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the storm
Property managers should dedicate themselves to  
several years of ownership distress by committing  
to the community. 
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he commercial property management profession as we know it in Sili-
con Valley was created in the chaos of the mid-1980s by an econom-
ic Big Bang. The commercial real estate industry now faces another 

defining natural event, what some might call an economic tsunami. While 
many market participants will experience tremendous pain and some will be 
washed away, property managers should have the means and responsibility 
to hang on.  

In 1982, economic forces brought the following conditions to a beautiful 
valley south of San Francisco: acres of entitled land in master-planned indus-
trial parks, concrete tilt-up construction, tax law that dramatically shortened 
depreciation schedules for real estate, bank deregulation and a rapidly grow-
ing electronics industry. 

Local developers controlled the Silicon Valley real estate world at this 
time. These relatively small, nimble firms built the master-planned industrial 
parks; they sold lots to other developers and corporate users. Meanwhile, 
contractors refined the techniques of rapid concrete tilt-up construction.  

From 1982 into 1987, millions of square feet of new buildings were built, 
fueled by lots of easy credit. The professional commercial brokerage com-
munity emerged to serve the business created by developers and their pro-
spective tenants. Commercial brokerage ranks swelled to 900 brokers. Out 
of these firms came many of the leaders of the next generation of real estate 
players. The San Jose office of Grubb & Ellis spawned so many real estate 
luminaries that it was referred to as Grubb Prep School. 

By 1987, overbuilding was rampant and vacancy up dramatically. The 
overcapacity combined with tax law changes to create a recession that dec-
imated the industry for nearly a decade. Buildings built with 100 percent 
financing earned the nickname neutron bomb because the developer was 
gone but the building remained. Tenants, developers and lenders went un-
der. The brokerage ranks thinned to less than 400. 

Lenders, financial institutions and the government crisis agency known 
as the Resolution Trust Corp. emerged as commercial real estate’s new own-
ership class. These new owners discovered what so many new owners of real 
estate discover: The property has to be managed. But they did not have staff 
or expertise. A new class of professional property management companies 
and individual property managers emerged to meet this need. 

This new professional class reported to a financial institution, and the 
new owner wanted reports, lots of reports. Fortunately, this period coin-
cided with the development of the personal computer and spreadsheet pro-
grams enabling these managers to produce the kind of detailed and statisti-
cal information sought. At the same time, the brokerage community rose to 
the occasion by collecting its own statistics and producing regular market 
reports for the first time.

Not until the mid 1990s did the industry recover. By then the professional 
property manager was well entrenched, and the new class of developers were 

largely institutions themselves or strongly influenced by institutional part-
ners.

Today, Silicon Valley contains nearly 300 million square feet of office and 
industrial buildings constructed over the last 30 years. Based on an average 
property manager handling a million square feet, there are approximately 
300 professional managers in the business. Property management firms fall 
into three large categories: owners, brokerage firms and boutique firms. Of 
the 10 largest firms in the valley, four are owners, three are brokerage firms 
and three are boutiques. Like in any other industry, in this one, too, the top 
20 percent of the firms have the majority of the business and the top 20 per-
cent of individual managers lead the industry.

Property managers now face such stormy conditions as rising vacancy 
and unemployment, declining economic conditions and maturing building 
loans that cannot be refinanced. It is becoming obvious that this storm is 
bigger than most we have experienced and may last quite a while. The own-
ers and lenders of many properties will go away, some voluntarily, some not. 
However, once again, the buildings will remain and must be managed. Not 
only are the financial interests of owners, lenders and tenants at stake, but 
also the well being of the community is at issue. The property manager has 
the opportunity to be a port in the storm for the greater good. We also have 
the chance to mine the situation for new lessons and better business prac-
tices akin to those learned and adopted in the late 1980s and early 1990s. 

During the equipment failures of Apollo 13 in April 1970, a sentiment 
of imminent disaster began to build. Mission Control’s veteran Lead Flight 
Director Eugene F. “Gene” Kranz changed the tone when he said, “Failure 
is not an option.” Those who care for buildings now face a similar moment. 
The owner may not be able to hang on. The lender may not refinance, but the 
building will still be there. In a few years, we will look back on this storm and 
tell our stories. It would be nice to be able to say it was our finest hour.  n

Joe Lewis can be reached at 408.922.0400 or jlewis@orchardcommercial.com.
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