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THE MARYLAND-NATIONAL CAPITAL PARK & PLANNING COMMISSION

The Maryland-Nationd Cepitd Park & Planning Commission is a bi-county agency
cregted by the Genera Assembly of Maryland in 1927. The Commisson’s
geographic authority covers most of Montgomery and Prince George' s counties. The
Commission's planning jurisdiction, the Maryland-Washington Regiona Didtrict,
comprises 1,001 square miles; its parks jurisdiction, the Metropolitan Didrict,
comprises 919 square miles.

The Commission has three mgor functions:

Q) The preparation, adoption, and, from time to time, amendment or
extenson of The Generad Plan (On Wedges and Corridors) for the
Physica Development of the Maryland-Washington Regiond Didtrict
Within Montgomery and Prince George' s Counties.

2 The acquisition, development, operation and maintenance of a public park
sysem.

3 In Prince George' s County only, the operation of the entire County public
recreation program.

The Commission operates in each county through a Planning Board gppointed by and
responsible to the county government. The Planning Boards are responsible for
preparation of dl locd master plans, recommendations on zoning amendments,
adminigration of subdivison regulations, and general administrations of parks.

The Maryland-Nationa Capital Park & Planning Commission encourages the
involvement and participation of individuas with disabilities, and its facilities are
accessble. For assstance with specid needs (e.g., large print materids, listening
devices, Sgn language interpretation, etc.), please contact the Community
Rdations Office, 301-495-4600 or TDD 301-495-1331.
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Part |: Introduction

The year 2000 was one of the most economically successful in Montgomery
County’s history. The number of jobs in the County increased by more than 20,000 in the
year between the second quarter of 1999 and the second quarter of 2000. Thisis below
the County’ s record of 28,000 jobsin one year recorded in 1985, but well ahead of the
6,800-job-per year average of the 1990s. Montgomery County’s high-tech sectors added
jobs at a 12 percent rate, well ahead of the state and the nation. There are now 78,000
high technology jobsin Montgomery County.

The Federd government plays severa important rolesin the County economy. In
2000, the news from the Federal government was positive. Federa procurement of
County goods and services rose to $3.8 hillion, arecord. Federa agencieslocated in the
County added workers and revised upward their forecasts for future employment.

The commercia space market continued to expand in 2000, with vacancy rates
remaning low even as new buildings come on line. Rents commanded by County
buildings continued to increase, and there is strong pre-leasing activity for yet-to-be-
completed office buildings.

The strong economy affected resdents in several ways, both postive and
negative. Among the positives: the strong job market meant that a very smdl proportion
of the County’ s labor force (just 8,600 persons) is out of work. Redl incomes that is,
adjusted for inflation -- rose dightly to $73,980 for the median household. Crime rates
fel by 15 percent. Home vaues rose in 2000, resulting in adecline in the affordability of
sngle-family homes. Apartments were dso less affordable, as very low vacancy rates
spurred rent increases that averaged amost 8 percent.

Although much of the local economic news was positive in 2000, the nationa
outlook became increasingly cloudy asthe year progressed. The sharp declinesin the
stock market were joined by announcements of layoffs, lowered corporate profits, and a
dropoff in consumer confidence. As evidence of a pending national recesson grew
during the beginning of 2001, the Research & Technology staff began work on this, the
third update to Economic Forces That Shape Montgomery County. For that reason, we
decided that the focus of this report would be on the prospects for the loca economy in
the face of anationad dowdown.

We gpproached thisin two ways. First, we made a specia effort to review the
data series we track for this study with an eye toward digtilling out the leading indicators
— those that might indicate a change in the course of the County economy over the next
year. Second, we asked our longtime partners on previous Economic Forces studies —
RESl Research & Consulting at Towson State University — to do a specia report focus on
the County’ s economy. We are very pleased with both their finding — that the mogt likdy
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scenario for the County in 2001 isamild dowdown but continued growth — and the
qudity of their report, which isincluded as Part 1.

Part 111 of the report contains asummary of Research and Technology Center
anaysis of the four areas covered in each Economic Forces study: job growth, federd
impact, commercial space market, and measure of well-being. The text isfollowed by a
graphicd review of those indicators. Appendix 1 and 2 contain detailed job growth and
federa impact satigtics.

About Economic Forces That Shape Montgomery County

Economic Forces That Shape Montgomery County is an annud report darted 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 very hedthy, growing at arapid but manageable
pace.

The Economic Forces studies seek to support the Montgomery County Council’s
economic andysis needs, particularly during preparation of the budget and when
eva uating economic development initiatives or regulatory proposas. To accomplish this,
the Research & Technology Center works closely with the Department of Finance and
the Department of Economic Deve opment, 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 helping to assure that even
though opinions may differ, the information underlying those opinionsis consstent and
vaid.

Possibly the mgor value 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 stes characteristics
inventory, ajust-completed in-depth look a 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 as debates on the Annua Growth Policy, affordable housing, ederly housing, and
other issues.

At the request of the Department of Economic Development — arequest that has
been echoed by others — the Research & Technology Center is completing an in-depth
report on the information technology and telecommunications indudtries, smilar to the
last year’ s biotechnology industry report. There are over 25,000 information technology
jobs and over 10,000 telecommunications jobs in Montgomery County and that those two
industries have recently been growing a double-digit ratesin Montgomery County.
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That's quite alot of activity for a sector that people generally associate with other parts of
the country, and the Research & Technology Center believes the forthcoming report will
be useful both to showcase and to better understand these industries.
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Part I1: Special Focus 2001

Prospects for Montgomery County’s Economy in a Time of National
Economic Slowdown

Analysis by RES Research & Consulting, Towson University
Anirban Basu, Principal Author

Dana Hawkins, Contributing Author and Resear cher
Brittany Keller, Contributing Author and Research

Introduction: Montgomery County Economic Slowdown to be Mild and of Limited
Duration

The world would be considerably more economist-friendly if one could neetly
segment the U.S. economy into two component parts. Thefirgt part would include
financia markets, the second the underlying or real economy. Financia market
prediction would remain difficult if not impossible, but at least economists would not
have to factor in the wild vicisstudes of stock pricesinto their predictions of the redl
economy, and could focus on more mundane aspects of economic life such as
inventories, interest rates and incomes.

Alas theworldisasit is, and the red economy isinextricably linked to financid
market performance and vice versa. As aresult, predicting the economy thisyear is
particularly treacherous for the client-serving economist concerned with reputation.
Consequently, RESI has approached this task by compiling substantial amounts of
information pertaining to the interaction between financia markets and the real economy.
The conclusion one reaches is that a bear market does not necessarily imply arecession,
but that the ongoing market correction is having a measured impact on the rea economy
that is bringing the nation closer to economic recesson than many economists had
consdered likdy. Stll, RESI maintainsthe view that the nation will barely avoid
recession this year, and will experience an uptick in economic performance by the fourth
quarter of 2001, perhaps sooner if the Federal Reserve begins to respond to economic
uncertainty more aggressvely than has been the case through mid-March.

RESI’stask is further complicated by the fact that the economies of the nation,
Maryland and Montgomery County are related somewhat loosdly in their performance
over time due to the uncommon structure of Montgomery County’s economy. With an
economy disproportionately driven by federa activities and technology, and with a
resdential base thet is considerably more affluent than the balance of the nation and the
gate, Montgomery County will perform subgtantialy differently than larger territorid
agglomeretions.
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In particular, there are three reasons to believe that Montgomery County will
respond more favorably to economic dowdown than the balance of the nation. Firgt, asa
wesdlthy county, the typica Montgomery County resdent is more likely to benefit from a
subgtantia savings buffer that protects them from economic adversity. With this buffer
in place, Montgomery County resdents on average are less likely to dramétically curtail
their spending behavior than their counterparts e sewhere in the nation. Lesswell-heded
consumers are more likely to live from check to check, and during times of growing
economic uncertainty, may fed the need to rapidly create savings buffersthat can creete
severa weeks of breathing space. Asaresult, consumer confidence in less affluent
communitiesislikdly to fal more precipitoudy during periods of economic turmoail, and
result in relatively more rgpid reductions in household spending.

Second, because of its relationship to federd agencies, Montgomery County’s
economy is less subject to economic cycles than is the balance of the nation. This may
drike students of Montgomery County’ s near-term history as somewhat counterintuitive
given the performance of the county’ s economy during the early 1990s. At that time,
Montgomery County’s substantia reliance on the federal government led to an
exaggeration of the impacts of the business cycle, as federd layoffs and cuts in defense
and other forms of federal procurement aggravated an aready softening economy. The
dynamics of the early 1990s do not gppear to be in place today, and recent federa
spending announcements (e.g., NIH) suggest that this aspect of the county’ s economic
composition will serve asapartia shield from current economic conditions.

Third, much of the weskness in the nationd economy has been in manufacturing,
including in autos and gppard. Traditional manufacturing does not play amgjor rolein
the performance of Montgomery County’ s economy, and to the extent that manufacturing
is present in the economy, much of it relates to federa procurement, and is therefore not
particularly exposed to the gyrations of the underlying economy.

It istrue that there are dso factors that construed in isolation suggest that
Montgomery County’ s downturn may be worse than that which will be experienced in
the balance of the nation. Firgt, technology companies have been particularly hard hit
since the current dowdown began to take shape during the first haf of 2000. Asa
technol ogy-intensve economy, one would conclude that Montgomery County’ s exposure
to the downturn is substantia. Indeed, astudied look at recent layoff announcements
among county businesses shows that a sgnificant proportion of layoffsistaking placein
the county’ s tech sector.

However, less attention has been paid in the media and generdly to the fact that
there are technology companies that continue to expand in Montgomery County,
particularly within the rguvenated biotech sector. Until last year, young biotech
companies had been largely overlooked by the venture capitd community, which
remained enamored by Internet start-ups. The collapse of the dot-com sector has hel ped
to reverse the financid caculus, and biotech companies are now positioned as the
primary focus of atention. Asaresult, biotech is expanding even as Internet sart-ups
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collapse, and Montgomery County continues to experience growth in its technology
sector. Still, thisgrowth is unlikely to be as robust in the coming year as was the case
during the late 1990s, and Montgomery County can expect to experience diminished
activity in office absorption

and congtruction starts in the near-term.

Selected Recent Layoffsin Montgomery County

| % of Firm's
| Number of |Montgomery County-
Type of Firm Jobs Cut  |based Employees Cut
IA ce-Comm Corp. Software Manufacturer 27 15%
SpaceWorks Inc. E-commerce Software Retailer 70 25%
Iconixx Corp. Web site Devel opment and Consulting 100 18%
IAtY ourBusiness.com Small Business Mgmt. Services 8 1%
Discovery Communications, Inc. Cable Television Company 230 40%
USLaw.com Web-based Provider of Legal Services 25 52%
Startec Global Communications Corp. Int'l Telephone Service Provider 0 19%
Choice Hotels International Inc. Hotel Management 40 %
Spotcast Communications Cdlular Advertising Transmission upto40  upto100%
Invitrogen Corp. Provides Tool and Servicesfor Biotech 75 5%
Capital.com Online Financing and Capital Market 25 100%
MillionEyes.com Provider of Free Internet Service 15 N/A

Recent layoff announcements among county businesses shows that a significant proportion of layoffsis taking place in the county’s
tech sector. However, less attention has been paid in the media and generally to the fact that there are technology companies that
continue to expand in Montgomery County, particularly within the rejuvenated biotech sector.

Employment in Biotechnology (Health Industry Products)
1988:Q1 to 2000:Q2
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Source: Department of Labor & Licensing Regulation, ES-202 & Department of Commerce, BLS

Biotech is expanding even as Internet start-ups collapse, and Montgomery County continuesto experience growth initstechnology
sector.
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Another adverse factor is, ironicdly, related to one of the county’ s greatest
drengths. Because of itsimmensdy wedlthy resident base, Montgomery County
resdents have likely been more heavily impacted by the downturn in financid markets,
and therefore the county has experienced higher levds of wedth destruction than istrue
amos anywheredse. Though this diminution in wedth is unlikely to have amgor
impact on day-to-day spending decisions, the loss of wedth will have an impact on
longer-term spending commitments, including on housing and automobiles.

Taken in its entirety, the outlook associated with the most likely scenarioisfor a
softer Montgomery County economy during the first three quarters of 2001 than was the
casein 1998, 1999 and even 2000. The Federd Reserve has not been particularly
aggressive in heading off the nationa economic downturn, and as aresult the second and
third quarters of 2001 are not likely to be good ones for the U.S. economy. Theresfter,
the economy should strengthen.  As of the writing of this article, the Federal Reserve has
cut the Fed Funds Rate target by 1.5 percent since 2001 began. The target now stands at
5 percent. The impact of these Fed actions will begin to manifest themsdves by Fdl
2001, setting the stage for a fourth quarter rebound in consumer sentiment and spending.
RES anticipates that a nascent rebound in financia markets will have dready begun by
that point, and that the March/April period of 2001 will represent the nadir of the current
finandd cyde.

For Montgomery County, thiswill mean that the middle of 2001 is likely to be
relatively soft, though the county will fair consderably better than the nation as awhole
and will not face anything resembling atrue recession. Indeed, the most likely scenario
isfor the county’ s economy to experience what was experienced in 1995, atime of non
recessonary dowdown that was followed by severd years of robust economic
performance. With interest rates remaining low in the face of controlled inflation, and
with its concentrated locus of technology firms, Montgomery County islikdly to bea
superb performer during the next technology segment rebound. Whether tech’s rebound
beginsin 2002 or sometime theresfter is anyone's guess, but the county’ s long-term
outlook has not in any way been diminished by near-term events, eventsthat will remain
far from cataclysmic.
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Part 1 —The Economy Thus Far
A. The Economy of the United States— Will Barely Miss Recession

Stock prices are collgpsing. Since peaking in March 2000, roughly $4 trillion in
shareholder wedlth has been destroyed, representing a decline exceeding 25 percent.
After asteady tumble from grace, the Nasdaq dipped below 2000 on March 12 and is
now off gpproximately 60 percent off its 5,000+ peak. The broader market is aso
hemorrhaging. The S&P 500
index is off 20 percent, placing it Market Value - NASDAQ vs NYSE

squarely in the grasp of the bear.

v 7 14
The tightest link between Z 6 12 3
financia market performance S s 10 ©
. S) 5
and thered economy isthrough ® 4 8 o
the welth effect, which during 2 3 6 9
bull markets, has a positive 2 2 4 O
impact on consumer confidence g 1 ——NASDAQ ——NYSE 2
and spending, but now, has the 2 0 0oz
exact opposite effect. Mogt Z Jan-98 Jul-98 Jan-99 Jul-99 Jan-00 Jul-00 Jan-01
anadysts are quick to note that
conaumer corfic hit an dl- Source: The Nasdaq Stock Market
tme hgh a neerly pI'eCIde the The tightest link between financial market performance and the real economy is
moment that the stock market through the wealth effect, which during bull markets, has a positive impact on
peek' consumer confidence and spending, but now, has the exact opposite effect. Since
Wc’:‘S. I.ng last yed. That the peaking in March 2000, roughly $4 trillionin shareholder wealth has been destroyed,
relationship between consumer a decline of 25 percent.

confidence and financia market

performance is S0 tight comes aslittle surprise. When financid markets are performing
well, consumers are able to leverage assets by borrowing more liberdly and regp
increasing amounts of cash from accumulated capitd gains. Redlizations rose from $135
billion in 1994 to awhopping $550 billion in 2000.

Crashing stock prices have reversed this dynamic, and nationd retail sdes have
gone from expanding & a double-digit pace one year ago to alow single-digit growth rate
most recently. Since two-thirds of overadl economic growth is driven by consumer
gpending, the impact of crashing stock prices has aready begun to be intensdy felt on the
underlying real economy. Indeed, in February 2001, retail sales declined 0.2 percent,
sharply below expectations of modest growth. The report indicated that plunging
consumer confidence may be trandating into more pronounced consumer retrenchment,
and a recent pate of layoff announcements coupled with persstently high energy prices
arelikdly to further erode consumer confidence going forward. A recent report Sating
that the net worth of American households declined in 2000 for the first time in 55 years
merely buttresses these concerns.

Another factor affecting consumersistheir heavy debt burden, something they
were willing (and able) to overlook when the economy was soaring and their portfolios
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flying Icarus-like toward the heavens, but now that the NASDAQ and other financia
markets find themsel ves submerged and the economy gppears headed in anew and less
preferred direction, consumers are beginning to face up to their debt demons. The
household debt service burden has now hit 13.7 percent, the highest it has been since the
late 1980s and near the higtoric high reached during the mid-1980s. This high debt
burden is resulting in areduction in the amount of credit available to consumers as
lenders begin to tighten in order to limit potential loan losses. Creditors have reason to
be worried. Persona bankruptcy filings are risng nationaly for the first time in over two
years.

Layoffs have jumped from just over 44,000 in November to 134,000 in
December, 142,000 in January and 102,000 in February. Moreover, the layoffs are
beginning to hit large technology and related companies, not just small ones. Gateway,
Nortel Networks and CNN News Group together laid off over 10,000 workersin one
mid-January week. Help wanted advertising in newspapersis at its lowest point snce
1995 representing a decline in employer hiring intentions. The share of consumers
expecting fewer job opportunitiesin the next sx monthsis now greeter than the share
anticipating increasing employment openings, a satistic that corrdates heavily to
consumer confidence.

All thismakes it quite surprising that the most important labor market indicator of
al, the unemployment rate, has hardly budged. Thejoblessrate has remained around 4
percent for al of 2000, largely because prospective workers are now more reluctant to
jump into the labor force given the less welcoming environment. The low unemployment
rate should keep consumer

gpending from dipping too Monthly Unemployment Rate,
far even as consumer January 1990 to December 2000
confidence plummets.
Persond income growth, a MD Mco T us
key but often overlooked 9%
satistic during times of 8%
financid market ruin, rose % -
0.6 percent in January, a 6% 1~
rate of growth consistent 5%
with continued economic 4%
growth. 3%
2%

The Federd 1%
Resarve simproving 0%
monaay gance should 01/01/9004/01/9107/01/9210/01/9301/01/9504/01/96 07/01/97 10/01/9801/01/00
keep job growth from N
di pping too much further, Source: Bureau of Labor Statistics, LAUS & CPS Household Survey
or dtematively, should Layoffs have jumped from just over 44,000 in November to
dlow job growth to resume
amore advanced pace by 102,000 in February, employer hiring intentions are declining

late-2001. Job growth has
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remained remarkably steady despite the collapsing stock market. In February 2001,
nationd job totals were 1.3 percent higher than they were one year ago. The year-over-
year rate is highly suggestive of the view that the economy remains above recessionary
waters. Job growth has did gradudly dower since mid-year 2000. 1n July 2000, for
instance, annua job growth was hovering above 2 percent.

Gross Domestic Product vs. Federal Funds Rate,
Percent Growth from Previous Year through 2000:Q4
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Recent economic fluctuations suggest that the lag between Federal Reserve tightening and loosening of monetary policy and the
economy’ s response ranges between three and four quarters. If history holds true to form, the U.S economy should begintoinprove

by the fourth quarter of 2001.

Recent economic fluctuations suggest that the lag between Federd Reserve
tightening and loosening of monetary policy and the economy’ s response ranges between
three and four quarters. If history holds true to form, the U.S. economy should begin to
improve by approximatdy the fourth quarter of 2001 since Alan Greenspan began
lowering interest rates on January 3¢, 2001.

All told, the first three quarters of 2001 is setting up to be a period of meager
growth, perhaps between zero and one and one-half percent. That would represent a
harder landing than many economists foresaw, but not a genuine recesson. Thereefter,
the Federd Reserve' s renewed willingnessto lower interest rates and provide liquidity to
financid markets should begin to manifest itsdf in an improving invesment climate thet
could set the stage for a decent 2001 Christmas season. RESI views this as the most
likely scenario for the year.

10
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B. The Economy of Montgomery County, Maryland — Easily Outperforming Nation
Didtinguishing Festures — Composition of Economy Favors County’s Outlook

There are a least three features of Montgomery County’ s economy that serveto
diginguish it from the baance of the retion and state. Firdt, the county is enormoudy
wedlthy and the accumulation of wedlth has been phenomend in recent years. In terms
of both per capita and average household income, Montgomery County ranked 13"
among the nation’s 3,000+ counties in 2000. Average household income in 2000 was
$125,000. Among the 30 percent of Montgomery County families with income
exceeding $100,000 in 1998, the median vaue of stock holdings was $150,000, nearly
twice as high asthe level of wedth reported among this group just three years prior.
Another 40 percent of Montgomery County families reported income between $50,000
and $99,999 in 1998, and among that group, the median value of stock holdings had risen
to nearly $36,000 in 1998, more than 50 percent higher than the corresponding figure
recorded in 1995.

Federal Government Employment as a
Percentage of Total Non-Agricultural through 2000:Q2

= = =USs Maryland Montgomery

14%
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Source: Bureau of Labor Statistics, ES-202 & 790 Series

Montgomery County’s employment base is heavily weighted toward employment in federal agencies. As a result, a substantial
proportion of the county’s economic base is immune to short-term cyclical fluctuations.

Second, the county’ s employment base is heavily weighted toward employment in
federa agencies. Despite severa years of recent rapid private sector growth, federa
government employment still comprises nearly 10 percent of total employment in
Montgomery County compared to less than 6 percent in Maryland and roughly 2 percent
nationally. Asaresult, asubstantia proportion of Montgomery County’ s economic base
isimmune from short-term cyclicd fluctuations. Anayds estimate that federd spending
in the Washington areais expanding between 3 and 4 percent per year. Indeed, the Bush
adminigtration recently released a budget plan that stands to dramaticaly improve
Montgomery County’s short- and long-term economic outlooks. Bush's plan involves
spending $2.8 billion more at the Nationd Ingtitutes of Hedlth, a 13.8 percent increase
from its $20.3 hillion 2001 budget, as he appears poised to follow through on his

11
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commitment to double NIH funding from 1998 to 2003. In a speech last September,
candidate Bush promised to raise the NIH budget to at least $27.3 hillion and maintain
that level through 2010.

Third, the inventory correction currently underway nationdly largdy affects
manufacturers, particularly those in gpparel and auto manufacturing. Neither of these
indudtries plays a subgtantia role in shaping Montgomery County’ s economic fortunes,
and thisis another feature of the county’ s economic composition that favors the county in
the near-term. Manufacturing comprises less than 5 percent of the county’ s employment
base, less than athird the corresponding nationa proportion.

Manufacturing Employment as a Percentage of Total
Nonagricultural Employment

~ United States
20% —— Maryland
18% =~ TT== SNwaall_ Montaomery County
16% T T e e Ll
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8%
6%
4%
2%
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Source: Bureauof L ahor Qf::\ficfir‘:, ES-202 & 790 Series

The inventory correction currently underway nationally largely affects manufacturers, an industry that does not play a substantial
role in shaping Montgomery County’ s economic fortunes.

Recent County Economic Performance — Stronger Than One Would Presume

Anyone who consders Montgomery County’ s economy has presumed a
dowdown based on recent developmentsin financial markets and the nationa economy.
However, acareful analysis of data suggests that until very recently the county’s
economic dowdown has been extraordinarily mild. Certain data series go so far asto
imply that arecovery may have dready begun, or dternatively that the dowdown has yet
to begin.

12
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The sdestax data

Sales Tax Percent Growth from Previous Year fdl into this category.
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Sales tax data imply that a recovery may have already begun, or alternatively that the This may aopear

slowdown has yet to begin. Indeed, from a percentage growth perspective, theretail  counterintuitive given the
sales tax data figures are consistent with an improving rather than deteriorating destructionin finendid

economy.

wedlth that has occurred

over the past twelve months, but the data are consistent with the following hypothess.
During the stock market’ s banner daysin 1997, 1998, 1999 and early 2000, Montgomery
County resdents rushed to invest their disposable income in mutua funds and other
financia ingruments, causing a reduction in the amount of retail sales that would

otherwise have taken place. With the stock market beginning to collgpse in March 2000,

residents have been more willing to
spend rather than invest, and that
may partidly explain the
counterintuitive ses tax percent
growth figures.

Another possible
explanation is embedded in interest
rates. For many monthslast year,
long-term interest rates, including
mortgage rates, were declining
even asthe Federd Reserve
retained its commitment to high
short-term rates. Asaresult, the
housing market began to surgein
2000 even as corporate investment

dowed and consumer confidence
sumbled. This has been
particularly evident in

Montgomery County, where homes

Total Housing Units Sold,
Percent Growth from Previous Year
Montgomery County
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Source: Metropolitan Regional Information Systems

Long-term interest rates were declining in 2000 even as the Federal Reserve
retained its commitment to high short-termrates. Thisisevident in Montgomery
County, where home sales slumped during the summer months , but have

rebounded strongly since.
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sdles dumped during the summer months of 2000, but have rebounded strongly since. In
January 2001, for instance, home sales were more than 15 percent ahead of the same

month one year ago. Home sales are a powerful driver of retal activity, especidly in the
home furnishings and home improvement categories.

A find possible explandtion is that analysts have overstated the impact of layoffs
in Montgomery County. High profile announcements by Discovery Communications,
SpaceWorks and Startec have captured headlines, but have heretofore been unable to

upend the overdl locd
economy. Employment data
suggest that job growth in
Montgomery County was
actualy accderating during
the second quarter of 2000,
and though job growth has
unquestionably dowed since
then, it isclear from red
edtate and other data that the
extent of the dowdown has
not been as substantia asiit
has been nationdly. Recent
unemployment data support
thisview. In Maryland,
unemployment actudly fdl

in January 2001 on a
seasondly adjusted basis (3.6
percent) from the January

ANNUAL UPDATE 2001

Total Non-Agricultural Employment, Percent
Growth from Previous Year
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High profile announcements by Discovery Communications, SpaceWorks and Startec have
captured headlines, but have heretofore been unable to upend the local economy.

2000 level (3.7 percent). Nationaly, unemployment ticked upward to 4.2 percent. In
Montgomery County, unemployment stood at a patry 1.68 percent in December 2000 on
a seasondly adjusted basis, actualy lower than the figure for October 2000, which stood
a 1.72 percent. The point isthat unemployment has yet to begin to climb dramaticaly in
Montgomery County, and remains condderably below even 1998 levels when the local
economy was thought to be operating on al eight cylinders.

Furthermore, there are companies that continue to expand rapidly in the current
environment. Human Genome Sciences inked a dedl in March 2001 to purchase three
large laboratory and office buildings that will provide the company with room to expand,
including the addition of 300 new employees before end-2001. Indeed, the tech labor

shortage appears to remain in place in Montgomery County. OTG Software Inc., a

Bethesda-based company expanding into new and larger headquartersin Rockville,
recently placed ads offering $3,000 for referring software engineers and designers.

One should not interpret these paragraphs as suggesting that RES! believes that
Montgomery County’s economy isnot dowing. The view being put forth here is merdy
that the dowdown remains extremey mild, especialy when juxtgposed againg financia
market activity, and that to a certain extent the perception of more rgpid dowing isthe
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result of atributing netiond level developments to the loca economy on a one-for-one
bass. Thusfar, the data suggest that Montgomery County’s economic dowdown has
been exceedingly subtle.

Commercid Red Egstate — Holding Up

One segment of the
economy thét is particularly Montgomery County Office Market Absorption
worth noting becauseit is All Classes of Space
disproportionately subject to
cydicd fluctuationsis red 1,600,000
edtate, particularly the
commercia segment. Here, 1,200,000
too, the data suggest thet at
least through this point, the 800,000
dowdown has remained
mild locdly. Inthe 400,000
indudtria merket, the
Washingtor/Batimore 0 . . .
region experienced 9.8 1997 1998 1999 2000
million square feet of net
absorption in 2000

Thousands of Square Feet

Source: Delta Associates

compared to6millionin The office market also appears to be in substantially good shape with absorption

1999. Thisfigure equalsthe remaining strong through 2000.

highest levels achieved since the mid-1980s, and the region’ s vacancy rate for industrial
space is now 7.3 percent, the lowest level achieved since the early 1980s. Moreover,
indugtria rents in Suburban Maryland were up 4 percent last year, suggesting that the
market has yet to approach the point a which new supply exceeds new demand, though
rent growth does appear to be flattening. Though vacancy rates are likely to rise dightly
over the near-term, RES continues to believe that the industrid market will hold up well
for the foreseeable future, particularly the market for flex space.

The office market dso appears to be in substantially good shape. The
Washington metro area office market turned in its best performance ever in 2000 and
continues to be one of the top office marketsin the nation. Even in the fourth quarter, as
the national economy began to soften, extremely strong job growth in the region and
continued expangion in high-tech fueled rapid absorption of office space, with rents
spiking as aresult. The Washington aredl s stable office market can be attributed to the
caming influence of the federal government as atenant and the less risky tech cluster
found in much of the Washington area (e.g., Montgomery County’s biotech cluster which
has held up well in a market littered with imploded dot-coms).

In Suburban Maryland, there were 3.5 million square feet of office space under
congtruction at the end of 2000 as devel opers remained optimistic about the region’s
prospects. Though vacancy rates are likely to rise in 2001, they will not riseto aleve
that would put in jeopardy the balance of the local economy. The Class A direct vacancy
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rate (not including sublet space) stood at afavorable 3.1 percent in suburban Maryland at
the end of 2000. This suggests that congtruction activity will continue to be robust going
forward, though RESI bdlieves that commercid condruction startswill dow in the

second and third quarters of 2001 from their current pace, a pace that is dready dightly
more modest than it was during the third quarter of 2000.

Apartment Market — Rents Continue to Climb

The apartment vacancy rate in Suburban Maryland is now only 0.8 percent. Class
A garden rents rose 11.4 percent over the past year, and a substantial number of
deliveries were absorbed without the use of concessons. The Rockville submarket led
Suburban Maryland in overdl performance, managing a22.1 percent gain in effective
rents over the past twelve months. Though vacancies are likely to rise over the next 12-
18 months and rent growth will correspondingly flatten, the dowdown in apartment
congruction islikely to be moderate going forward, and the market will continue to be a
vibrant and hedlthy one even asiits pace of expanson dows.

C. Summing Up the Economic Outlook — Dramatic Slowing Will Not Occur

The data strongly suggest that Montgomery County has thus far been able to
sudtain its robust economy in the face of adverse financid markets and a dowing nationa
economy. With the Federa Reserve now nearly three months into its effort to promote
economic growth, Montgomery County’s dowdown is likdly to be short-lived and
relaively subtle, and will span the firgt three quarters of 2001. Thereafter, economic
growth will become more robugt for atime until interest rates begin to climb again, and
the process will begin anew.

Part |I. Reasonsto Worry or Celebrate— Alternative Scenarios
A. Alternative Scenario | — Sowdown Avoided

Under this scenario, the wedth effect has little impact on consumption
expenditures as consumer's recognize thet their long-term financia prospects remain
bright with the forecast of improving economic and financia market conditions in 2002.
George Bugh' s tax cuts induce Americans to spend, spend, spend, particularly those who
most benefit from the tax cut (the wedlthy). Lower interest rates further buoy both
consumer and company, as economy-wide purchasing and investment rebound, bolstered
by idiosyncratic events such as greater federa spending/investment in Montgomery
County’ s technology-related agencies and civilian contractors. Lower rates also usher
forth renewed rapid or accelerating expansion among mortgage brokers and other finance
industry segments, wholesde trade/distribution and housing congtruction, which together
fud job growth and additiond retail spending.

The region enjoys a surge in productivity as workers displaced from nortviable

tech companies find their way into firms with workable corporate strategies previoudy
facing chronic labor shortages, leading to higher incomes in the region even in the face of
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Real GDP Growth from Previous Year vs.
Moody's Average Corporate Bond Yield, 1981Q1 to 2000Q4
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Lower interest rates buoy both consumer and company, as economy-wide purchasing and investment rebound, bolstered by idiosyncratic
events such as greater federal spending/investment in Montgomery County’ s technol ogy-related agenciesand civilian contractors. Lower
rates also usher forth renewed rapid or accelerating expansion among mortgage brokers and other finance industry segments, wholesale
trade/distribution and housing construction, which together fuel job growth and additional retail spending.

substantia corporate bankruptcy. The result isamore efficient technology sector both in
Montgomery County and nationdly, propelling the NASDAQ ever higher during summer
2001, helping to replenish consumer and investor confidence and dlowing seed and
venture capitalists to rediscover their zest for life.

Fiscd vitdlity is quickly restored as the cycle of bonuses and stock options
resume, and as the race to attract the best and the brightest resumes. In order to house
their new workers, commercia construction quickly revs up to meet projected demand,
and the cycle returns back to where it was in 1997 when the boom of the late 1990s redlly
began to take off. Labor shortages regain their position as number one business
complaint, leading to ballooning wages and tax receipts, dlowing Montgomery County to
continue to investment in infrastructure and qudity of life, leading to subgtantial numbers
of relocations and expansions in the county.

RES viewsthis scenario viewed in itstotdity as unlikely for the following
reasons. The tech wreck is unlikely to recover ingtantaneoudy, and venture capitaists
and other financiers are probably less willing to fund new ventures than they were two
yearsago. RES expectsthat it will be many years until the leve of financid liquidity
offered to tech companiesin 1998 and 1999 returns, and that’s good from the perspective
of economic stability.

Moreover, RESl clearly sees sgns of subtle dowing in various red ettate
markets. Supply has now caught up with demand and is now beginning to exceed it in
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severd market niches, with the result being prospective increases in vacancy rates and
diminished commercid condruction activity.

Finaly, consumers have told economigts that their near-term outlook isin fact not
particularly good. Asaresult, the pace of spending will decrease over the next severd
months, and the economy has yet to fed the impact of the wedth effect related to the
precipitous decline in financia markets that has occurred since February 2001. The
summer months are unlikely to be ones in which consumers remain as active as they have
been (on a seasonally-adjusted basis, of course) smply because they are in fact less
wedlthy and less assured. On top of this, should financid markets begin to rebound in
summer 2001, consumers are likely to curtail spending in order to jump back into the
market, afactor that has served to diminish spending in recent years prior to 2000.

B. Alternative Scenario Il — Early 1990s Revisited

Under this scenario, the U.S. economy is dragged headlong into recession by the
continued deterioration of financia markets. Investment dowsto a crawl as companies
find it impossible to raise capita from equity markets, and banks remain unwilling to
lend in an increasingly uncertain environment. Lower investment leads to lower
economic growth overdl, propdlling the nation’s unemployment rate from its current 4.2
percent leve to aleve approaching 5 percent. Consumer confidence plummets to
recessionary lows as bankruptcies surge, leading to financid market upheava smilar to
that of the late 1980s.
Thajgh.rpfu”_ﬂedged Total Non-Agricultural Growth from Previous Year,
S&L cris's emerges, 1986 to 1992
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locd retailers, congtruction

contractors, and service providers, each of which begin laying off gaff. Theresultisan
economy in free-fal that is unable to respond to low interest rates. The federd
government would like to provide fiscal stimulus, but finds thet it has dready done thet to
no avall.
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In such an environment, biotechnology and information technology firms find thet
their sources of financing have completdy dried up, and high-wage job creation
diminishes yet further. The federd government aso cuts back its procurement, and
decides that increased NIH funding will haveto wait. The result isa Montgomery
County economy that looks much like that of the early 1990s when one sector’ s adversity
quickly trandated in another’s.

Thankfully, RESl aso believes this scenario to be unlikely. The excesses built up
during the 1990s are quditatively different from those originating during the late 1980s,
and much of the excess has aready been iminated (i.e., NASDAQ stock vauations).
Deveopers appear keenly aware of the prospects for higher vacancy rates resuiting from
dower job growth, and have dready begun to pull back even though demand hardly
budged through the end of 2000. The Federd Reserve initiated cutsin interest ratesin
January, and history suggests strongly that these cuts will begin to make their impact felt
by the latter half of 2001.

Further, during the early 1990s, Montgomery County’ s intimate relationship with
the federal government served to degpen the recession as federa cutbacks in jobs and
procurement merely exacerbated the poor outcomes associated with an dready dowing
economy. Thistime, the federa government appears to be working as a buffer againgt
economic cycling, and though no Maryland economist will ever again make the mistake
of pronouncing the state or one of its jurisdictions recession proof, it does appear that
Montgomery County is especialy well-positioned to westher the storm.
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Part |1]: Review of Economic Indicators

Although each annud update of Economic Forces That Shape Montgomery
County has one or more specia features', there are four core areas that updated each year:

Job Growth: This section conggts of areview of the most recent statistics on

jobs created or lost by each industry in Montgomery County, compared to the
gtate and the nation, with specid emphasis on the County’ s technology sectors.
This section rdlies on ES-202 data compiled by each state and reported to the U.S.
Bureau of Labor Statistics. These data are tabulated by RESI at Towson
Univergty for the Research & Technology Center saff in aformat that RES
originaly developed to for their own analyses of Sate and regiond economies.

Federal Impact: By far the largest single influence on Montgomery County’s
economy isthe Federal government: as an employer, as alandowner, as atenant,
and as a purchaser of goods and services. Each year, Research & Technology
Center staff survey each Federa ingtdlation in the County about current and
expected employment changes, congtruction plans, and space leasing activities.
Research gaff dso andyze federd purchasing and contracting activity using data
supplied by the Federa Procurement Data Center.

Commercial Space Activity: The reationship of economic trends to the pace and
character of development is of particular interest to officias and staff making land
use decisions. One of the mgjor questions addressed by the first Economic Forces
That Shape Montgomery County report focused on understanding the collapse of
the commercia space market that occurred during the 1990-91 recession.
Subsequent reports have focused on tracking and understanding the market's
recovery aswdll aslooking for sgns of pending weakness.

Well-Being: These data € ements attempt to measure how economic trends are
afecting the wel-being of County residents. Many of the data that best describe
well-being are not easily obtainable or are not reported annualy. This report
updates dl of the measures of economic well-being from the 2000 report for
which new data are available. The Research & Technology Center intends to
continue to explore thisissue in depth as more data from the 2000 Census are
released.

! Special featuresin the 2000 Update included a profile of the labor force and areview of measures of
well-being (completed in conjunction with a study of the use of “quality of life” indicators). The next
opportunity for areview of labor force demographics will be upon release of more detailed 2000 Census
data.
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Job Growth

Montgomery County added 20,464 jobs between the second quarter of 1999 and
the second quarter of 2000 for agrowth rate of 4.8 percent. That represents an
acceleration over the 4.0% growth rate (16,938 jobs) recorded between the first quarters
of 1999 and 2000.

The March 2000 edition of Economic Forces That Shape Montgomery County
reported annua job growth of 14,923 jobs, for a growth rate of 3.7 percent. That, in turn,
was an increase over the 13,000 jobs (3.1 percent growth) added in the previous year.

The 20,464-job increase is larger than any annud increase in the 1990s and the
fourth straight year of hedthy job growth.

Private sector jobs grew by 19,203, or 5.6 percent. The services sector accounted
for 55 percent of private sector job growth: 10,500 new jobs — a growth rate of 5.6
percent. Last year, growth in services accounted for 70 percent of private sector job
growth, indicating that job growth was more broad-based in 2000. The construction
sector had the fastest job growth rate of any mgjor sector: 11.9 percent, which trandates
into 2,800 new jobs. Two smaler sectors showing large growth rates were durable goods
manufacturing (up 9.6 percent to 11,100 jobs) and agriculture (up 9.5 percent to 4,500
jobs). In addition to the services and construction, the retail sector dso showed large
absolute gains: 2,600 new jobs for agrowth rate of 3.7 percent. None of the County’s
major sectors had job losses.

Public sector job growth was comparatively dow: 1.7 percent for atota of 1,261
new public sector jobs. Thisis dower than the 2.5 percent recorded in last year’ s report --
entirely caused by adowdown in loca government job growth, since federd job growth
accelerated (from 275 new jobs between 1998 and 1999 to 623 new jobs between 1999
and 2000) and the state reversed atrend of job losses and added 26 jobs between 1999
and 2000.

The High Tech Sectors

Montgomery County’s high technology sectors  aerospace, biotechnology,
information technology, teecommunications, and high-tech manufacturing — are growing
more than twice as fast as the economy as awhole. High jobs grew by 11.9 percent
between the second quarters of 1999 and 2000, while the growth rate for all sectorswas
4.8 percent. There are now 78,000 private sector high technology jobs in Montgomery
County, which is 17.6 percent of al County jobs.

The 78,000 figure does not include the many public sector high tech jobsin
Montgomery County, including those at federd ingtalations such as the Nationd

21



ECONOMIC FORCES THAT SHAPE MONTGOMERY COUNTY
ANNUAL UPDATE 2001

Ingtitutes of Hedlth, the National Ingtitute for Standards and Technology, and the
Department of Energy.

Montgomery County’s 11.9 percent growth rate for high tech jobs outpaces the
8.3 percent growth rate for the state of Maryland and the 3.3 percent growth rate for the
nation.

For thefirg haf of the 1990s, Montgomery County’ s information technology
sector underperformed the region, state, and nation. Beginning in the find months of
1996, the reverse has been true. In 1998, the information technology sector grew by 10
percent; in 1999, by 14.4 percent. The latest data now put the sector growth pace a 10.5
percent, about the same as the rest of the state and about double the pace of the nation as
awhole. At the second quarter of 2000, there were about 26,700 information technology
jobsin Montgomery County.

A sgnature industry for Montgomery County is biotechnology. For much of 1998
and 1999, the number of jobsin this sector hovered between 10,000 and 11,000. Between
1999 and 2000, however, the number of jobs jumped 14.2 percent to 12,166. Thiseasily
outpaces the performance of the state (7 percent) or the nation (2 percent).

In 2000, Montgomery County regained al of the aerogpace industry jobsit had
logt sinceits peak of 17,800 in 1989. Montgomery County’ s aerospace industry how has
18,100 jobs and grew 15 percent between 1999 and 2000. Thisis substantialy faster than
the 4.2 percent rate recorded last year and well ahead of the state and nation.

Tedecommunications 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 added few jobs until the 1998-1999 period,
when job growth rose to 3.5 percent. For 1999- 2000, teecommunications job growth
surged to 12 percent to 12,900 jobs. Thisis more than double the state rate of 5.6 percent
and three times the growth rate for the nation (4.0 percent).

High tech manufacturing in Montgomery County consists of companies
manufacturing industrid machinery, electronic equipment, transportation equipment, and
ingtruments and measuring devices. At 8,100 jobs, the sector is reatively small. Between
1988 and 1992, the sector lost 20 percent of its jobs, but has been growing steadily ever
sance. As of the second quarter of 2000, jobsin the sector were growing at a 14.6 percent
rate.

Other Top Performing Sectors
“Business services’ isamagor component of the County’ s large services sector.
Business services encompasses computer and data processing, advertising, personnd,

mail and reproduction, and services to buildings. Because it includes firms thet literdly
“serve businesses,” growth in this sector is a good indicator of economic strength.
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Montgomery County’ s business services sector grew by 6,500 jobs, or 12.2
percent, between the second quarter of 1999 and 2000. There are now 60,000 business
services jobs in Montgomery County. This compares favorably to the 5.6 percent growth
rate for the state and the 6.0 percent growth rate for the nation. Montgomery County has
28 percent of al the business servicesjobsin the state (compared to 18.5 percent of the
date'sjobs of dl kinds).

Engineering and management services is a sector that includes engineers,
architects, accountants and management consultants and is Montgomery County’ s second
largest sector, having just surpassed hedlth services in 2000. It adso the sector adding the
second largest number of new jobs after business services. Engineering and management
services added 2,200 new jobs between 1999 and 2000, a growth rate of 6.8 percent.
There are now amost 34,000 engineering and management services jobs in Montgomery
County.

Another Montgomery County “signature” industry isthe hotd and lodging sector
because we are home to the headquarters of two of the nation’ s leading hotel
corporations, Marriott and Choice. In recent years, job growth in this sector has been very
rapid, average 15 percent per year between 1997 and 1999. In 1999, however, job growth
reached a plateau of about 8,400 jobs where it remained through the second quarter of
2000. Presumably because of the headquarters jobs located in the County, the lodging
indugtry typicaly paid higher-than-average wages in Montgomery County. Over the past
year, average wages have declined to about the same as the County as a whole — about
$43,000 per year.

The highest-paying sectors in Montgomery County are: chemicals (1,081 jobs;
average wage: $191,000), transportation equipment (678 jobs; average wage: $123,000),
holding and investment offices (427 jobs, average wage: $92,000), and security and
commodity brokers (2,280 jobs; average wage: $38,000). Among sectors with more than
5,000 jobs, the top wage-payers are eectronic equipment (6,060 jobs, average wage
$74,000), communications (7,605 jobs; average wage $67,000), wholesde trade in
durable goods (10,123 jobs; average wage $65,000), and engineering and management
services (34,000 jobs, average wage $57,000).

As noted above, the average sdary paid by a Montgomery County job is $43,000
per year. The average private sector job pays about $41,000 while the average public
sector job pays $50,000. The comparatively higher sdlaries paid by the public sector are
due to the federal government sdaries, which average $61,000. Loca government jobs
pay an average of $38,500 while state government jobs pay an average of $28,000. Of the
magor private sectors, retail trade jobs pay the lowest average wages, about $21,500 per
year.

Job Growth Statisticsin Per spective

The most recent job growth statistics — for the second quarter of 2000 — are
among the hedlthiest recorded by the County. The total of new jobs— 20,464 —is quite

23



ECONOMIC FORCES THAT SHAPE MONTGOMERY COUNTY
ANNUAL UPDATE 2001

large compared to the rest of the 1990s (which averaged 6,900 jobs per year) dthough it
doesn’'t match the County’s 1985 peak of 28,000 jobsin one year.

A mgor question is whether these second quarter job growth statistics are
indicative of the current state of Montgomery County’s economy or represent a peak
from which the County’ s pace of growth has retrested. Nationally the second half of 2000
showed increasing evidence of an economic downtown and it is reasonable to assume
that job creation in Montgomery County dowed in the second half as well.

Part 11 of thisreport isan andyssby RES & Towson University which examines
indicators of the current and near future health of the County economy.

Federal Impact

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

As an employer, the federa government is amagjor source of income for
Montgomery County residents and workers in the County. During Fiscd Year 1999, the
federd government paid workersin the County $2.7 billion in wages and sdaries. It aso
paid County residents $2.3 hillion in direct payments to individuas for retirement and
other benefit programs.

Employment levels are rising. According to asurvey of 12 federal agencies, jobs
in federdly-owned and leased space increased by 4,200 from February 2000 (54,800
jobs) to February 2001 (59,000 jobs), an increase of 7.7 percent. Most of the increase
came in the Department of Hedlth and Human Services (H&HS). The Nationd Ingtitute
of Hedlth (NIH) reports 2,300 more workers than a year ago, reporting increases on their
campus and in leased space. H&HS, other than NIH and the Food and Drug
Adminigtration (FDA) reports 2,000 more workers than ayear ago all in leased space.
Collectively, the agencies surveyed anticipate job levels increasing by another 7 percent
(4,000 jobs) through 2005 and then anticipate job increases of 3 percent between 2005
and 2015 when workers at these agencies will number about 64,700.

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 2001 and
2015, and workersin federdly leased space are expected to decline by 6,400. The main
shift from leased to owned space will be the FDA'’ s consolidation &t their facility in
White Oak.

Federally L eased Space
Federdly leased space has remained relatively unchanged since December 1999.

The Generd Services Adminigration (GSA) leases 6.5 million square feet of spacein
Montgomery County, about 12 percent of the County’ s existing rentable office space.
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Over hdf of this space, 65 percent or 4.2 million square fet, 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 1.1 million square feet of leased spaceis 17
percent of GSA’sinventory in the County.

Over hdf of GSA’sleased spaceisin the Rockville area, which includes most of
North Bethesda. GSA leases 3.5 million square feet of space in the Rockville area, 54
percent of their County inventory. Two other areas have over 1 million square feet of
GSA leased space: Siver Spring has 1.3 million square feet (20 percent) and Bethesda
has 1 million square feet (16 percent).

Federal Procurement

Fiscal Year 2000’ s $3.8 hillion procurement spending in the County isthe
County's dl time high, an increase of 10 percent over FY'1999. During the same period,
federal procurement rose by 11.7 percent in the Washington Areaand by 11.2 percent
nationally. Over the past ten years, the County’ s federal procurement increased at a
respectable annual compound growth rate of 7.2 percent, though lower than the
Washington Ared s annual compound growth rate of 8.6 percent. During most of the
1990s, about two-thirds of the Washington Areal 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 major defense
indalations, that was wel positioned to capitdize on this shift in procurement
purchasing.

The Departments of Hedlth and Human Services and Defense are the source of
over haf the procurement dollars spent in the County. H&HS spent $1.25 hillion, 33
percent of total procurement, and Defense spent $1.16 hillion, 31 percent. H&HS had the
biggest gain in procurement spending surpassing last year’ stota by $351 million, a 39
percent increase. Procurement spending by the Department of Commerce more than
doubled over the past year, increasing by $217 million, up 152 percent. The biggest drop
in procurement spending was by the Department of Transportation who spent $247
million less than last year, adrop of 88 percent.

More than hdf the federd procurement spent in the County in FY' 2000 was spent
on Business Services, 31 percent or $1.2 hillion, and Engineering and Management
Services, 23 percent or $856 million. Almost 90 percent of the Business Service
procurement was spent on computer related services, such as systems design, computer
maintenance and repair, facilities management, data processing, and programming
services. Almost 80 percent of the Engineering and Management Services procurement
was spent on management services, engineering services, management consulting
sarvices, and commercid physical research.
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Commercial Real Estate - Whereisthe Real Estate Economy Headed?

The Washington regiond and Montgomery County commercid red edtate
economies have been in the expansion phase of the redl estate cycle for the past five
years. During thistime alarge number of buildings, particularly class A office buildings,
have been built, millions of square feet have been absorbed, vacancy rates have declined
and rents have increased. All of these indicators show that we are in the expansion phase
and they have continued to improve into the first quarter of 2001. This expansion has
reached into al parts of the market both geographicaly and across building types. The
renaissance of Silver Spring’ s town center has resulted in a much stronger office market
too. ClassB and C office buildings have lower vacancies and higher rents. The flex
gpace and industriad/warehouse markets are dso stronger.

The availability of space has been o tight that finding space to expand has been a
magor problem for many growing companies. A five percent vacancy rate is consdered
hedthy, giving agood return to building owners while dlowing flexibility for firmson
the move. The Class A office vacancy rateis 3.43% for theregion and 2.61% in
Montgomery County. A little loosening of this Stuation would be beneficid.

While this expansion has been strong, it does not seem to have resulted in the
excessve overbuilding of the late 1980s that led to the very painful red estate market
collgpse of the early 1990s and the Resolution Trust Corporation’s sale of many bankrupt
properties at very depressed prices. Haf of the office space under construction both here
and in Fairfax is dready under lesse.

The only negative Sgn on the horizon is an increase in sublet office vacancies.
Sublet vacancies can change more rgpidly than other indicators as firms find they don't
need dl the space they have leased and put it back on the market. Mot of thisrise has
occurred in Fairfax where the sublet vacancy rate in Class A office has shot up from 1.20
percent on January 1<t to 3.23 percent in late March 2001. Thisjump is probably aresult
of the layoffsin the dot.com sector that is particuarly concentrated in Fairfax.
Montgomery’s rate increased from 0.67 percent to 1.74 percent by mid-March but has
since moderated to 1.50 percent. In Fairfax, thetota Class A vacancy rate, including
sublet space, stands at 6.7 percent compared to 4.1 percent in Montgomery County.

If the region wereto fdl into a true economic recesson, the vacancy problem
would spread, absorption could turn negative and the commercia real estate economy
would dip into the oversupply phase of the cycle. At thistimeitistoo early to say if this
will happen. Staff believes that the greatest likelihood is that the pause we are seeing
now will be temporary based on the extensive strengths of the region’s and the County’s
economies and that available space will soon be taken by our many sirong growing
companies. A good recent example of thisisthe way Human Genome Sciences seized
the opportunity to take over Life Technology’s building a Shady Grove.
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M easur es of Well-Being

Mogt of the measures of well-being tracked by the Research & Technology Center
for Economic Forces That Shape Montgomery County have improved, with two
exceptions. The mgor exception is housing affordability, which is showing the effects of
strong demand induced by rapid job growth. A second source of concern isthe
continuing increase in auto trave, which suggests aworsening of congestion on some
roadways. On the plus side however, are very good — which isto say, low -- numbers for
unemployment, temporary cash assstance cases, and the crimerate. Red income growth
ismodest at just 0.4 percent.

Montgomery County’s unemployment rate was 1.7 percent in January 2001, near
it'srecord low of 1.4 percent, according to the Maryland Department of Labor, Licensing
and Regulation. The unemployment rate is one of the few current indicators of loca
economic conditions, and the very low rate suggests that Montgomery County job baseis
gill experiencing net increases. However, it should be noted that even during economic
downturns, Montgomery County’s unemployment rate varies by just afew percentage
points. During the past recession (1990-1992), the unemployment rate peaked in 1992 at
3.9 percent and was only above 3.5 percent for three months.

Temporary cash assstance (TCA) cases (formerly known as Aid to Familieswith
Dependent Children or AFDC) are another good signd of current economic conditions.
In addition, according to research by RESI Research & Consulting at Towson University,
casaload increases are among the best predictor of recessions and recoveries.
Montgomery County’s TCA casdloads pesked in 1995, prefiguring the job growth
reboundsin 1996 and beyond.

The number of temporary cash assistance cases in Montgomery County in
February was 2,339. Thisis dightly above the November 2000 figure of 2,026, which
was atwo-decade low. The current TCA caseload is well below the 8,000 level recorded
during the mid to late 1980s.

The median household income grew by 0.4 percent between 1999 and 2000,
compared to a 0.5 percent growth rate in 1998-99. These are “red” growth rates, meaning
that they have been adjusted for inflation. The median household income in Montgomery
County is now $73,980.

Montgomery County’s Housing Affordability Index declined 7.4 percent between
1999 and 2000 to 1.02. Thisindex measures the ability of a household earning the
median income to purchase the median-priced single-family home. A score greater than
1.0 means that a household earning the median income is spending less than 30 percent of
its gross income to afford the median-priced home; a score of less than 1.0 means that a
household earning the median income is spending mor e than 30 percent of its gross
income to afford the medianpriced home. The 1.02 figureisfor dl sngle-family homes,
new and existing, detached and townhouse.
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The Research & Technology Center dso prepares a Housing Affordability Index
for each type of housing. The scores for 1999 and 2000 are as follows:

1999 2000
New Single-Family Detached 0.64 0.56
Exigting Single-Family Detached 0.93 0.83
New Townhouses 1.06 0.87
Existing Townhouses 162 153

Note that existing detached homes and new townhouses were very close to a score
of 1.0in 1999 but are now wel below. Only existing townhouses remain affordable to
the typicd middle-income household.

The decline in affordability is due to two increases. home prices and mortgage
rates. In the case of new homes, a portion of the increase in median priceisdueto a
greater proportion of upscale townhouses being built in areas such as Bethesda and
Potomac. Mortgage rates have declined in 2001. However, most of the change is due to
strong market demand for housing in the County, and while the acceleration of that
demand will dow in 2001, the Research & Technology Center expects continued upward
pressure on home prices through the balance of the yesar.

Rental housing is dso less affordable in 2000. According to the Office of
Landlord- Tenant Affairs annua survey, Montgomery County’ s dready-tight gpartment
market tightened further. Apartment vacancy rates declined to 2.5 percent from 3.0
percent in 1999. The development community generdly considers a vacancy rate of 5.0
percent to be astrong signa that the market can support new development. Apartment
rents are also increasing. The average rent increased by amost 8 percent between 1999
and 2000, from $861 to $928.

Although the Research & Technology Center does not prepare a Rental Housing
Affordability Index, the two trends of low vacancy rates and high rents mean that renting
households earning much be ow the median income are having difficulty finding
gpartments they can afford in the County.

Continuing atrend reported last year, Montgomery County’s crime rate fell 15
percent in 2000. The violent crime rate fell 17 percent while the property crime rate fell
15 percent, according to Maryland State Police Uniform Crime Reports. Although there
are numerous factors affecting crime rates, there is a documented association of crime
rate with economic hedth. In Montgomery County, for example, both the unemployment
rate and the crime rate peaked in 1992.

Also reflecting a hedthy economy, vehicle miles of travel (VMT) increased in
2000, up 0.2 percent over 1999. The State Highway Administration reports that
Montgomery County’sVMT was 6.8 hillion in 2000. Thisis amuch dower rate of
growth than the average of 3 percent in the 1990s.
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(This section of the report includes dides from the Economic Forces That Shape
Montgomery County 2001 dide presentation which is available at www.mc-mncppc.org).
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