Luckily, Boston came roaring back during the mid- to late 1990s.
Mutual funds, software, the Internet, and telecommunications—
the “gazelle” industries of the 1990s—drove much of the region’s
growth. But with rapid growth comes volatility. Although not at
the forefront of the dot.com revolution, Boston was home to many
dot.coms, among them Streamline.com, CMGI, Mothernature.com,
Rock.com, Pets.com, Furniture.com, and Doubleclick.

‘While most have suffered the fate of the “dot.bombs,” not all are
“dot.goners”; Monster.com continues to expand, for example. De-
spite a few successes, however, Greater Boston has suffered from
the recent decline in the technology industry. Such declines do not
necessarily indicate that Boston’s real estate market is on the verge
of collapse, however. One must delve much deeper into the funda-
mentals of Boston’s current real estate cycle before judging the fu-
ture of the office market.

Office Market Fundamentals

Recent comments on the Boston office market have included such
titles and phrases as “Bubble Bursts, How Far Will Rents Fall?” in
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NAI Hunneman Commercial Company’s first-quarter 2001 office
market report, and “Boston recorded the largest rise in vacancy rates
of all markets,” in Grubb & Ellis/PNC Real Estate’s June 2001 na-
tional office market update. Such statements immediately conjure
images of the bottom of the last real estate cycle in Boston, when
landlords were left wanting for tenants and rents fell to the lowest
levels in decades. However, the reality of this cycle is quite different
from what many of the headlines would indicate.

While the Boston office market is softening, it is coming off a pe-
riod of record-low vacancy rates and extremely strong market fun-
damentals, so the starting point for this correction is entirely dif-
ferent from that of the previous one. Thus, the results of this
correction will differ considerably from those of the previous slump.
A few aggregate numbers help illustrate this point.

In 1989, Greater Boston’s office vacancy rate was 14.5 percent—
its highest level in more than 15 years—and rising. Construction
of more than 42 million square feet of new office space had been
completed during the previous five years, and an additional 10
million square feet was being built. As demand plummeted and
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new supply continued to come online, vacancies increased, hit-
ting 18 percent by 1991.

At year-end 2000, most firms estimated that Boston’s office va-
cancy rate ranged from 2.6 percent to 4.7 percent. While most firms
said vacancies rose modestly from the third to the fourth quarter
of 2000, vacancy rates were coming off their lowest levels in more
than 20 years. Also, construction for the previous five years, 1995
to 2000, was less than one-third of its level during 1984 to 1989.
The market’s low current vacancies reflect, in part, the controlled
supply response during this cycle. While this is true at a national
level, it has been particularly true for Boston.

Helping to limit supply has been Boston’s notoriously tough
stance on zoning: both the city and most of the suburban com-
munities have rigorous approval processes. Zoning in the Greater
Boston area is run at the city and township levels, and as a re-
sult, not-in-my-backyard (NIMBY) attitudes prevail. In addi-
tion, sources of financing for speculative projects were limited
during this cycle. Taken together, these forces have led to less
supply. And needless to say, limited supply is the real estate in-

vestor’s friend, for when demand exceeds supply, rental rates and
occupancies rise.

Limited supply and recovering demand contributed to low vacan-
cy rates and rising rents over the past several years. Supply of new space
was so constrained in some submarkets that vacancy rates dipped be-
low 2 percent, and rents rose to above replacement cost. In the Finan-
cial District, for example, vacancies fell below 2 percent during the third
quarter of last year, and Class A rents spiked to more than $80 per
square foot. In the prestigious Waltham/Route 128 West submarket,
vacancies dipped below 5 percent, and Class A space rented for as much
as $70 per square foot. The tech-laden Cambridge market was home
to the area’s lowest vacancy rates, with Meredith & Grew, Spaulding &
Slye, Grubb & Ellis, and Cushman & Wakefield all reporting midyear
2000 vacancy rates below 0.5 percent. Class A rents in prime Cam-
bridge locations increased to as much as $70 per square foot.

While demand corrections are never good for commercial real
estate, the best time for them to occur is when vacancy rates are
low, construction is limited, and rents are relatively high. Such is
the case with this economic correction: while supply had begun to
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