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Executive Summary  

Prepared by Washington, DC-based Partners for Economic Solutions (PES) for the 
Montgomery County Planning Department, this in-depth market study examines the many 
forces changing the regional office market, current conditions in the county and best 
practices for office development.  

The goal of the research is to better understand the unprecedented challenges confronting 
the market, including changing tenant preferences, high vacancies, flat rents and slow 
absorption of new and relet space. While these trends partly reflect a still-recovering 
economy, the Washington, DC region has been especially hard hit by cuts in federal 
government spending and leasing.  

Regional Office Vacancies (Second Quarter, 2015) 

 A total of 71.5 million square feet of office space currently is vacant throughout the 
Washington, DC region.  

 With 20 million square feet of vacant office space, Fairfax County accounts for the 
largest share (28 percent) of vacancies region-wide. The District of Columbia has the 
second highest share (22 percent), with 15.6 million square feet. 

 Montgomery County has nearly 11 million square feet of vacant office space, 
accounting for 15 percent of regional vacancies. 

 Prince George’s County has 7 percent of the region’s vacant office space. 

 In Montgomery County, 12 office buildings totaling 2.1 million square feet of space 
are completely vacant. Eight more buildings totaling 1.2 million square feet will 
become vacant this year.  

 Seven relatively small office buildings totaling 400,000 square feet are now under 
construction in the county. Region-wide, 33 office buildings totaling 7.3 million 
square feet are under construction. 
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Findings 

 Most jobs created during the economic recovery have been in restaurants, retailers 
and health care facilities, rather than in office-based sectors such as professional 
and technical services. 

 Telecommuting, technological advances, more efficient work spaces and practices 
such as hoteling have enabled office tenants to reduce their square footage even as 
they expand their workforce.  

 The most successful office clusters in Montgomery County are part of mixed-use 
developments with a strong sense of place and a quality environment. Transit 
connectivity is increasingly important to office tenants. This trend is consistent with 
recommended land use strategies in recent County plans for White Flint, Bethesda, 
White Oak and other communities. 

 Single-use office developments without convenient transit or highway access are 
having difficulty in attracting tenants. 

 Future office development is likely to occur at a much slower pace and be 
concentrated in prime locations. Not every location will be able to attract new office 
development or maintain former occupancy levels.  

Recommendations 

 Create or retrofit office environments that are attractive to today’s tenants by 
adding amenities, mixed-uses and improved transit or highway connections. 
Incentives to renovate offices could be effective for buildings near transit or in 
mixed-use areas.  

 Reduce the supply of non-competitive office space by converting vacant office 
buildings to housing, hotels or other uses. Policies that facilitate site assembly could 
help owners of older, small office buildings to redevelop. Plans for approved but 
unbuilt suburban office parks may need to be revisited. Some projects already have 
converted planned office space to residential or other uses, but redirecting 
development capacity to more competitive locations should be considered. Zoning 
impediments to redevelopment and diversification should be removed.  

 Increase demand by competing for office tenants more effectively. County economic 
development initiatives including business attraction and retention, workforce 
development, technical assistance and support for local entrepreneurs should be 
intensified.  
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Introduction  

The Washington, DC metro region1 is currently experiencing unprecedented challenges in 
its office market, exemplified by vacancy rates that have risen in the past year from 14.6 
percent to 15.0 percent,2 more than 70 million square feet of vacant space, average reported 
rents that have declined 0.5 percent since 2008, larger than normal concession packages, 
slow absorption and minimal new construction.  

Montgomery County is suffering along with the rest of the region, performing better than 
other jurisdictions on some indicators and worse on others. The county’s vacancy rate rose 
from 14.8 percent to 14.9 percent between 2014 and 2015. However, average reported rents 
in the county have declined more than 7.8 percent since 2008, and absorption has been 
slower than seen in the District of Columbia and Fairfax County. Most new office deliveries 
in the past year have been built-to-suit for single tenants.  

The region and county have experienced recession-driven office market downturns for 
decades. What is different this time is a major realignment as tenants reduce their office 
space even as they expand their workforce. That trend will impact local and regional office 
markets for many years into the future. 

Montgomery County’s Challenge 

As of mid-year 2014, the office inventory includes 11 totally or almost totally vacant 
buildings with 2.25 million square feet of space; another nine buildings are almost totally 
available with 1.4 million square feet.3 All of these buildings are located in office parks or 
independent campuses.  

High vacancies also threaten the financial viability of individual buildings. They pressure 
each landlord who has vacant space to lower rents or increase concession packages in order 
to lure tenants, undercutting the building’s cash flow and thus its market value. As more 
buildings are affected, these depressed values could have negative implications for the 
property tax base of the county, the City of Gaithersburg, and the City of Rockville.  

                                                 
 
1 Defined to include the District of Columbia; Montgomery, Arlington, Calvert, Charles, Clarke, Culpeper, 
Fairfax, Frederick, Loudoun, Prince George’s, Prince William, Rappahannock, Spotsylvania, Stafford and 
Warren counties; and the cities of Alexandria, Fairfax, Falls Church, Manassas, and Manassas Park.   
2 Well-leased office buildings have vacancies of three to five percent.  A healthy office market that combines a 
wide range of properties would have vacancies of eight to ten percent. 
3 As of mid-year 2015, 12 major office buildings totaling 2.1 million square feet stand completely empty, and 
another eight buildings are soon to be largely vacant. 
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Projected occupancy rates do not suggest any near-term relief in these problems. Only 
significant increases in office-based employment, office building demolitions or conversions 
to other uses could make a dent in the county’s nearly 11 million square-foot vacant office 
inventory.  

To bring the county office market back into balance with a vacancy rate of less than 10 
percent, employment in office-based industries would need to expand by at least 21,900 
jobs. That is equal to eight percent of all jobs in office-using industries and more than seven 
times the number of total jobs created in the county from 2004 through 2013. 

Office development has played a major role in anchoring new developments in the county. 
That role has shifted now to residential development. Master plans will need to recognize 
that shift and may require revisions to accommodate that new reality. Reuse or 
redevelopment strategies will be needed for some buildings that can no longer compete 
effectively for tenants.  

The zoning re-write has lowered some of the barriers to repositioning single-use office 
districts by allowing introduction of non-office uses into office park zones. However, more 
may need to be done to encourage the required transitions. 

Several major single-use office parks will need major injections of new private investment 
to compete with walkable mixed-use districts. New infrastructure may be required to 
provide quality transit access and roadway improvements to better serve pedestrians. 

To provide a better understanding of the many issues involved in office development, this 
analysis has delved deeply into the performance of the county’s office base, focusing on 
variations by location and type and class of space.  

This report addresses: 

 forces changing the office market, including employment trends; 

 trends in office market conditions in the region, county, county subareas, and 
specific office clusters; 

 future prospects for the market; 

 best practices, the lessons they offer, and the strategies they suggest; and 

 conclusions and recommendations, emphasizing planning-related strategies. 
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I. Forces Changing the Office Market 

Several major forces are changing office markets – national, regional, and local. This 
section outlines those forces, distinguishing among those primarily impacting demand and 
those affecting supply conditions. Because the forces affect different types of office users 
differently, the discussion begins with an introduction to the different types of users active 
in Montgomery County. The second half of the section explores employment trends in more 
depth due to their importance in explaining and predicting office demand. 

Types of Office Tenants 

Montgomery County offers the full range of office spaces of different classes, age, rent levels 
and type of setting from urban centers near Metro stations to bare-bones buildings along 
major thoroughfares to stand-alone campuses to amenitized office park buildings.  They 
attract a wide variety of users with differing needs, budgets and locational criteria. At the 
risk of over-generalization: 

 Corporate or agency headquarters look for prestige locations with good regional 
accessibility from which to draw a well-educated workforce. Access to client 
businesses and/or other companies that support or collaborate with them can be 
important. That can argue for locating within major office clusters, close to a major 
client, and/or near a major airport. For some, signage and visibility are important to 
corporate image-making. 

 Contractors often seek close proximity to their major client (e.g., the Pentagon) and 
flexible lease terms that can accommodate the life of a major contract. 

 Many smaller companies are less driven by prestige and more constrained by 
finances. Their locations often represent a compromise between easy access for their 
owners and/or workers and affordable rents. 

 Support operations, such as back-office operations, tend to locate in less expensive 
office space accessible by a more local workforce and offering free parking. 

 Health and other professionals serving the local market depend on access and 
visibility to serve local residents; health care providers often cluster near hospitals 
to reduce the physicians’ travel times. Their ties to local customers makes them less 
mobile and less likely to relocate. Many own their own office building. 

 Other local service providers – real estate agents, insurance, tax preparers – depend 
on the local population for their business and will often use a visible location to 
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advertise their services and attract customers.  They often locate in retail space 
and/or own their space. 

These tenant groups and individual tenants approach the office market differently and 
location criteria change over time depending on the industry culture (e.g., software 
development), the company’s stage in its life cycle (e.g., start-up or established), and the 
state of the economy.  Over the last few years, the growing competition for qualified 
workers has raised the importance of office environments that can attract tech workers and 
others with specialized skills in high demand.  This variation in location criteria 
complicates the process of generalizing trends in the office market.  

Regional and County Employment 

Office demand is driven by employment in sectors that occupy office space. Montgomery 
County competes within the region for businesses and other organizations to fill its office 
space. This section reviews regional and local employment trends and Montgomery 
County’s shifting competitive position. 

Regional Employment Trends 

Metropolitan Washington and Montgomery County weathered the Great Recession much 
better than the rest of the country. The region’s concentration of federal government 
functions and its extensive base of contractors and suppliers positioned it to benefit from 
the government’s relative employment stability and stimulus spending. Employment 
declined only 1.6 percent (45,000 jobs) from 2008 to 2009 and then expanded 1.8 percent, 
adding 50,000 jobs to 2011. The region’s relatively strong economic performance in contrast 
with many other parts of the country made it a magnet for in-migration, particularly among 
younger millennial workers leaving college and getting started in their careers.  

Since then, the expiration of the stimulus programs, drawdown of American actions in Iraq 
and Afghanistan, budget wars on Capitol Hill, sequestration and the government shutdown 
have taken their toll. The 2013 sequestration imposed significant cuts in government 
contracting. Failure to reach a comprehensive budget accord for more than three years 
created great overall uncertainty regarding existing and future Federal government 
contracts and directly impacted contractors’ employment levels and their willingness to 
commit to long-term leases. With the Bipartisan Budget Act of 2013, the uncertainty has 
been reduced somewhat, but the budget wars continue to influence the regional economy. 
The region’s employment growth has slowed from 1.4 and 1.3 percent annual growth in 
2011 and 2012, respectively, to 1.0 percent in 2013 and 0.5 percent for the 12 months from 
August 2013 through July 2014. 

Higher-wage jobs traditionally based 
in office space are growing more 

The region’s and the county’s shifting 
economies are creating more lower-wage 
jobs that don’t require office space.
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As shown in Figure 5,4  comparisons of job growth performance in key industries across 
major jurisdictions in the region indicate that the Montgomery County’s share has declined 
somewhat, while Fairfax County, the District of Columbia, and Arlington County have 
increased their shares.  

Examining office-using sectors in more detail reveals that some individual subsectors grew 
in spite of losses in the overall industry.  

 Health care offices outside of hospitals added almost 1,200 jobs from 2007 to 2012.  

 Business and technical schools and educational services added more than 300 jobs.  

 More than 1,400 jobs were created in the office administrative services sector.  

 Employment in the management, scientific and technical consulting and scientific 
research and development services sector increased by 2,400 jobs.  

However, these gains were more than eclipsed by losses in other office-using sectors, 
including most segments of the financial activities sector, legal services, and computer 
systems design and related services. Appendix Table A-7 shows 2005-2012 employment in 
office-using industries. 

The employment losses from 2007 to 2012 were reflected in the number of establishments 
as well. (See Appendix Table A-8.)  

 The county lost 407 business establishments, a 1.5-percent loss.  

 The losses happened across the size spectrum with three-quarters having four or 
fewer employees.  

 During the same time, though, there was growth among large companies with an 
additional nine establishments moving into the category of 500 to 999 employees 
and six more companies reaching 1,000 or more employees.  

  

                                                 
 

4 These charts reflect the Bureau of the Census’ County Business Patterns data through 2012; the categories 
differ slightly from those used by the Bureau of Labor Statistics and the Maryland Department of Labor, 
Licensing and Regulation in Tables 1 to 3.  
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Regional and National Trends in Office Demand 

This section discusses a range of region-wide and larger industry forces that are 
fundamentally changing office demand everywhere. 

Employment-Driven Demand 

Traditionally, office demand has been driven by the number of people employed in 
industries that typically locate in office space. As such, macroeconomic forces and regional 
employment trends have been reliable predictors of demand for office space in Montgomery 
County. This is no longer the case. 

The Great Recession’s impact on business activity and growth affected office demand in 
markets across the country, the region, and the county. The Washington region fared better 
than many other markets as government employment grew with stimulus spending. But as 
the stimulus spending wound down, Federal, State, and local government employment 
declined and the recovery slowed.   

This downward trend was accelerated through major Federal budget cuts and the 
sequestration cuts imposed by the Budget Control Act of 2011. The cutbacks affected both 
direct government and contractor employment as contracts were canceled or not renewed. 
As a result many of the region’s major contractors have restructured their organizations, 
reduced their workforce and consolidated into smaller blocks of office space. Lingering 
uncertainty about Federal funding reduces contractors’ willingness to commit to long-term 
leases. 

The national and regional economic recovery has been slower than in previous recessions, 
and the Washington region’s recovery has been undercut by its dependence on Federal 
spending. Key office-using sectors – professional, scientific and technical services, 
information, and financial activities – have been slow to recover, limiting demand.   

Life Sciences Companies 

Specific to the Montgomery County office market is demand from the biotechnology and 
related life science industries, which have been a major force in the I-270 corridor office 
market. Over the last decade, the industry’s volatility has impacted office demand. The 
industry’s pattern of mergers and acquisitions has had varying effects. AstraZeneca’s 
acquisition of MedImmune has been associated with continued growth whereas 
GlaxoSmithKline’s acquisition of Human Genome Sciences resulted in staff reductions and 
relocations, creating new office vacancies. Fluctuating availability of financing for biotech 
companies also has affected the industry’s growth.  
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buildings with a total of 3.67 million usable 
square feet5 (Appendix Table A-2). Its geographic 
distribution is shown in Figure 1. 

GSA is adopting many of the new office design 
concepts, telecommuting, and other techniques to 
improve the efficiency of government-owned space. At the GSA headquarters in the District 
of Columbia, the agency brought back employees out of leased space, increasing the number 
of employees from 2,200 to 3,300 in the same amount of space following renovations.  

Where private space leases are still most appropriate, space requirements are reduced 10 to 
25 percent from the amount of space previously leased. For example, GSA was authorized 
by Congress to seek a 345,000 square-foot lease for NIH, replacing three blocks of leased 
space that had a total of 435,000 square feet. A second prospectus is seeking 194,000 square 
feet of space for the NIH Office of Director to replace four current leases with a total of 
250,000 square feet. Appendix Table A-3 lists the major lease prospectuses for Montgomery 
County leases approved by Congress from 2009 to 2014. 

The strategy to shift more Federal operations to government-owned space is playing out in 
Montgomery County with the phased construction of new facilities for the Food & Drug 
Administration on its new White Oak campus. While several divisions have moved already, 
others are in leased space awaiting construction of new facilities. Each building’s 
construction must be approved by Congress in the annual budget process. In the meantime, 
FDA is leaving 231,500 square feet of private office space to take excess space at the 
Nuclear Regulatory Commission in Rockville. 

Going forward, the impacts of the 
Freeze the Footprint program are 
likely to be most significant over the 
next year with the expiration of 3.6 
million rentable square feet of 
leases in 2014, 2015, and 2016. (See 
Figure 2.) Of that total space, 
actions have been taken on 2.0 
million square feet of leases. They 
include renewal of 802,000 square 
feet at the Parklawn Building, 
vacating 636,000 square feet for 
moves into the Parklawn Building 
or government-owned space, and 
517,000 square feet of leases out for 
                                                 
 
5 Roughly equivalent to 4.2 million rentable square feet of space. 

Continued GSA lease 
consolidations could eliminate 
1.1 million square feet of 
private office leases by 2017. 

Photo credit: GSA
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Construction in Excess of Demand 

The region’s and county’s current high vacancy rates reflect extensive construction in the 
early- and mid-2000s that had been premised on continuation of healthy growth in the 
technology and government contractor sectors. When absorption lagged due to the economic 
downturn, the subsequent constraints on Federal spending and the slowing of the 
biotechnology sector, the new space exceeded demand.  

The downturn in demand was greater and lasted longer than expected due to the 
combination of forces discussed above. In the county, more than 12.3 million square feet of 
space were delivered from 2002 to 2013 (a net addition of 11.1 million after discounting for 
demolition) relative to absorption of 7.7 million square feet.  

What distinguishes the market’s performance this time is that the demand for office space 
has been much slower in the recovery from the Great Recession, allowing the large 
overhang of vacant space to persist much longer than would have been expected.  

Major Vacancies 

The county has 10 buildings with 2.0 million square feet of space that are completely or 
almost totally vacant. The 540,000 square-foot Comsat Building on I-270 south of 
Clarksburg was vacated when Comsat was acquired by Lockheed Martin and moved to 
other space. Vitro Corporation had occupied a 265,000 square-foot building in Aspen Hill, 
which has since sat vacant for four years. Eight of the vacant buildings are Class A 
buildings. Several were vacated by GSA tenants, including the National Cancer Institute.  

Appendix Table A-4 lists 30 buildings with at least 100,000 square feet of vacant or 
available space. Another nine buildings with 1.4 million square feet are completely 
available though not yet vacant. All of the totally vacant or available office buildings are in 
office parks or campuses. Three spaces of 100,000 square feet or more are available in 
White Flint and downtown Silver Spring. The rest are in single-use office districts. 

At least four buildings were returned to their lenders as a result of losing a major tenant or 
failing to lease up. The lenders then disposed of those buildings at prices of $80 to $100 per 
square foot as compared with replacement costs of $250 or more per square foot. These 
“bargain prices” allow the buyers to make substantial improvements to upgrade the 
buildings’ systems and finishes while still offering low rents with large concession 
packages. Those rent levels for renovated space will likely allow them to attract tenants 
from other office parks, spreading vacancies among other buildings and suppressing the 
rent increases required to support new construction.  
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Limited New Construction 

Given the high vacancy rates, only two new speculative 
office buildings are under construction countywide. In 
both cases, superior locations in mixed-use environments 
convinced their developers that they could succeed in 
spite of the overall overhang of vacant space.   

For example, the speculative office building currently under construction in the Pike & 
Rose development in White Flint was able to lure Bank of America Merrill Lynch to move 
from a Tower Oaks location on I-270 to higher-rent space because the environment would 
be more attractive to its employees and customers. The reduction from 60,000 to 43,000 
square feet with the move offset the higher per-square-foot rents. Federal Realty 
Investment Trust had access to internal financing and needed the office building for a 
complete first-phase development of its retail environment. 

Speculative building is likely to remain limited with developers and their lenders and 
investors waiting for pre-leasing before proceeding with new buildings. This will greatly 
impact pipeline projects approved for development but not yet built.  Such projects propose 
construction of an additional 22.7 million square feet of office space, much of which is in 
single-use auto-reliant office parks.  Over the last three years, amended site plans have 
removed 558,000 square feet of office space from the pipeline. 

 Heavy Competition 

Throughout the region, individual jurisdictions and developers are intensely competitive.  
Developers are offering larger incentive packages, including greater allowances for tenant 
improvements, months of free rent, moving expenses and other incentives.   

Other jurisdictions also have stepped up their incentive packages for major 
employers/tenants, including Federal agencies.  For example, Alexandria provided 
substantial incentives (rumored to be worth tens of millions) to entice the National Science 
Foundation to relocate from Arlington6.  

                                                 
 
6 Jonathan O’Connell, “National Science Foundation headquarters to move to Eisenhower Avenue in 
Alexandria.” Washington Post Capital Business Blog, 6/7/2013 as posted on 
http://www.washingtonpost.com/blogs/capital-business/post/national-science-foundation-
headquarters-to-move-to-eisenhower-avenue-in-alexandria/2013/06/07/636b61d0-cf82-11e2-8845-
d970ccb04497_blog.html  
 

Speculative building is 
likely to remain limited 
for several years. 
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Office Building Conversions 

Responding to the somewhat bleak outlook for vacant office buildings over the near term, 
some owners of older Class B or C office buildings across the country have responded to lack 
of market potential caused by the flight to quality by converting their buildings to 
residential use. This has happened most often in downtown settings with buildings that 
have experienced high vacancies at low rents for a long period of time and are facing major 
capital costs to bring them up to modern standards. Most conversions have been to 
residential or hotel uses. One creative reuse opportunity is for a school. Fairfax County 
recently purchased and retrofitted 6245 Leesburg Pike in Falls Church for use as a 700-
pupil elementary school.  

Montgomery County has seen at least three older buildings converted from office to 
residential use:  

 the former CSC office building in downtown Silver Spring converted to a Hampton 
Inn and a Homewood Suites by Hilton; 

 the Computer Building in downtown Wheaton currently being converted to a 194-
unit apartment building with ground-floor retail space; and 

 1320 Fenwick Lane in downtown Silver Spring in the process of building permit 
approval for residential conversion. 

Constraints on Conversion 

Conversion requires residential demand from prospective tenants 
willing to pay market rents that can support the costs of conversion. 
That demand has typically been seen in downtown and other close-in 
locations near to employment centers, restaurants, and 
entertainment that allow short commutes in live, work, and play 
environments. 

One of the key reasons why the county has not seen more conversions 
relates to the economics of conversion. Converting an office building 
typically requires demolition of the existing interiors, reconfiguring 
the existing spaces, extending plumbing throughout the building, 
upgrading electrical and heating, air conditioning and ventilation 
systems, and installing new fire stairs to meet building codes. The 
future potential rents and occupancy need to be high enough to 
provide an adequate return on that investment.  

Conversion of 
office buildings 
can reduce the 
vacant space 
inventory, but 
only a few 
buildings are 
suitably designed 
and located to 
justify the 
investment. 
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Not every building is suited to conversion. Residential codes and markets require access to 
light and air, which can be hard to provide in large-floorplate office buildings where much 
of the interior space is too far from windows.  

Developers often find it less expensive to demolish the existing office building and build a 
new structure designed specifically for residential use. Conversion of an existing building is 
most warranted when the building has a particular charm, historic designation that allows 
use of historic tax credits, and/or the potential to bypass difficult development approvals. 
For example, the CSC building was reused because it was much larger than the then-
current zoning would allow on the site.  

Not every owner of an obsolete building that might be suitable for conversion will be 
interested in pursuing that potential. Such a major undertaking involves major costs and 
risks best managed by experienced developers that specialize in residential products and 
adaptive reuse. Until the current owners are willing to sell the building at a reasonable 
price that will allow profitable reuse, conversion is unlikely to proceed. 

For buildings that still have reasonable occupancy levels, the opportunity costs of tearing 
down and replacing a building can be daunting even if it can be replaced by a bigger 
building with better rents.  

The analysis of Bethesda’s Apex Building prepared for the Purple Line station planning 
demonstrated that the existing building’s value at a 1.55 FAR was greater than the value of 
the cleared site with an FAR of 5.0. Bolan Smart Associates estimated the current value at 
roughly $45 million for the building itself plus a $20 million value for the unused FAR that 
would be available at demolition assumed for 2025, discounted to 2013. That total value of 
$65 million compared with a land value of $60 million for a 5.0 FAR building constructed by 
2016. Though a replacement building would generate significant revenues, cash flow would 
stop for at least two years, demolition and relocation costs would be incurred, and the 
future revenue would require substantial investment in new construction. 

  

Older office buildings may still 
have more value “as is” than 
after reuse or redevelopment 
given the costs, time and risks 
involved in new construction. 
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Conclusions 

Both demand and supply forces are causing fundamental shifts in the region’s and county’s 
office markets. Cyclically low levels of demand are being magnified by structural changes in 
the market. More office jobs will not necessarily result in fewer office vacancies.   

The trends of office consolidation in urban locations with rising vacancies in suburban office 
buildings are happening across the country, forcing reevaluation of many long-accepted 
expectations and patterns. The growing preferences for open, flexible office space in mixed-
use settings that offer walkability and connectivity are shifting the competitiveness of much 
of the county’s office inventory. 

The fundamental office demand typically generated by employment growth has been muted 
by economic shifts.  The region’s and county’s dependence on Federal government and 
related employment has left them vulnerable to government budget cuts.  Economic 
development to grow and diversify the economy is increasingly important and pressing. 
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II. Market Trends and Conditions 

The regional and county office markets have responded to and been impacted by the 
regional employment trends. However, the correlation between changes in employment and 
in the office market is not direct. Structural changes in the relationship between office-
using employment and occupied office space, manifested as square feet per employee, is 
playing a much greater role in affecting office demand, leading to rising vacancies even in 
times of relatively stable job counts.  

Also contributing to high vacancies is the effect of office market cycles, which tend to 
exaggerate the economic cycles as supply often expands beyond the demand. Given the lead 
times involved in developing a major office building, buildings started in prosperous times 
often deliver during the recession. At the same time that companies may be shedding 
employees and/or office space, new office space is added to the inventory, increasing overall 
vacancies. 

This section examines office absorption and occupancy trends for the region, the county, 
county subareas and individual office clusters throughout the county and region to provide 
context, quantify changes, and reveal patterns by type of office locations. A similar analysis 
of vacancy rates in office clusters in the District of Columbia, Alexandria and Arlington, 
Fairfax, and Prince George’s counties demonstrate similar patterns. 

Regional Market 

The metropolitan area office market as a whole includes 480 million square feet of space, of 
which 15.1 percent is located in Montgomery County. Shown in Figure 6 and Appendix 
Table A-9, the market has seen the addition of 110 million square feet (29.4 percent) from 
the beginning of 2000 through the end of 2013. During the same period, occupied space 
expanded by 62 million square feet (17.8 percent). The market lost occupancy following the 
dot.com boom/bust and the start of the Great Recession. Net absorption (the change in the 
total square feet of occupied space) turned negative in 2009 and has remained very low for 
the last three years (392,000 to 677,000 square feet annually).  

The region continued to construct new space at a high rate from 2005 to 2009, more 
consistent with its performance earlier in the decade. Vacancy rates increased substantially 
from 6.0 percent in 2000, a tight market, to 11.7 percent in 2002 following the dot.com boom 
and bust before recovering to 8.5 percent in 2005. Since then, vacancy rates have risen 
sharply to 14.1 percent in 2013. Montgomery County followed the same pattern as the 
region but with somewhat less rebound from the 2009 low point to 2013 levels.  
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Map 1 provides a snapshot of vacancy and rent rates by geographic submarket. Rents are 
highest in Bethesda/Chevy Chase, North Bethesda/Potomac, Rockville, and Silver Spring. 
The lowest rents are in the I-270 Corridor North, Gaithersburg, and North Silver 
Spring/Route 29 submarkets. The Outlying County West submarket name is something of a 
misnomer. Its inventory is larger than would be expected for a largely rural portion of the 
county – 896,000 square feet of office space. Three buildings in the former Human Genome 
Sciences campus in the Great Seneca Science Corridor constitute 73 percent of that space. 
Though only 3.9 percent of the submarket’s space is reported as vacant, the HGS property 
is being marketed currently. Bethesda/Chevy Chase, Gaithersburg, Silver Spring, and 
Rockville have the lowest vacancy rates ranging from 9.4 to 12.2 percent. Vacancy rates are 
highest in the I-270 Corridor North, Kensington/Wheaton, North Bethesda/Potomac, 
Germantown, and North Rockville submarkets. 
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Office Clusters by Type  

Because the submarket statistics obscure some of the variation that happens within each 
submarket, this final trends analysis considers more fine-grained geographic breakdowns of 
clusters within submarkets. These clusters provide additional insights into the performance 
of different types of office environments and locations. 

Office Typology 

To help better understand the market variations, this analysis breaks offices into a 
typology with the expectation that different areas have performed better or worse over the 
past decade. The categories represent a matrix that matches the type of building and 
setting with its locational attributes relative to transit and highway access. Proximity to 
Metro stations is the region’s locational distinction with the greatest impact. This analysis 
distinguishes between: 

 Metro-adjacent locations within one-quarter mile of a Metro station; 

 Metro-proximate locations within one-quarter to one-half mile of a Metro station; 

 highway locations within 1,000 feet of I-270 or the Beltway (I-495); and 

 other locations not proximate to a Metro station or highway. 

Among the types of buildings and settings, the distinctions include: 

 business districts or major mixed-use developments with at least 50,000 square feet 
of retail space and 200 residential units within one-quarter mile; 

 office/business parks with a cluster of office uses within an organized and controlled 
environment; 

 industrial/flex cluster in an organized industrial park or historically industrial 
district; and 

 freestanding office buildings, typically located along major thoroughfares.  

Table 6 summarizes the county’s office inventory for each type of space focusing on 
buildings with at least 10,000 square feet of office space. Just over 30 percent of the total 
inventory is located in mixed-use business districts, of which almost two-thirds is within 
one-quarter mile of a Metro station and another 28 percent is within one-quarter to one-
half mile. Single-use office parks and clusters represent 37 percent of the overall inventory; 
of that total, 38 percent of the space is located within 1,000 feet of I-270 or the Beltway. 
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Vacancy rates are markedly lower in mixed-use districts as compared with office parks, 
industrial districts and freestanding buildings, ranging from 4.7 percent in downtown 
Kensington to 13.7 percent in downtown Wheaton.  

The Washingtonian and White Flint clusters have current vacancy rates of 8.3 and 6.8 
percent, respectively. Average direct rents are higher in several of these districts, including 
$37.63 in downtown Bethesda, $32.77 in downtown Rockville and $34.02 in the 
Washingtonian, despite having older inventories with median years built ranging from 
1923 in downtown Gaithersburg to 1961-1966 in Silver Spring, Wheaton, Bethesda, and 
Kensington. 

Office buildings in single-use environments, including office parks, show much higher 
vacancy rates, generally ranging from 17 to 21 percent. The highest rate is the 32-percent 
vacancy rate in the I-270/Wootton Parkway cluster (Tower Oaks). These clusters are 
generally 20 to 30 years newer than the traditional downtowns with median year built 
ranging from 1980 for the Montrose Parkway/Rockville Pike cluster to 2001 for the Quince 
Orchard Road cluster. 

Reflecting their newer stock, locations accessible to I-270 and, in some cases, lab space 
(which is much more expensive to build than ordinary office space and commands higher 
rents), average rents are in the low $30s for the Rock Spring Park, I-270 at Wootton 
Parkway and Montrose Parkway/Rockville Pike clusters. Other clusters have average rents 
ranging from $23.77 in the Quince Orchard Road cluster to $27.37 in Shady Grove Life 
Sciences cluster.  

Industrial/flex clusters show varying vacancies, ranging from 9.6 percent in Crabbs Branch 
Way cluster at Shady Grove to 28.6 percent in the East Gude Drive cluster due in part to 
differences in the quality of the surrounding environment and the age of the building stock. 
Rents range from $20.61 to $22.48 per square foot.  
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Reston Town Center stands out with total vacancies of only 3.7 percent, illustrating the 
power of mixed-use development in a quality pedestrian environment, even with no Metro 
service. Georgetown and downtown DC have relatively low vacancy rates of 9.4 and 10.2 
percent, respectively. NoMa and Capital Riverfront have emerged recently as hot clusters 
with major new blocks of space that are still leasing up. 

Vacancies are much higher along Route 28 South (17.3 percent) and in Springfield (18.1 
percent), Tysons (19.2 percent), and along the Dulles Toll Road in Reston (20.6 percent). 
Each of these markets is affected by its own circumstances. The dichotomy between mixed-
use and single-use office park performance is not completely consistent. College Park 
Metro, Herndon, Landover/Largo, Merrifield, Eisenhower Valley, and Fairfax Center all 
have vacancy rates below the regional average. 

Historical Data 

As with Montgomery County clusters, the performance of clusters in competitive 
jurisdictions was a mixed bag. Generally, the mixed-use districts improved their occupancy 
levels from 2009 to the second quarter of 2014; however, the impact of BRAC moves on 
Crystal City, Rosslyn, and Pentagon City were significant. These three clusters lost 3.4 
million square feet of occupancy, ending with vacancy rates of 27.3 to 30.8 percent. 
Appendix Table A-18 includes inventory change, absorption, vacancy rate, and average rent 
trends for the past 20 years. 

Many of the office parks/clusters also improved their occupancy levels. The most significant 
declines occurred in: 

 Tysons, which lost 496,000 square feet of office occupancy, raising its vacancy rate 
from 16.1 percent in 2009 to 19.2 percent in the second quarter of 2014; 

 Alexandria’s Mark Center, which lost 363,000 square feet of occupied space to 
increase its vacancy rate from 7.1 to 20.7 percent; and 

 the Dulles Toll Road cluster in Reston which lost 262,000 square feet of occupied 
space and increased its vacancy rate from 18.5 to 20.6 percent. 

In the competitive jurisdictions, increased vacancy rates related more to an excess of newly 
constructed space than did Montgomery County’s market. The 2004-2009 period introduced 
5.7 million more square feet of new space than were absorbed, followed by an excess of 6.3 
million square feet added to the inventory from 2009 to the second quarter of 2014. Table 
11 shows historic vacancy rates for these competitive clusters. 
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III. Future Outlook 

The county’s and region’s past office absorption trends demonstrate nothing if not the 
volatility of demand and the myriad factors that influence it. Accurate projections are not 
possible given the range of external forces at work, ranging from the Federal budget wars to 
the overall state of the economy to the availability of financing for biotechnology and other 
technology companies.  

However, the combined effects of improved efficiencies in the use of space by GSA and other 
tenants will likely cause countywide vacancy rates to remain high or even increase over at 
least the next five years. Given the extent of major GSA leases in single-use office districts 
and the market’s preference for offices in mixed-use districts, those vacancies will likely 
concentrate in those office parks. 

Due to the overhang of vacant space, funding for new office construction is quite limited 
and will probably remain constrained until vacancy rates approach 10 percent and rents 
increase.  

Bethesda, White Flint, and downtown Rockville may be exceptions to the countywide trends 
with favorable vacancy rates and rents starting to support new development earlier than 
elsewhere in the county.  

Vacant Space Projections 

This analysis of future office vacancies combines the impacts of reduced GSA demand, 
increasing employee densities, reductions to the inventory, and additional years of 
absorption assuming no new construction. Table 12 indicates that vacancy rates by the end 
of 2019 could still range from 10.8 to 15.8 percent. With eight more years, they could 
decline to 7.7 to 15.5 percent by the end of 2022. However, it is likely that the county will 
see some new office construction before 2020, which would leave vacancy rates higher 
longer. 

The vacant space projections assume: 

 no new construction; 

 GSA leases are replaced in county private space with 20-percent reductions in space 
leased; 

 25 to 35 percent of private tenants relocate, renovate or reorganize office space in 
the next five years and reaching 35 to 50 percent in 10 years, decreasing office 
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square feet per employee by 11 percent (from an average of 180 to 160 square feet 
per employee); 

 removal of the Comsat (538,000 square feet) and Vitro (263,000 square feet) 
buildings from the competitive office inventory through conversions or demolitions; 

 97,000 to 106,000 square feet of building space demolished or converted to other 
uses annually (100 to 110 percent of the 12-year average); and 

 300,000 to 900,000 square feet of average annual absorption, reflecting economic 
recovery and excluding offsets for higher employee densities (50 to 150 percent of the 
average from 2002 through 2013, a time that included both economic growth and 
decline.) 

 
 

 
  
  

Existing Inventory
Current Vacant Space
Current Vacancy Rate

Space Out for Lease
Moving to Owned Space, Parklawn or NRC
Efficiency from Remaining Leases Replaced

Square Feet Currently Leased
Assumed Percent That Change Their Space Use Patterns 25% - 35% 32% - 45%
Assume Reduction from 180 rsf per Employee to 160 RSF
Resulting Space Reductions 1,500,000 - 2,100,000 1,900,000 - 2,700,000

Removal of Comsat & Vitro Buildings
Projected Square Feet Demolished or Converted to Other 
Uses Over Five Years 490,000 - 530,000 780,000 - 850,000
Future Vacant Space Before Absorption 12,100,000 - 12,600,000 12,400,000 - 13,200,000

Annual Gross Absorption 900,000 - 300,000 900,000 - 300,000

Future Vacant Space After Absorption 7,600,000 - 11,100,000 5,200,000 - 10,800,000
Future Vacancy Rate if No New Construction 10.4% - 15.2% 7.1% - 14.8%

Additional GSA Space Vacated

Source: U.S. General Services Administration; Partners for Economic Solutions, 2014.

310,000 570,000

54,100,000 54,100,000
Efficiency Gains from Private Tenants at Lease Renewals

145,900 145,900
606,100 606,100

11% 11%

810,000 810,000
Reductions to the Inventory

Absorption of Existing Space

Future Vacancy Rate

10,800,000 10,800,000
14.8% 14.8%

Table 12. Projection of Future Vacancy Rates Assuming No New Construction or Demolition
2015-2019 2015-2022
73,000,000 73,000,000
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Tougher Competition 

Lower rents resulting from competition from vacant buildings will limit the rents other 
buildings can charge and may set off a round of musical chairs as tenants take advantage of 
lower rents to improve the quality of their offices or reduce their rent burden.  

Competition is an essential element in real estate markets, providing a market incentive to 
reinvest and keep buildings up to date. Ultimately, many tenants will benefit from better 
quality space with more amenities and lower rents. However, the process can be bruising 
and tenant “flight to quality” will undermine the market for some of the county’s older 
Class C and B office buildings that are not well located and do not warrant that scale of 
reinvestment. 

As these buildings cycle down, disinvestment and deterioration may blight nearby 
properties. Eventually, they will be redeveloped or reused for other uses. Depending on the 
demand for other uses, well-located sites could then be used for highest and better 
purposes. Recycling buildings and sites may offer the opportunity to introduce other uses 
into single-use office districts and achieve a better mix. 

New Construction 

Sustained new construction is not likely to begin before vacancy rates fall below 10 percent, 
which this countywide analysis suggests will not happen until 2020 or later. The recovery of 
the market could be delayed by continued construction. Currently, the county is seeing 
construction of only two new speculative office buildings in Bethesda and Rockville.  

In fact, the market rarely acts based on countywide conditions; it acts more often based on 
the strength of specific submarkets. The individual developer makes a decision about 
whether a new building in a specific location could compete with existing and other 
proposed buildings for potential tenants. That calculus includes consideration of whether a 
modern open-span building could attract tenants at feasible rents by luring them out of 
older buildings.  

Subareas that can offer Metro and good roadway access within a walkable mixed-use 
environment will be the markets that recover most quickly. In desirable submarkets with 
lower vacancy rates, new construction may resume within three years. New construction 
will come much more slowly to single-use office parks that do not offer the restaurant, retail 
and other amenities of competitive mixed-use environments. 

The slowed pace of new office development will have significant implications for the 
county’s future land use patterns.  
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Office Space in the Development Pipeline 

The current development pipeline includes 92 approved projects with almost 22.7 million 
square feet of unbuilt office space. Based on historic absorption trends over the past 20 
years, that inventory of approved space represents more than a 30-year supply of office 
space.  

Appendix Table A-19 summarizes the planned but unbuilt office supply by size of project, 
and Appendix Table A-20 summarizes unbuilt supply by planning area. Listed in Table 13 
and shown on Map 5, 12 projects propose more than 500,000 square feet of new office space 
– a total potential of 12.1 million square feet or 31 percent of total approved space.  

Map 5.  

  



 

 

Of these
with a to
station. T
a total of
office dev
Churchil

Prospec

The dem
and Vitr
to the m

Convers

Some of 
market c
converte
projects 
occupied
the pipel
replaced

 projects, on
otal of almo
The propose
f 4.4 million
velopment w
ll Far North

cts for Larg

mand trends 
ro – will find
arket. Plan 

sions to Re

the approve
conditions. T
ed proposed 
replaced 57

d by the coun
line over th

d many smal

 

nly Mid Pik
st 2.0 millio
ed Corridor 
n square fee
with no sup
h Village, W

ge Vacant C

suggest tha
d replaceme
for redevel

esidential U

ed office pot
The Plannin
office space

78,000 squar
nty at the S
e past three
ll office buil

e Plaza (now
on square fe
Cities Tran

et of unbuilt
portive reta

West Farm, T

Campus De

at it is very 
ent tenants.
opment (or 

Use 

tential may 
ng Board ha
e to resident
re feet of ex

Shady Grove
e years. (Ov
ldings with 

55 

w Pike & Ro
eet, are locat
nsitway will
t office space
ail or housin
Traville, and

evelopment

unlikely th
Their isola
maybe adap

be converte
as approved
tial uses. (S

xisting office
e Metro) and
er the past 
office, retai

ose) and No
ted within w
l serve an ad
e. Five proje
ng – Johns H
d Monumen

ts 

hat large vac
ted campus
ptive reuse)

ed to other u
d eight amen
See Appendi
e space (incl
d removed 5
two decade

il, and resid

orth Bethesd
walking dis
dditional fo
ects propose
Hopkins Re
nt Technolog

cant campu
s locations n
). 

uses in light
nded site pla
x Table A-2
luding 360,0
558,000 squ
s, redevelop

dential uses.

da Town Ce
tance of a M
ur projects 
e single-use
search Cam
gy Campus.

ses – Comsa
no longer ap

t of the slow
ans that 

21.) These 
000 square 

uare feet fro
pment has 
.) 

 

enter, 
Metro 
with 

e 
mpus, 
.  

at 
ppeal 

w 

feet 
m 

 



   
 

56 
 

Fiscal Implications 

The presence of many office buildings with little or no space leased threatens to start a 
down-cycle of declining property values and property tax revenues. Some such buildings are 
now trading at prices 40 to 60 percent below the cost it would take to build them today (i.e., 
replacement costs) in recognition of the constrained market. The new owners are then able 
to offer bargain rents, which undercut the ability of other building owners and developers to 
achieve the rents required to justify investment in new space or major renovations to 
existing space. As other existing buildings are forced to lower their rents in response to this 
increased competition, their values will decline as well because value reflects the achievable 
lease revenue stream.  

Anecdotally, six of the buildings with large vacancies have assessed values of $62, $71, $78, 
$98, $126, and $129 per square foot as compared with replacement costs of roughly $250 
per square foot, including four designated as Class A buildings. The Comsat Building now 
carries an assessed value of only $21 per square foot. 

These shifts will create some new winners and losers depending on whether jurisdictions 
can attract other development to offset those losses. Jurisdictions that depend on office 
parks for a good share of their property tax revenues may find growing budget shortfalls if 
these high vacancies persist. For those whose office market is dominated by driveable 
single-use office parks, new office construction is unlikely to offset those declining values 
and property tax revenues. 

In New Jersey where the situation is more severe, The Star-Ledger reports that “Since 2009 
alone, more than one-third of New Jersey towns have seen the value of their commercial 
land decline by more than five percent, and more than 130 by 10 percent or more.”7 

  

                                                 
 
7 Stirling, Stephen. Diamonds to Dinosaurs: NJ Towns Struggle Under Weight of Massive Office Park 
Vacancies, The Star-Ledger, June 29, 2014 as reported at 
http://www.nj.com/news/index.ssf/2014/06/diamonds_to_dinosaurs_nj_towns_struggle_under_weight_of_massive
_office_park_vacancies.html  
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IV. Best Practices 

The trends are clearly moving away from single-use office parks to mixed-use districts that 
offer nearby restaurants, retail, entertainment, and housing in a walkable environment. 
Tenants place high value on the natural and man-made amenities and programming, which 
help to attract residents, workers, and visitors to local restaurants and hotels. Given that 
competition for human capital is often characterized as businesses’ highest priority, 
environments that appeal to millennials and other knowledge workers are particularly 
attractive to office tenants. 

Quality of the public spaces, amenities, and the buildings that line the streets are all 
important in place-making. Plazas, street furniture, lighting, and other public space 
fixtures communicate and reinforce the feeling of quality. Local restaurants and shops give 
the areas a greater sense of authenticity and uniqueness as does reuse of historic buildings. 
Great public spaces and pedestrian environments encourage interaction and provide the 
opportunity for community gatherings and serendipitous encounters.  

Recognizing the importance of the pedestrian environment, the Commonwealth of 
Massachusetts’ MassWorks grant program helps to fund traffic signal improvements, 
sidewalks, and other pedestrian amenities in helping to remake auto-oriented business 
parks. Fairfax County authorized tax-increment financing (TIF) to help fund the public 
spaces and infrastructure that allowed the Mosaic District to develop.  

Also important is programming to draw people to the area, including concerts, farmers 
markets and festivals. As with the Bethesda and Silver Spring urban districts, business 
improvement districts fund downtown events and operations in several of the successful 
example business districts.  

Transit access is increasingly important as new households value neighborhoods that allow 
them to function without a car. Most often in this region that has translated into walkable 
access to Metro. However, Shirlington has developed a transit hub with an enclosed bus 
terminal to provide high-frequency service. Park Potomac on I-270 at Wootton Parkway 
runs a shuttle bus to the Metro as does the Mosaic District project in Merrifield, Virginia. 
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Figure 20. 

 
  

Reusing Suburban Office Campuses 

The heyday of the single-company stand-alone office campus is well past. In the Chicago 
area, major corporations are leaving suburban campuses for more compact locations in the 
city. Companies making the move include Motorola Mobility, BP Amoco, United Airlines, 
and parts of the old Sara Lee. Other vacant office campuses include those formerly occupied 
by Kraft and Allstate. Daniel Miranda, president of HAS Commercial Real Estate noted 
that “about the only type of company that remains committed to the suburban campus 
environment are pharmaceutical firms such as Abbott Laboratories or Astellas, which 
opened a new US headquarters in Glenview, Illinois. It’s a business with a lot of intellectual 
property involved and they don’t want to share it.”8 

New Jersey developed thousands of acres of office parks and millions of square feet of space 
over the last 20 to 30 years. Roughly one-quarter of that space sits vacant. Many of the 
factors contributing to office vacancies in Montgomery County are at work throughout New 
Jersey. Pharmaceutical company mergers and reorganizations led them to vacate major 
office campuses. Brokers marketing in the area report that those isolated suburban 
campuses do not appeal to millennial workers. 

                                                 
 
8 Roeder, David. Nobody Home at Suburban Office Parks, September 9, 2012 as reported on 
www.suntimes.com/business/roeder/14319633-452/nobody-home-at-suburban-office-parks.html#.U_-FRksrf1o 
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Walkable District X X X X X X X
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Shuttle Bus to Metro X X
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Public Space X X X X X X
Programming X X X X X
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Subdivision of Space and Rezoning – Bridgewater, New Jersey 

The former Sanofi US Research and Development Campus in Bridgewater, New Jersey was 
acquired and rebranded as the New Jersey Center of Excellence. The site had 110 acres and 
1.2 million square feet of laboratory and office space and GMP production space. The 
existing buildings have attracted Ashland Specialty Ingredients and Amneal 
Pharmaceuticals to take advantage of its state-of-the-art equipment. The new owner and 
the community pursued a zoning change to allow retail, hotel and multi-family 
development. 

Conversion to Medical and Mixed-Use – Holmdel, New Jersey 

Bell Laboratories developed a 1.9 million square-foot office complex in Central New Jersey 
in 1962, later taken over by Alcatel-Lucent. The building and its 473-acre site closed in 
2007 and have been acquired by Somerset Development for redevelopment as a health care 
center, residences, a hotel, and retail space. The six-story building will be converted to 
include 50,000 square feet of retail, the town library, and a hotel. Community Healthcare 
Associates is buying up to 400,000 square feet of the building to develop an ambulatory 
surgical center, an assisted-living facility, physician offices, and other medical services. 
Half of the acreage in this wealthy rural community will be developed for 225 single-family 
houses and townhouses. 

Conversion to Medical Use – Middleton, New Jersey 

Sloan Kettering is reusing another former Lucent Technologies building in Middletown, 
New Jersey for a cancer center with ambulatory surgeries, oncology units, and 
chemotherapy and radiation treatments. Vacant for almost a decade, the complex has a 
288,000 square-foot building on 400 acres off the Garden State Parkway. 

Addition of Retail, Hotels and Apartments – Marlborough, Massachusetts 

In Marlborough, Massachusetts, a former Hewlett-Packard campus from the 1960s is being 
redeveloped as the mixed-use Forest Park development. The Town approved new mixed-use 
zoning in 2012, replacing its traditional office/industrial zoning. AvalonBay is developing 
350 apartments. Atlantic Management has added a Hilton Garden Inn and 30,000 square 
feet of retail and restaurant space on the 100-acre site. Quest Diagnostics is locating more 
than 1,000 lab workers to the refurbished tech assembly buildings. Other new tenants 
include Boston Scientific and TJX companies. 

The Commonwealth of Massachusetts awarded a $1.6 million grant through MassWorks for 
roadway, bicycle and pedestrian improvements on Simarano Drive in Marlborough. The 
second phase will include 50,000 square feet of retail, 250,000 square feet of office, and a 
900-space parking structure. Employment is already up by 7,000 jobs. 
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Repositioning Office Parks 

Property owners and developers are beginning to rethink and redesign conventional office 
parks to accommodate a mix of uses. 

David Begelfer, CEO of the National Association of Industrial and Office Parks – 
Massachusetts (NAIOP-MA) reports that dozens of office parks are under renovation, 
investing billions of dollars to respond to tenant demands for more on-site amenities.9 Office 
parks along I-495 outside Boston have Class A vacancy rates of almost 18 percent, while 
Boston has 11.5-percent vacancies and Cambridge’s vacancy rate is below 6 percent. This 
despite the fact that rents are half what they are in Boston and Cambridge.  

Retail and Hotel Addition with Walkable Infrastructure, Burlington, Massachusetts 

In Burlington, Massachusetts, Northwest Park is being redeveloped by Nordblom Compnay 
with creation of the Third Avenue entertainment component. Designed as a boulevard, 
Third Avenue will include 300,000 square feet of retail and restaurant space. The first 
phase includes Wegmans Food Market and Kings Bowling Alley. A $2.0 million MassWorks 
grant funded new traffic signal and pedestrian crossings and intersection improvements. A 
second $1.5 million MassWorks grant is being used to redevelop office space in the park. 
Nordblom committed to demolish an obsolete office building and construct three new Class 
A build-to-suit office buildings. The MassWorks Infrastructure Program consolidated six 
capital budget programs to give communities a single set of requirements. 

Also in Burlington off Route 128, the New England Executive Park has fared better than 
other office parks with a 10-percent vacancy rate and such tenants as BAE Systems. But its 
owner feels the need to upgrade the park’s environment and provide a mix of new uses. 
Andrew Gallinaro, a director with National Development, says that “to be competitive, 
office parks, increasingly need to be able to offer amenities such as restaurants and stores 
that appeal to workers, particularly younger ones.”10  

National Development is demolishing an office building for 300,000 square feet of new 
development, including a hotel, three restaurants, and new retail and office space, 
responding to tenant requests for nearby amenities. The city provided a 15-year tax-

                                                 
 
9 Fitzgerald, Jay. Developer Take Steps to Reinvent Suburban Office Parks, July 26, 2014 as reported at 
www.bostonglobe.com/business/2014/07/26/suburban-office-parks-turning-live-work-play-evelopment-compete-
with-cities/kYJHwumXiLKU2bFvCvhBeM/story.html 
 
10 Laidler, John. Burlington Office Park Seeks Upgrade and Expansion. May 7, 2014 as reported at 
www.bostonglobe.com/metro/regionals/north/2014/05/07/burlington-office-park-seeks-upgrade-and-
expansion/A38sBk0ujBwQKyMXM4pX6]/story.html 
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increment financing incentive for leasing and renovating space to cover the $64 million 
renovation. 

The property’s zoning was changed in 2009 to allow restaurants, retail, hotels, and 
structured parking. The addition was designed as a pedestrian street with sidewalks, 
walking paths, open space, and landscaping. Traffic improvements valued at $1 million 
include traffic light signals to allow pedestrian crossings. 

Addition of Retail, Hotel and Housing, Structured Parking – Henrico County, 
Virginia 

In the northwest suburbs of Richmond, Virginia, Innsbrook is the region’s premiere mixed-
use office park with 5.4 million square feet of office space on 630 acres developed over 30 
years. Highwoods Properties, a Real Estate Investment Trust (REIT), the owners are now 
moving to create a 24/7 center for the development.  

The Land Use Plan has been changed and 188 acres have been rezoned from traditional O-
2, O-3 and M-1 zoning for office and light industrial uses to Urban Mixed-Use District 
zoning that allows development of mixed-use, pedestrian-oriented activity centers with 
business, retail, residential, cultural, educational, and other public and private uses. The 
plan is to add 3.5 million square feet of office space, 400,000 square feet of retail space, 800 
to 1,000 hotel rooms, and 5,000 to 6,000 residential units, taking advantage of the 
development’s natural and other amenities. Parking lots will be converted to accommodate 
new structures and structured parking, developed around a shared parking strategy and an 
intra-park shuttle system. Highwoods owns 28 office sites and one-third of the site’s 
acreage. Because the buildings and acreage were still in single ownership, coordinated 
effort for the entire city center area was possible.  

 



   
 

68 
 

V. Conclusions and Recommendations 

Major shifts in the regional and county office markets are resulting from the confluence of 
improved technologies that provide great flexibility as to where work occurs; economic and 
budgetary pressures that have caused the Federal government and other large 
organizations to focus on design solutions to reduce their real estate cost burdens; the high 
priority being given to worker recruitment and retention; shifting work styles that 
emphasize collaboration; and new office designs that decrease the square feet of space per 
employee by as much as 15 to 20 percent.  

These are major long-term shifts likely to persist for several more years. Among the 
resulting trends and multiple implications for land use patterns and plans are the 
following: 

 Worker preferences and tastes are guiding office site selection to a greater extent 
than in the past as the importance of talent in a knowledge-based economy 
outweighs other factors for companies not dependent on the local population. 

 Knowledge workers’ preferences are focusing on walkable mixed-use environments 
that provide nearby opportunities for restaurants, entertainment, retail and 
housing. 

 Mixed-use districts with Metro access which use public space, infrastructure, public 
art and other amenities to create attractive gathering places and encourage walking 
are the most competitive office locations, particularly when accompanied by regular 
events and other programming. 

 Transit connectivity will grow increasingly important in the development and 
marketing of office space as traffic congestion increases and more workers reject 
work places that require them to commute by and own cars. 

 Single-use districts are being bypassed – plentiful free parking is no longer sufficient 
to attract tenants. 

 Innovative designs are improving the efficiency of space in new buildings, providing 
a valuable marketing advantage that undercuts the demand for space in older office 
buildings. 

 GSA and other major consolidations have left behind empty generic office buildings 
in single-use districts around the county. 
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 Major single-company office campuses (i.e., the Comsat and Vitro buildings) are no 
longer competitive, though the state-of-the-art technology in the former Human 
Genome Sciences campus buildings may facilitate its re-leasing. 

 Conversions of older office buildings to residential, hotel, medical offices and other 
uses will be most feasible for narrow-footprint buildings in mixed-use environments 
where rents are high enough to offset the costs of building renovations. 

 Some buildings should be demolished given limited office demand and physical 
constraints on conversion; however, their owners are more likely to reduce rents to 
extract more value. 

 Lower rents in office buildings that have lost their anchor tenants will pressure 
other similar buildings to reduce their rents in order to compete for tenants. 

 These lower rents will translate into lower property values and ultimately into lower 
assessments and property tax revenue for the county and municipalities. 

 Not every location can compete for new office development, particularly in these 
market times. Given the extensive competition from established mixed-use business 
districts and office parks that lend themselves to redevelopment as mixed-use 
centers, it will be difficult to create a new office cluster in locations such as 
Glenmont even with Metro access. 

 Local population-serving office tenants will continue to seek space easily accessed by 
their clients/customers. Growing residential areas will need to accommodate some 
office buildings with smaller spaces suitable to this market segment. 

 The better-capitalized local businesses that can afford higher rents will likely 
gravitate to mixed-use districts over time to stay in the heart of the local business 
activity. 

 Near- and mid-term demand will be much more weighted toward housing than office 
development. 

Many factors influence office demand and development decisions, and the next decade 
undoubtedly will bring shifts as unexpected as some of those experienced over the last five 
years.It will be important to incorporate flexibility into future plans and designs to 
accommodate changes in technology, preferences and economic conditions. 
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Recommendations 

As discussed in Section I, reductions in space occupied by GSA and other major tenants are 
likely to keep the market in flux and vacancy rates high to 2020 or beyond. Business as 
usual will not eliminate the overhang of vacant space. Waiting for the economic recovery to 
grow out of these high vacancies is unlikely to be successful. Concerted actions will be 
needed to counter these trends and mitigate their impacts. 

The answers lie in:  

 enhancing office environments to improve their competitiveness; 

 reducing the supply of non-competitive office space; and 

 increasing demand by competing more effectively. 

This analysis focuses primarily on responses to supply issues most susceptible to planning-
related strategies.  

Enhance Office Environments to Improve Competitiveness 

The most successful office clusters are characterized by mixed-use development with a 
strong sense of place and quality environment.  Planning Board actions and policies can 
help existing office clusters compete more effectively by enhancing the physical 
environment, planning for essential infrastructure, and supporting a mix of uses. 

Cont inue  to  Inves t  in  Trans i t  

 Investments in light rail and bus rapid transit systems that reduce office parks’ total 
dependence on personal autos could improve these facilities’ ability to meet the 
changing demand for transit-accessible workplaces. In particular, the Corridor 
Cities Transitway would provide quality transit service to multiple buildings in the 
Great Seneca Science Corridor and Germantown.  

Par tner  w i th  Deve lopers  to  D ivers i fy  Ex i s t ing  Of f i ce  Parks  

 Where possible, upgrade existing office parks to provide a better walkable 
environment with a balance of office, retail, and residential uses. While that does 
not eliminate the dominance of auto traffic, experience has shown that an on-site 
mix of uses can reduce the number of trips generated and allow some workers to 
delay their evening commute until after rush hour. Higher densities also facilitate 
providing transit service, including shuttle bus service to a proximate Metro station.  
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 Plans and policies that encourage diversification and densification of uses in single-
use office districts could help them achieve greater longevity. The White Flint 
Partnership has demonstrated the potential for successful public/private 
partnership efforts to redefine and change an entire district that had been stuck in 
an antiquated land use pattern.  

 The county might consider using tax-increment financing to help fund parking 
garages that could eliminate parking lots so as to free up land for infill development 
and use diversification. 

 Conversion to walkable mixed-use environments will not be possible in every office 
park.  The retail and restaurant tenants that activate the area can only succeed in 
certain kinds of locations where the density of nearby office and residential uses can 
provide sufficient market and where development sites have good accessibility and 
visibility. The extent of competitive retail also will constrain the number of viable 
new retail clusters.  

Crea te  and  Upgrade  Pub l i c  P l aces  and  the  Wa lkab le  Env i ronment  

 Invest in infrastructure to facilitate and encourage walking and improve 
connectivity to and within office districts and their surrounding neighborhoods. As 
described in Section IV, MassWorks has invested in stoplights, intersection 
improvements, sidewalks and streetscape to help existing office parks to diversify 
with the addition of retail, restaurants, entertainment and/or hotel facilities. 
Additional public space enhancements in existing downtowns and mixed-use 
districts could help them improve their appeal to potential tenants.   

Cont inue  to  Suppor t  Urban  D is t r i c t  P rogramming  E f fo r t s  

 Placemaking is more than physical space design and amenities. Events and 
programs that help activate the area can be critical to building community and 
shaping the nature of public places. The county’s urban districts have a long history 
of regularly scheduled concerts, festivals, farmers markets, parades and other 
events that build a sense of community and attract shoppers and restaurant 
patrons. That activity provides valuable patronage and support to urban district 
businesses, helping create and maintain a healthy mix of the uses that make the 
areas interesting places to work. 

Remove  Any  Zon ing  Imped iments  to  Redeve lopment  and  D ivers i f i ca t ion  

 The new zoning code should be reviewed to ensure that it does not inadvertently 
create barriers to reuse or adjustments. Zoning treatment of existing office parks 
may need to be revisited.  
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Prov ide  Incen t ives  fo r  Renova t ions  

 Incentives to help landlords fund improvements to bring their buildings up to 21st 
century standards could be effective for buildings whose locations near transit 
and/or in mixed-use environments will allow them to compete. Gaithersburg’s 
economic development toolkit includes financial assistance to landlords to fit out 
space has been vacant for two years or more in order to create stable, well-paying 
jobs. Many communities abate new property taxes triggered by renovations of 
historic buildings. 

Reduce the Supply of Non-Competitive Space 

The county has little influence over the decisions of individual property owners regarding 
the fate of existing office buildings that may no longer be competitive. Code enforcement 
can help encourage owners to maintain their buildings as they struggle to compete for new 
tenants, but the county can’t force an owner to upgrade or demolish a building.  

Encourage  Convers ion  to  Other  Uses  

 Financial incentives could help to improve the feasibility of conversion.  

 A limited number of office buildings will be suitable for conversion to housing, hotel 
or other uses by virtue of their location and configuration. The high costs of 
renovation mean this is most likely to be feasible within one-half mile of a Metro 
station. Buildings with narrow footprints that can offer adequate light and air to 
residential units or hotel rooms are the best candidates for conversions.  

 Work with Montgomery County Public Schools to determine whether one or two 
obsolescent office buildings are appropriately located relative to enrollment needs 
and capable of cost-effective conversion for high-quality school facilities. 

Fac i l i t a t e  S i t e  Assembly  

 Policies that facilitate site assembly could help owners of older small office buildings 
to achieve the scale of new development that would justify demolition of some of the 
least competitive buildings. Such policies include density levels available only to 
properties of a minimum size and limits on curb cuts. 

Rev iew Bu i ld ing  Sa fe ty  Codes  

 One broker noted an issue related to the application of building occupancy standards 
developed since 9/11. The total number of persons that can work in a building is now 
limited by the evacuation potential, focused primarily on the width of the fire 
staircases. This standard works against existing pre-2001 office buildings by 
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limiting their occupancy and preventing tenants from achieving higher employee 
densities. It would be worth considering waivers to that standard in buildings with 
adequate sprinklers. Further study might reveal other provisions that inhibit reuse. 

Discourage  New Deve lopment  Tha t  Can ’ t  Compete  E f fec t ive ly  

 Work with the developers with approved plans for single-use office developments 
that have not yet been built.  Encourage re-design for a more sustainable mix of 
uses. 

 Over the long term, the county would be well served by planning and zoning 
strategies that limit development of new office buildings in commercial strips along 
major thoroughfares.  

 The office typology analysis summarized in Table 6 demonstrated that freestanding 
buildings on arterials neither near Metro nor interstate interchanges had almost the 
highest level of current vacancies among the different office types – 17.9 percent. 

Increase Demand 

Competition for businesses, both large and small, will only intensify regionally as other 
jurisdictions respond to the need to backfill empty buildings and grow their local economies. 
Montgomery County will need to step up its game if it is to remain highly competitive. 
Discussions with area developers and brokers consistently point to the market perception 
that Montgomery County is not business-friendly as a key consideration as businesses 
decide where to locate. Some of that perception may reflect the limited press coverage given 
to the county’s economic development activities.  Actions and subsequent reporting must 
demonstrate that the county is supportive of business growth and committed to helping its 
businesses to compete and succeed. 

Montgomery County has several assets that have helped it achieve a robust economy and 
office sector. The quality of life in the county, particularly the quality of the public schools, 
has attracted a well-educated and competitive work force. The presence of several key 
agencies, particularly those focused in the medical field, has allowed the county to develop 
particular strength in life sciences. However, while the county has fared relatively well at 
retaining local companies as they expand, it has not attracted many companies from 
outside of the county. That fact underscores the need to be pro-active and aggressive in 
retaining existing companies, working with them as they consider their futures before their 
leases expire. 

From a real estate perspective, the county is well positioned to benefit from the market’s 
move toward walkable mixed-use environments given its 11 Metro stations, historic 
downtowns and newly developed mixed-use projects. Bethesda, Rockville, and Silver Spring 
have each developed a dynamic mix of diverse uses that compete well within the regional 
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market. White Flint and Twinbrook are poised to achieve similar walkability and mixed 
uses, and the county is relocating its facilities to allow mixed-use redevelopment at the 
Shady Grove Metro station.  

Recognizing the county’s lagging “cool” factor, the Nighttime Economy Task Force has 
recommended strategies to encourage and better support nightlife so as to attract and 
retain young people.  

Expand  Economic  Deve lopment  E f for t s  

 Aggressive economic development efforts could help the county compete better for 
both local business growth and relocation. The Office of Economic Development is 
currently preparing a comprehensive economic development strategy that will 
examine opportunities to generate additional demand through economic growth and 
detail approaches to improve the county’s ability to attract, retain and grow 
businesses. 

 Better marketing can increase awareness of the county’s assets and help counter the 
perception of Montgomery County as being less supportive of business. Often a 
community’s most important marketing is to its resident companies, helping to 
shape their perceptions and influence their future location decisions. 

Fund  Economic  Incen t ives  

 Economic incentives are an unfortunate fact of life in the regional and national 
competition for business relocations. While their efficacy is questionable as the 
primary tool for company retention, companies will seek incentives, and the county’s 
competitors will offer them. Montgomery County needs to be able to respond in kind. 

 Incentives are becoming a standard in GSA lease competitions as well as the Federal 
government seeks to save on lease costs. The county has stepped up in the past and 
can expect to need to do so again in the future unless the region’s jurisdictions can 
agree to stop the arms race and refrain from such incentives. 

Help  Land lords  Respond  to  Sma l l  Tenant  Demand  

 Office building economics favor large tenants because leasing efforts have a much 
bigger payoff for the same amount of work as for a small tenant. Until driven by the 
market to serve small tenants, most office buildings accommodate small tenants 
only in spaces left over after large tenants take most of a floor.  

 Financial assistance to landlords to offset the cost of tenant improvements for 
smaller tenants is now being offered under the new Make Office Vacancies Extinct 
(MOVE) program. The incentives are helpful but given the cap of $40,000 for 10,000 
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square feet of space, they are not likely to be the deciding factor that attracts a 
company to the county. 

Suppor t  Loca l  Bus iness  Growth  

 Focused attention on the issues that limit the growth and expansion potentials of 
local businesses should work to reduce barriers to success and improve the county’s 
image and reputation as a business-friendly locale.  

 The incubator system, technical assistance programs and other efforts to support 
local entrepreneurs should continue to receive county support.  

 One specific issue identified by developers is the time and effort required to secure 
building permits for tenant improvements.  

Cont inue  to  Deve lop  the  Workforce  

 One of the county’s key strengths is its talented and diverse workforce. Public 
education must continue to be one of the county’s highest priorities. Workforce 
development programs to help retrain adults seeking to advance in their careers or 
change fields should be expanded in close cooperation with local employers. 

Pro tec t  and  Enhance  the  Loca l  Qua l i ty  o f  L i f e  

 The county’s strong quality of life has allowed it to flourish for multiple decades, 
providing a pleasant and supportive residential environment.  
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Setting Priorities 

In these times where there is not enough office demand to fill the excessive vacancies, 
choices must be made as to the relative priorities of different actions and initiatives. Focus 
on supporting existing mixed-use districts rather than creating new districts where no 
office base now exists.   

Not every Metro or light rail station can attract significant office development beyond what 
is needed to support the local population. Those that do not offer a compelling sense of place 
and efficient auto access as well as transit access will be limited in their ability to compete.  

As noted earlier, the choice of where to help developers transform conventional office parks 
into mixed-use developments must be strategic. Very few will have the location, business 
base, physical configuration and ownership patterns that will allow successful re-
positioning as mixed-use centers.  

Public investment should be targeted to those with: 

 the potential for creating a more dense, walkable environment; 

 a location with good accessibility and visibility;  

 available sites and/or vacant buildings capable of accommodating infill development 
and supporting placemaking; 

 a density of nearby residents and businesses not currently well served by existing 
retail and restaurant clusters; and 

 owners willing to make substantial investments to create a competitive 
development. 
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