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Summary

In 1999, Montgomery County continued to enjoy healthy and balanced growth,
abeit a a somewhat faster pace than 1998. Barring mgjor shocks to the economy, the
Research & Technology Center sees no reason why these trends should not continue
through 2000.

In this, the third annual update to the Economic Forces That Shape Montgomery
County report, the Research & Technology Center reaches four main conclusons:

Montgomery County’s economy isvery hedthy.

The current pace of growth israpid but managegble.

We see no evidence of the next downturn.

This recovery is broad based and it appears most County residents have benefited.

A Very Healthy Economy

There are other local economies that are growing faster, but
it would be difficult to find a county economy any healthier than
Montgomery’s.

Job growth is strong and the unemployment rate is a record lows. Important
indudtries are doing well, including information technology, telecommunications,
engineering, management services, hotel and lodging, and congtruction. The federa
government saw job growth in 1998 followed a small drop in contract employeesin
1999. Thisis a pogtive Stuation in contrast to the federd job cuts occurring during the
best part of the past decade.

Federa procurement contributes up to one-third of the County’ s economy, and
last year (FY 98) procurement reached $3.55 hillion, arecord high. For the fiscal year just
completed, federal procurement was $3.44 hillion, just 3 percent shy of the previous
year’ stotd. Jobs at federd ingtalations rose by 500 jobs, while federd leasing activity
held steady at 6.6 million square feet. The federd government leases 16 percent of
rentable office gpace in Montgomery County.

Median household income rose to $71,930 in 1999, an increase of 2.8 percent
over the year before. Because the cost of living -- as measured by the Baltimore-
Washington CMSA consumer priceindex -- grew by just 1.7 percent, many Montgomery
County households saw real incomes grow by 1.1 percent between 1998 and 1999.

! Therewas anet loss of contract jobsin space leased by federal agencies.
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The pace of both commercid and non-residential construction increased in 1999.
In 1999, Montgomery County saw the completion of 3.7 million square feet of
commercia space, up from 2.6 million the year before. Much of the new space, 1.4
million square feet, was office gpace, dmost 1 million more square feet completed in
1999 than in 1998. The pace of resdential construction aso increased, from 3,200 units
in 1998 to more than 4,000 unitsin 1999.

Pace of Growth isRapid But Manageable

Although 15,000 new jobs, 3.7 million square feet of commercia space, and
4,000+ new housing units are sgnificant growth, the Research & Technology Center
believes the pace is managesble. Using Adequate Public Facilities Ordinance standards,
the County has the public facilities in place to sustain this pace of growth for a decade or
more. It is perhaps dso helpful to redize that the current pace of growth is about haf that
of the peak years of the 1980s.

Current Growth Well Under Peak 1999 Peak (Peak Year)
New Jobs 15,000 jobs 28,000 jobs (1985)
New Commercial Space 3.7 million sf. 7.0 million sf. (1987)
New Housing 4,000 units 10,000 units (1986)

No Evidence of Next Downturn

At the nationd levd, there are dways events that hint that perhaps this record
recovery has run its course. As this report goes to press, the Federal Reserve has just
gpproved another interest rate hike; stocks in genera, and technology stocks in particular,
recently took atumble; and gasoline prices have soared, fueling (so to speak) concerns
about inflation. But it gppears that some of the money flowing out of (possibly
overvaued) tech stocks is flowing into the generdly-believed-to-be-undervalued Old
Economy stocks and — gpart from gasoline and cigarettes — retail prices have actudly
been flat.

At the County levd, the Research & Technology Center sees the 1999 pace of
growth continuing. It takes awhile for the positive impact of federa procurement to
make its way through the economy. We are dlill feding the pogtive effects of two
graight years of high expenditures. Our job growth figures are accelerating, not
decderating, particularly in job rich information technology, a sector where Montgomery
County was lagging until 1997.

Indicators of an expanding economy are rising rents for commercid space and
risng prices for houses. As both of these are continuing, it appears that the 1999 pace of
deivery of new commercid and resdentid product were not sufficient to dampen future
demand. Based upon projects that have already broken ground, the Research &
Technology Center believes that 2000 will be very similar to 1999 in terms of
construction activity.
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The Recovery isBroad Based and It Appears Most Residents Have Benefited

How well have households in Montgomery County benefited from the economic
hedlth of the County has awhole. Some criteria to which we might look in judging
whether County households have benefited are: Isit easier or harder to get ajob? Are
those jobs good ones? How quickly are incomes risng compared with the things we need
to buy: housing especidly, but awide range of other items aswell.

Because mogt industries are adding jobs, not shedding them, opportunities for
workers to gain employment are as good now as they have been in avery long time. With
the unemployment rate at 1.5 percent in December, the County is at virtually full
employment.

Home prices, which had been flat for much of the decade, have begun to increase
again — a positive trend for homeowners and the County’ s assessable base. Prices grew
by 3.6 percent in 1999 so that the median price of a single-family homeis now estimated
a $212,500. However, housing affordability, as measured by the Research & Technology
Center’ s Housing Affordability Index, is very closeto ascore of “1,” which occurs when
afamily earning the median income can afford to buy the median-priced sngle-family
home.

Nevertheless, chdlenges remain. The poorest 20 percent of Montgomery County
households have very limited housing choices and are likely to have trouble even finding
a placeto rent, given the very tight rental market in the County. Thereisadgnificant
supply of moderately priced housing in the County, but it is not affordable to the poorest
County households.

Because most economigts and socid theorists believe that crime ratesfal during
good times, and because crime rates have falen during these good times, the Research &
Technology Center notes that a positive impact of current economic conditions on
Montgomery County residents has been an increase in public safety. However, experts
debate the extent to which the lowered crime rates can be attributed to a full-employment
economy and how much can be attributed to more or better policing and the smdler
number of teenagers due to the “ baby bust.”

Crimeis not the only indicator that would ordinarily seem to fdl outsde the redim
of economic analysis but which shows red differences during different economic
conditions. Transportation and hedlth atistics are two others. Looking solely a so-caled
“purely economic” indicators misses some important trends. At the same time, viewing all
activities through a single lens — economics — colors how we interpret change. For this
reason, the Research & Technology Center staff is proposing that the County pursue an
expanded quality of life indicators program independent of the Economic Forces series of
reports.
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| ntroduction

Economic Forces That Shape Montgomery County is an annud report started in
the mid-1990s when there was concern about Montgomery County’s dow recovery from
the 1991 recession. Thefirgt report found dow growth but very hedthy fundamentas.
Since then, each subsequent report has found somewhat more rapid growth, whereupon
last year we were able to conclude that the economy was not still recovering, but rather, it
had recovered.

Year 2000 Focus

For this update, the Research & Technology Center isfocusing on the specific
data series in previous Economic Forces sudies, adding additiona information about the
gap between available jobs and |abor, and areview of how current economic trends are
affecting County residents.

Last year, during the second annua  Economic Forces That Shape Montgomery
County presentation, the Planning Board asked the Research & Technology Center to
look at the impact of the local economy on County residents. We have responded to this
request by: 1) including asection in this year” s report focusing on the economic well
being of Montgomery County households and and, 2) by researching qudity of life
indicator programsin U.S. communities to see how they might be gpplied in the County.

Expected Focus 2001

For next year’ s Economic Forces report, the Research & Technology Center
recommends continuing to monitor Montgomery County’ s economic vitd sgnsand to
explore “spinning off” the measures of economic well being into a full-fledged qudity of
life indicators program. The Research & Technology Center’s discussion of apossible
qudlity of life indicators program continues in a separate document.

A specific request of the Department of Economic Development — and one that
has been echoed by others— isthat the Research & Technology Center should complete
an in-depth report on the information technology and telecommunications industries,
gmilar to the forthcoming biotechnology industry report. They point out thet there are
over 25,000 information technology jobs and over 10,000 telecommunications jobsin
Montgomery County and that those two industries have recently been growing a double-
digit ratesin Montgomery County. That’'s quite alot of activity for a sector that people
generdly associate with other parts of the country, and the Research & Technology
Center believesit would be useful both to showcase and to better understand these
industries.
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The Economic Forces Series

The Economic Forces studies seek to support the Montgomery County Council’s
economic andysis needs, particularly during preparation of the budget and when
evauating economic development initiatives or regulatory proposas. To accomplish this,
the Research & Technology Center works closdly with the Department of Finance and
the Department of Economic Deveopment, relying upon them for guidance in identifying
economic trends and for suggestions on how to improve the usefulness of the report.
Such collaboration helps diminate duplication of effort while hel ping to assure thet even
though opinions may differ, the information underlying those opinionsis consstent and
vaid.

Possibly the mgor vaue of each Economic Forces update isthat areview of the
trends indicates issues that deserve more in-depth study. In the past, such studies have
included astudy of Class B & C office space, acommercid dtes characteristics
inventory, an upcoming in-depth look at Montgomery County’s biotechnology industry,
and an upcoming housing study.

Deveoping the in-house expertise required to complete the Economic Forces
update has strengthened the Research & Technology Center’ s ability to support master
plan development and to respond quickly and thoroughly when policy questions arise,
such aslagt fal’s Annua Growth Policy debate and this spring’ s review of how the
Moderately-Priced Dweling Unit Ordinance isworking in Centra Business Didricts.

1999 Conclusions

Last year, when the Planning Board reviewed the Economic Forces That Shape
Montgomery County study, the Board devel oped five conclusions based upon what they'd
read and heard:

Yes...Montgomery County has recovered from the recession.

Our economic growth is hedthy and balanced.

The pace of growth is gppropriate and managesble.

Growth is occurring in the right places.

We have alarge inventory of good sites to meet job growth needs.

Each of those conclusions gpplies this year as well, which iswhy this year’ s conclusons
seem very familiar. One other conclusion reached by the Planning Board last year was a
request that staff spend some additiona time looking at how current economic trends are
affecting Montgomery County residents. A number of these indicators are included in

this report for the first time. With the assistance of outside experts, Research &
Technology Center staff collaborated with staff from County agencies, the bi-county and
Prince George' s County branches of the M-NCPPC tree, and Montgomery County Park
and Planning employees from severd divisonsto explore the advisability of expanding
from purely economic indicators to those encompassing quality of lifein generd.
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Part 1. Job Growth

Montgomery County added 14,923 jobs between the first quarters of 1998 and
1999 for a growth rate of 3.7 percent. That compares to 13,000 new jobs -- a 3.1 percent
growth rate -- added the previous year. Thisisthe largest annua increase of jobsin the
1990s and isthe third straight year of hedlthy job growth

Private sector jobs grew by 13,064, or 4.0 percent. Private sector job growth was
led by growth in the services sector — almost 9,000 jobs, or about 70 percent of the
private sector job growth, were in services. The services sector is a broad one, comprisng
awide spectrum of employment categories from software programmers to architects to
building maintenance staff to barbers. The two other mgor private sectors contributing
large numbers of new jobs were the congtruction industry (1,572 new jobs) and the
Finance, Insurance and Real Edtate industry (1,690 new jobs).

Public sector — government — jobs grew by amuch dower 2.5 percent. The federd
government began adding jobs between the first quarters of 1998 and 1999. Job growth
leveled off during 1999 but is expected to increase in the near future. The federa
government’s jobs are well paying (in the range of $60,000+ per year on average) so the
gradua but continuous loss of these jobs over the past decade has been adrain on the
County economy. The County’s very smal number of state employees became even
fewer: state jobs fell from 1,244 to 1,074 between the first quarters of 1998 and 1999.

TheHigh Tech Sectors

Montgomery County’ s high technology industries -- aerospace, biotechnology,
infor mation technology, and telecommunications -- are adding jobs almost twice as fast
as the economy as a whole. High tech jobs grew 7.0 percent between the first quarters of
1998 and 1999, while the growth rate for all sectors was 3.7 percent. There are now over
63,000 private sector high tech jobsin Montgomery County, which is 15 percent of al
County jobs.

That number (63,000) does not include the many public sector high tech jobsin
Montgomery County, including those a federd ingtdlations such as the Nationa
Ingtitutes for Health, the Nationa Ingtitute for Standards and Technology, and the
Department of Energy.

Montgomery County’s 7.0 percent growth rate for high tech jobs outpaces the 4.9
percent growth rate for the State of Maryland, and the 3.0 percent growth rate for the
nation.

For much of the 1990s, the information technology sector was generating large
numbers of new jobsin other locdlities but experienced lackluster performancein
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Montgomery County. That’s no longer the case. Infotech’ s turnaround began in the fina
months of 1996 and growth in this sector has been accelerating ever Snce. Last year we
reported a 10 percent growth in information technology jobs,; this year the pace has
picked up to 14.4 percent. Asof thefirst quarter of 1999, there were about 25,400
information technology jobs in Montgomery County.

The County’ s 14.4 percent growth rate for infotech jobs compares favorably with
the 10.5 percent growth rate for the state of Maryland and the 5.3 percent growth rate for
the nation.

A sgnature industry of Montgomery County is biotechnology, which isthe
subject of a specid in-depth report being released this spring. We are not including state
job growth data for the biotechnology industry this year because of some data anomdies
we are dill exploring.

Montgomery County’ s aerospace industry has about 16,000 jobs and is growing a
a4.2 percent rate, just dightly ahead of the state’ s 4.5 percent growth rate but well ahead
of the nation’s 1.6 percent growth rate. In afew years, the County will return to its 1989
peak in aerogpace jobsif the solid growth experienced in the past few years continues.

Teecommunications was a high-growth sector for Montgomery County in the
early 1990s, a period when few other sectors were adding many jobs. Beginning in 1994,
however, growth stdled, and the industry has been adding or losing asmal number of
jobs each year since. More recently, this sector has been “trending up,” with job growth a
solid 3.5 percent between 1998 and 1999. That rate is more than three times the date rate
of 1.0 percent, and well above the nationa rate of 2.1 percent.

Other Top Performing Sectors

As mentioned earlier, the “services’ sector is both Montgomery County’s largest
sector as well as the one adding the most jobs. The services sector includes alarge
number of industries, from amusement and recreation services to auto repair to hotels to
computer and data processing.

One mgor subset of the services sector is“business services,” which encompasses
computer and data processing, advertising, personnel, mail and reproduction, and services
to buildings. Because it includes sectors that literally “ serve businesses,” growth in this
sector isagood indicator of economic strength.

Montgomery County’ s business services sector grew 8.6 percent between the first
guarters of 1998 and 1999, compared with 6.2 percent for the U.S. and 4.3 percent for
the state. There are now over 53,000 business services jobs in the County.

Engineering and management senvices is a sector that includes engineers,
architects, accountants, and management consultants and is Montgomery County’ s third
largest -- and second fastest growing -- industry. Jobs in this sector grew by 4.7 percent to
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31,500. Engineering and management services jobs pay an average of $53,000. There are
over 2,700 engineering and management services firms in Montgomery County.

If Montgomery County can have a second signature industry, it would be the hotel
and lodging industry because we are home to the headquarters of two of the major hotel
chains, Marriott and Choice. For that reason, average wagesin thisindustry are very
high: over $70,000 (the average wage of ajob located in Montgomery County is
$40,508). Hotel and lodging jobs jumped by 18.4 percent in 1999. The hotel and lodging
industry employs about 8,400 in Montgomery County & 66 establishments,

The increase in the pace of condruction is reflected in an increase in the number
of condruction jobs. As mentioned, the congtruction industry overall added 1,572 jobs
between the first quarters of 1998 and 1999. The mgority of those new jobs were in two
sectors: specia trade contractors and generd building contractors. Together, these two
sectors added 1,426 jobs for a growth rate of 7.3 percert. The average wage in these two
sectors -- $39,696 -- isdmog identical to the average wage for County job in any
industry: $40,508. There are just under 21,000 contractor jobs in Montgomery County
working for 2,251 firms.

Jobs at nondepository indtitutions (mortgage bankers and persond credit
ingtitutions) jumped 25 percent between 1998 and 1999. Although the sector is not huge
(it is Montgomery County’s 30" largest industry and has about 3,500 jobsin the County),
that pace makesit one of the fastest-growing. The average wage of ajob in that sector is
$64,480.

A smdl but rapidly-growing and high-paying sector is securities and commodities
brokers. This has been true for the past severd years. Currently, the industry has 2,854
jobsin the County and is adding jobs at arate of 20 percent per year. The average wage
in thisindustry, $126,568, is three times the County average.

Job Growth Preview

Asin previous Economic Forces studies, most available datais ayear old by the
timeit isinduded in the study. The Economic Forces study relies on data from the
Maryland Department of Labor Licensing and Regulation, which has a nine-month lag.
The additiond three-month lag dlows RES a Towson University to andyze the data
and report it to the Research & Technology Center.
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Part 2. Federal Impact

The federd government plays three very important roles in Montgomery County’s
economy: itisan employer, it isatenant and landowner, and it is a purchaser of goods
and services.

As an employer, the federd government is amagor source of income for
Montgomery County residents and workersin the County. During Fiscal Y ear 1998, the
federal government paid workers in the County $2.6 billion in wages and salaries. It dso
paid County residents $2.3 billion in direct payments to individuds for retirement and
other benefit programs.

Employment levels are reasonably stable. According to asurvey of 12 federd
agencies, jobs in federdly-owned and leased space dropped by 900 from February 1999
(57,600 jobs) to January 2000 (56,700 jobs), a 1.6 percent decline. Most of the decline
was due to areduction in the number of contract workers in federd agencies rather than a
decline in direct federa employment. Collectively, the agencies surveyed anticipate
current job levels to continue through 2005 and then anticipate job increases of 3.4
percent between 2005 and 2015 when workers at these agencies will number about
58,600.

Given the federd policy of shifting workers from leased space to owned space,
workers at federally owned space are expected to increase by 12,100 between 2000 and
2015, and workersin federaly leased space are expected to decline by 10,200. The main
shift from leased to owned space will be the Food and Drug Administration®s
consolidetion at ther facility in White Oak.

Federally L eased Space

Federdly leased space has remained unchanged since February 1999. The
General Services Administration (GSA) leases 6.6 million square feet of spacein
Montgomery County, about 16 percent of the County’ s existing rentable office space.
Over hdf of this space, 66 percent or 4.4 million square fedt, is leased by the Department
of Hedlth and Human Services. The Department of Commerce is the only other agency
leasing more than 1 million square feet. Its 1.2 million square feet of leased spaceis 18
percent of GSA’sinventory in the County.

Over haf of GSA” sleased space isin the Rockville area, which includes most of
North Bethesda. GSA leases 3.6 million square feet of gpace in the Rockville area, 54
percent of their County inventory. Two other areas have over 1 million square feet of
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GSA leased space: Silver Spring has 1.2 million square feet (19 percent) and Bethesda
has 1 million square feet (16 percent).

Federal Procurement

Fiscd Year 1999's $3.44 hillion procurement spending in the County is just
below last year's dl time high of $3.55 billion, adrop of 3.4 percent?. It isthe County’s
second highest total. During the same period, federal procurement rose by 3.5 percent in
the Washington Areaand by 1 percent nationdly. Over the past ten years, the County’s
federal procurement increased at a respectable annual compound growth rate of 6
percent, though lower than the Washington Area’s annual compound growth rate of 7.4
percent. During most of the 1990s, about two-thirds of the Washington Area’s
procurement growth has gone to Northern Virginia. The trend has been to shift
procurement dollars from purchasing products and research and development activities to
purchasing services. Northern Virginia had an established information technology base,
located near magjor defense ingtdlations, that was well positioned to capitdize on this
shift in procurement purchasing.

The Departments of Defense and Health and Human Services are the source of
over haf the procurement dollars spent in the County. The Department of Defense spent
$1.1 billion, 33 percent of total procurement, and Health and Human Services spent $894
million, 26 percent. But both agencies spent fewer procurement dollarsin FY 99 than
FY 98. The Department of Defense spent $57 million less, adrop of 5 percent, and Hedlth
and Human Services spent $35 miillion less, adrop of 4 percent. The biggest gainin
procurement was by the Justice Department, up $136 million, more than double the
previous year's spending. The biggest loss in procurement was by the Department of
Trangportation. During the past year their spending dropped by one-third, or by $138
million.

More than haf the federd procurement spent in the County in FY 99 was spent on
Business Services, 31 percent or $1.1 billion, and Engineering and Management Services,
26 percent or $385 million. Almost 90 percent of the Business Service procurement was
spent on computer related services, such as systems design, facilities management, data
processing, and programming services. Almost 80 percent of the Engineering and
Management Services procurement was spent on management Sservices, engineering
services, commercia physical research, and management consulting services.

2 Federal procurement totals for agiven year tend to increase over time as additional contracts are reported.
For example, the total for FY98 hasrisen to $3.78 billion ayear later. This analysis uses the totals available
in February or March for each year so that the datawill be comparable.

10



EcoNomIC FORCES THAT SHAPE MONTGOMERY COUNTY
ANNUAL UPDATE 2000

Part 3. Commercial Space

Montgomery County’s redl estate cycle has been in its expansion phase snce mid-
1997. The expansion followed a long recession and recovery period from late 1990
through late 1996. The expanson started with renovation of Bethesda' s Fairmont Office
Building, completed in mid-1997, and soon spread to construction of new office, flex,
and indudtria space. Falling vacancy rates and rising rents up through the present (March
2000) indicate that the expanson is continuing.

The expansion is broad based. All classes of office, flex and industrid space have
shared in the increased occupancy levels and rising rentd rates. Average Class A office
asking rental rates in the County have increased from $20.66 to $27.14 per sguare foot
since July 1997. Class A vacancy rates have fallen from over 6 percent to about 4
percent. These changes indicate that the expansion is strengthening.

We monitor changes to these indicators regularly, watching for sgns thet the
expanson is ending and the commercia real estate market is moving into the oversupply
phase. Thefirgt indication of oversupply should be increasesin the Class A vacancy rate
above 5 percent and new space that is not rapidly absorbed. Thiswould be followed by a
persstent decline in rental rates. Our subscription to the CoStar database alows us check
these numbers every two weeks.

All mgor jurisdictions have participated in the expanson. Even those who have
lagged behind, such as Prince George' s County, have benefited from substantia declines
in their vacancy raes.

We see this expangon continuing for the next year or more. New 1999
preliminary plans of subdivision total over 4 million square feet. These new gpprovas
more than made up for the over 3.5 million square feet of completions last year. The
pipeline remains over 36 million square feet. Anecdota evidence indicates that tenants
are searching hard to find suitable new space.
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Part 4: Labor Force Profile

In the firs Economic Forces That Shape Montgomery County study, the Research
& Technology center used 1990 Census data to perform an in-depth review and
comparison of the labor forces of Montgomery, Fairfax, Frederick, and Prince George's
Counties. An update of that study is not possible until the 2000 Census data are available
inafew years.

For this report, the Research & Technology Center is providing conclusions about
labor force trends gleaned from the 1997 Census Update Survey. The Research &
Technology Center executes a Census Update Survey twice a decade (in years ending in
4 and 7) to gather detailed information about Montgomery County residents. Because
other localities do not do comparable surveys, it is not possible to compare Census
Update Survey findings with data from other jurisdictions.

The Research & Technology Center offers three basic conclusions about |abor
force trendsin the next few years.

The jobs/labor force gap (also known as the * [abor force shortage” ) will
continue.

The number of mature workerswill increase, but the number of younger workers
will not.

Immigrants, who will continue to be an essential source of labor in all categories,
will partially mitigate the jobs/labor force gap.

The jobs/labor force gap will continue over the next 20 years because the number
of jobs created will exceed the number of County resdents joining the labor force. This
trend reflects Montgomery County’ s growing status as a maturing county and asajob
center.

The jobs/labor force gap is exacerbated by long-term demographic trends,
principaly the aging of the baby boom and baby bust generations. Looking nationdly,
the one age cohort expected to |ose population between now and 2010 isthe 30-44 age
group. A amilar trend will occur in Montgomery County, dthough the Stuation is not
nearly as severe. Between now and 2005 the number of persons aged 15-24 will edge up
(from 55,000 to 60,000) and the number of 25 to 39 years olds edge down (from 177,000
to 176,000), but the number of “mature workers’ age 40 and above will increase from
258,000 to 286,000.

The gap between jobs and labor is partidly mitigated by immigration, and the
Research & Technology Center expects the County’ s high levels of foreign immigration
to continue. Immigration trends are shaped primarily by two factors: federd policies and
past immigration. Assuming federd policies do not change, immigrants tend to locate in
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aress that have dready welcomed substantial numbers of immigrants in the past.

Montgomery County has been successful in attracting immigrants from many different
countries and thiswill continue.

Apart from sheer numbers (over 9,500 foreign immigrants came to Montgomery
County in FY 96), immigrants are, on average, younger than the resident population.
Immigrants therefore help mitigate the aging of the labor force that would occur if
Montgomery County relied on the resident labor force aone.

Immigrants bring avariety of skills to the County labor force. On average,
Montgomery County’s foreign-born residents are more likely than native-born residents
to have aPh.D (10 percent to 6 percent).
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