
Medical Office Market ‘Pauses’ as Healthcare Industry Grapples with 
Changes but Prognosis Remains Healthy

The Twin Cities medical office market remains on solid footing, with only a slight uptick in vacancy, flat absorption, and 
stable rental rates. Leasing and construction activity slowed in the second half, as demand caught up with the flurry of new 
supply delivered in the first half of the year.

The market has paused as the healthcare sector undergoes major changes. Large healthcare systems and private practice 
groups are assessing how to move forward in this shifting environment. Significant changes are occurring around advances 
in medical technologies, uncertainty around healthcare policy, increasing medical needs of the aging population, and an 
evolution in how medical space is used. As the transformation of healthcare delivery continues, healthcare real estate must 
evolve and adapt to meet new requirements. 

“Retail-ization” of healthcare continues, as systems deliver healthcare closer to where people live, work, and play rather 
than on hospital campuses. Systems are opening convenient, consumer-friendly clinics, outpatient centers, and urgent-
care centers in high-visibility, easily accessible retail settings. Associated Eye opened at CityPlace Medical, part of a mixed-
use development in Woodbury. Allina will open a clinic in Calhoun Square in Minneapolis’ Uptown. Also, Park Nicollet 
Health Services is converting the Mann Theatre site in St. Louis Park into a specialty medical center.
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In addition to this shift from on-campus to off-campus properties, there is an evolution away from multi-tenant buildings 
to single-tenant and system-driven facilities where comprehensive healthcare services are delivered under one roof. 
As systems relocate, they leave vacancies in existing multi-tenant medical office buildings. Older, obsolete MOBs are 
challenged as users want flexible floor plates that can support current and future medical technologies and equipment. 

Significant on-campus reinvestment is the dominant trend, as hospitals and healthcare systems renovate and expand 
existing facilities to stay competitive and drive greater efficiencies. Systems are looking to modernize core assets to 
accommodate new medical technologies that improve the quality of care and meet patients’ needs including the aging 
population. Abbott Northwestern Hospital has plans for a $29 million neuroscience inpatient unit, and Regions Hospital is 
building a new $75 million birth center.

The rate of mergers and acquisitions has been brisk as systems seek greater scale and look to reduce costs, drive 
efficiencies, and compete for doctors, staff, and patients. Although consolidation of the big primary care providers 

– including the 2017 HealthEast-Fairview mega-merger – are probably over, systems will likely continue acquiring 
independent practices to grow their footprint. However, a pause is occurring following the last round of mergers as systems 
wrap their arms around their new combined organization.

Investor demand for medical office assets is robust, and the Twin Cities is attracting outside capital. Medical office has 
proven to be a stable, recession-resistant asset boasting higher renewal rates than other sectors and strong demographics 
including the aging population. There is a deep pool of investors including private REITs, family offices, and medical office 
REITs. However, there are far more buyers chasing product than available product. 2018 was not a very deep year for sales 
activity with seven sales. Following IRET’s $367.7 million, 25-property portfolio sale to Harrison Street Real Estate Capital 
in 2017 – which included 15 Twin Cities properties – local sales activity returned to “normal” levels. That sale was a major 
clearing of medical office properties in this market. 

OUTLOOK
While the sector is undergoing changes, the outlook remains stable. The market will likely experience continued, steady 
positive absorption. However, since the pace of development has slowed, absorption could pick up and offer some 
breathing room for some existing buildings with vacancy.

The onset of new mental and behavioral health services facilities will offer opportunities for developers. There is increased 
awareness of mental-health issues and more patients with insurance under the Affordable Care Act, which now requires 
insurance plans to provide mental health and substance abuse coverage.
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Off Campus 75 3,237,474 352,993 10.9% 11.3% 45,373 13,326 58,699

On Campus 40 3,205,650 287,932 9.0% 9.2% (7,212) 5,358 (1,854)

Total Market 115 6,443,124 640,925 9.9% 10.2% 38,161 18,684 56,845
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