and attractive to businesses.?
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Figure 20 - Places of investment interest in the Washington metropolitan area
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Note: 214 survey respondents. Responses unweighted.

Vibrancy, lack of blight, accessibility

Businesses also report they value the
appearance and accessibility of the city.

In April 2024, survey respondents to the
Business Sentiments Survey ranked being
close to public transportation, walkabili-
ty, and well-maintained sidewalks as top
business location considerations (Figure
18). Additionally, respondents also consid-
ered the absence of blight or vacancy to
be quite important. It is worth noting that
these considerations are intimately related
to and affected by the quality of services
provided by the city.??

Hiring and retention

Since the COVID-19 pandemic, business-
es have confronted greater challenges in

hiring or retaining employees. 55 percent
of round-three survey respondents report-
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ed that hiring or retaining employees has
become “somewhat” or “much more”
difficult (Figure 19). Meanwhile, 23 per-
cent of respondents reported minimal or
no change. Only 7 percent reported that
retaining or hiring employees has become
“somewhat” or “much less” difficult.?

Even in the face of the various uncertain-
ties and concerns, there are encouraging
signs. Nearly 70 percent of July 2024
Business Sentiments Survey respondents
seem enthusiastic about investing in the
city (Figure 20). Investment interest in the
city was almost four times that of Arling-
ton County—which garnered the second
most interest after the District itself. More
generally, the continued interest in the city
suggests that a future of strong growth
and economic vibrancy remains within
reach.®
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Creating an environment
for business success

The last few years have shown that the
District’s businesses are resilient, and the
city remains attractive for new entrepre-
neurs. But given economic conditions,
weakening demand for D.C., and in-
creased uncertainty, the District govern-
ment can take important steps to create a
business climate that is welcoming for new
businesses and conducive to economic
growth.

In this evolving environment, the city has
a chance to reduce unnecessary burdens
on businesses. By adopting budgeting
practices that ensure funds are spent
effectively, the city can deliver essential
services without added tax burdens. The
review and removal of regulations that do
not clearly contribute to entrepreneurial
success and job creation can also stimu-
late economic growth. These pro-growth
policies will generate much-needed divi-
dends that can be reinvested into the city,
fostering a thriving environment for all.

Get the District’s fiscal house in
order

In the upcoming years, the District will
face a challenging fiscal environment. The
adopted budget for fiscal year 2025 relies
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on $849 million dollars of one-time funds
and $402 million dollars in new revenue.

However, throughout the four-year finan-
cial period from fiscal years 2025 through
2028 recurring expenditures consistently
outpace reoccurring revenues, depleting
the city’s past savings by $2.3 billion.

Adding to the fiscal uncertainty are con-
cerns around commercial property val-
ues. Recent sales indicate that valuations
are down by nearly half from their 2021
highs but assessed values (and therefore
tax bills) show a much smaller decline.

If assessed values decline by more than
what is projected, it could create a signifi-
cant shortfall in next year's budget, further
straining the city’s fiscal future.

The District has a four-year window to
enhance its fiscal outlook. One way to get
there is to ensure that public dollars are
spent efficiently so that more can be done
with less. Incorporating program evalua-
tions into the budget process would con-
stitute an important step toward achieving
this goal. These evaluations can pinpoint
areas where the District can streamline its
spending without negatively affecting the
city’'s most vulnerable residents. By prior-
itizing evaluations of high-cost programs
that have yet to demonstrate effective-
ness, the District can ensure that resources
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are used efficiently and effectively, foster-
ing a stronger and more sustainable fiscal
future.?

Invest in Downtown D.C.

Investing in high-quality infrastructure
and addressing urban blight can create a
more vibrant and accessible environment,
support existing businesses, attract new
ones, and encourage employee reten-
tion. Ensuring the District—and especially
downtown D.C.—is an attractive place for
people to live and work will be crucial for
fostering business success. Policies aimed
at revitalizing downtown D.C. will not only
benefit the downtown area but the entire
city. A thriving downtown will generate
revenue, improving the city’s fiscal out-
look. With a strong financial foundation,
the District government can invest more
effectively in better and higher-quality city
services, enhancing the overall quality of
life for all residents.?

Modernize the District's
regulatory environment

It is important that the District regularly
review its business regulations to ensure
that they are not unduly burdensome and
truly meet a need in a cost-effective man-
ner. Well-designed regulations can foster
economic opportunity and support the
growth of new businesses. The District
has already taken some positive steps by
simplifying the business licensing process
and modifying the “Clean Hands" thresh-
old in the fiscal year 2025 budget. These
actions will expand the pool of D.C. res-
idents who can start their own business
and add to the city’s tax base and employ-
ment.?® There are many other opportuni-
ties for reform, from professional licensing
to environmental regulations where small
changes can lead to big positive econom-
ic impacts without creating harm. The Dis-
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trict must reassess its regulatory priorities
to ensure that regulations that inhibit busi-
ness activity without commensurate public
benefits are either reformed or removed.

Make it easier to build new
housing

Remote work has broken the relationship
between where people work and where
they live.? In the past, many residents
moved into the District for jobs, and then
moved out for housing.?® With this rela-
tionship broken, housing policy is argu-
ably the District's most important econom-
ic development policy.*' While the District
has made significant investments in afford-
able housing, the city’s strict land use reg-
ulations, unpredictable permitting prac-
tices, and various regulatory impediments
make the city less attractive to investors.
This limits the stock of naturally occurring
affordable housing, which is necessary to
create an inclusive city.

To unleash growth, the District must be-
come a more competitive, compelling city
for investors, businesses, workers, and
residents. This means rethinking land use
practices to expand housing, easing regu-
latory burdens to increase innovation, and
doubling down on core municipal func-
tions to make communities safer and the
city more attractive to families. D.C. must
become a city with an abundance of hous-
ing, an abundance of good-paying jobs,
an abundance of safe neighborhoods with
an abundance of amenities, an abundance
of affordable childcare, and an abundance
of good schools. By addressing these
areas, the city can foster a business-friend-
ly environment that supports economic
growth and stability.
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