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COMMERCIAL SAN FRANCISCO

San Francisco takes first step
toward fixing downtown: Admitting
the problem

Commercial owners ready to “try stuff” as city strikes a more
development-friendly pose

Mayor London Breed (Getty; lllustration by The Real Deal)
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“San Francisco downtown, as we know
it, is not coming back.”

So sayeth none other than Mayor
London Breed in her State of the City
address in February from Pier 70,
Brookfield Properties’ 28-acre mixed-use

Dogpatch development project. In
announcing her “Roadmap to Downtown
San Francisco’s Future,” Breed hit on a
litany of the city’s biggest issues: public
safety concerns punctuated by break-ins
and open-air drug dealing, an office
vacancy rate that is trending ever higher,
and a continued housing shortage.

Breed eschewed any “death of
downtown” theme, instead spinning the
vacant offices and empty streets of her

city into “a call to action to reimagine
what our future holds.”
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It was one cliche begging another: It
seems that San Francisco—a poster child
for progressive urban policies and
perhaps the first city to feel the full
effects of pandemic-related lockdown—
has taken the first step toward a possible
recovery by admitting it has a problem
that starts in its downtown.

And it’s not just Breed conceding the
point from her political hot seat. The
mayor is one of many prominent voices
in recent months calling for a complete
rethink of the area dominated by half-
empty office towers. Indeed, some
commercial owners say the recent
change in tune is perhaps the first time
in their careers they are seeing a more
welcoming tone coming from the city.

The shift couldn’t come at a better time:
CBRE data show the city’s downtown in
the first quarter of 2023 reached a
record 30 percent, or 35 million square
feet, of office space available for direct
or sublease.

Recent commercial deals have been
lackluster, with volume in the city
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dropping more than 70 percent year-
over-year, and only four commercial
deals in the city over $10 million. Values
have dropped precipitously as well: a
North Financial District 13-story office
building owned by Wells Fargo looks
likely to trade at one-quarter of the

bank’s original $160 million ask, in the
low $100s per square foot.

Retail tenants, meanwhile, cite a lack of
foot traffic thanks to work-from-home
trends as a factor in the erosion in public
safety. Concerns over shoplifting and
other thefts have been driving some
recent high-profile departures, including
a Mid-Market Whole Foods that was
open for just one year.

Advertisement

New Homes in
South Carolina

FROM THE LOWER
$300s TO UPPER $600s


https://therealdeal.com/sanfrancisco/2023/04/27/wells-fargo-likely-to-sell-550-california-street-at-deep-discount/
https://therealdeal.com/sanfrancisco/2023/04/27/wells-fargo-likely-to-sell-550-california-street-at-deep-discount/
https://therealdeal.com/sanfrancisco/2023/04/12/whole-foods-closes-flagship-store-in-sfs-mid-market/
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CMiDFDktVZNu9Lvap998Pgd6ouAq-v9SYcNyc4v2jEJ37-PmUHRABIOOh7yJgyfb4hoCAoBmgAfbr4JYDyAEC4AIAqAMByAMIqgTPAk_QbxTtjR4xdZHOo6W6WD0X_Ae6L4-wxdnqxCgTUH80qqh-ZJN0b7334-RmObJNAHjW2Q6lvBGE-xLpHeiR0wBPALa1uF2WJAvukqlgTxgVPhUw3ZFMdJ_Wk3yxQ6nvwJXfzRDB3St5jqFmsE2HvHq8pwIxn65brD3m6W6q1d40-gUKqYXEfIxjlIw78Tbj8xOAtr_GcZP0-jsBxqZwaLzpaPwxRNEcpVwRzjlMQqMWz26u1JP9KA1UB6t40kefwlbBAnKB6t60LW1eQSavEmotecLAEkMhy0McE3LvVEdjoRDpdO5I6LClRL8AZrj9-Ug0R_r3r4HdPrD4-8IInR-l0XcyfWX1g2bnMXBaaG97b8N8WvPViOJOhHjSHJYk31WZMxi5QdnIljk0qRU5119LyhuwRFN221Y27zazI3LgKoBnm0Psaf5KTSj6CmjkwATZ7O-_sQHgBAGgBgKAB_KTn2moB47OG6gHk9gbqAfulrECqAf-nrECqAeko7ECqAfVyRuoB6a-G6gHmgaoB_PRG6gHltgbqAeqm7ECqAeDrbECqAf_nrECqAffn7EC2AcB0ggUCIBhEAEYHTICigI6AoBASL39wTqxCemaUCNBjlFHgAoDmAsByAsBuAwB2BMN0BUB-BYBgBcB&ae=1&num=1&cid=CAQSSwBygQiD997sJ4OwVSk3rmCUQDONPjuBZoQ6hf9rSYqAZ_tX5eYvbbu4UOW8uS0B2hUXoblFw5dwBAHKbIDGud-ZxPEueZQ8odWvXxgB&sig=AOD64_3ltBEPmKFCiidU-4tS9Jl9b3mBmQ&client=ca-pub-5817128106033079&rf=5&nx=CLICK_X&ny=CLICK_Y&uap=UACH(platform)&uapv=UACH(platformVersion)&uaa=UACH(architecture)&uam=UACH(model)&uafv=UACH(uaFullVersion)&uab=UACH(bitness)&uaw=UACH(wow64)&uafvl=UACH(fullVersionList)&nb=2&adurl=https://www.khov.com/find-new-homes/south-carolina%3Fref%3Dgoogledisplay_se_coastal_general_remarketing%26utm_term%3DSEC%26utm_content%3DAllCommunities%26utm_source%3Dgoogle%26gclid%3DEAIaIQobChMI2_ynxOfe_gIV9tT9BR0BLwqnEAEYASAAEgJOm_D_BwE
https://adssettings.google.com/whythisad?source=display&reasons=AY2CpdKALzUhsgwpZro3MAsOSGsS67_WNDBMt3DOXAOxxOi_v2JR-iJWufhovWh05a2YTk28X_LHy_w4o-XKYAjk0HLu3djmQEO1JTg3vDVLaG09KprZCe1dliJLplvC9hPEGe1alBswnHMhyCXJAF0mXVjIvJz0C8q4Qjz4F6iI9XvB_syKaRcI4xlfhLWNFzJiT7D3cxCCB0B8UUrtFFIrNKHUeEjXhC0z8QZC4dU54yUybli5TtMSDcxsaFoYtrk9jt3PQEIDw1bour92cp73gYEk3ifUw_QC1LoBSQpFYuu_3U3o9SUw17bhtQxagQWIaVlwCxVfbAL0ooC-mAMfo_IzP9T4oVZTO6aBqEKUfkD39IuKKPilM6Z1gpTpvWGUcrduY8cxfV0XePUDAC8wW0QajbJXkkROU0FOXD0qT5jBGVwcMc2vsq3a82-q3TePaAY0IljsxaRM_r9MR2KwY3_2pIVp5HC9rELD756itkXI5Zj1PNyt_J2Zn2xxRsOm9_ig9ud0LeZrDutO1U27VrEqreykJMN60PCG0WhpFuBhjHjQee9al86gG3tZV-YBWg1EnG0DxB9RUy5xIJT0g62ODhTM39b-6AdZ_DjNZNve6JkLyCeYplCqGxO8Oy4OADdcoSR7gzlGwjJ77bdypTLmg6EPyxCS012CjRAKSnAddr4t7yEqi4pUWKfuQQIIXBn2wkF223PEwHRhTBDJt01Cx6Nk8SddDCXdCGwx-FfXUhvOQd_IgbDiXEA55dmEGAQjg40E5JAL2BIsKb71nHqPlKG5Qqtlj2YaaY0u4pbv4pR3Pjirz0AWI8_ECfDshnVOElsyH5brvwOQ_OMeZlbIj9DaeUmc-VgunwOLNt9YoywUu5Hf9ANR1C2El3kIee5zy5erc-JO7KlxDwmq881CqMuSbjtKQH8IbigVgLj4rsWri4kfYwZyvK3WK8VaI9LeSBMRfjB7pHqDWAWUPM2SzdSY_-14UygeUeG5AveoQGKNjVan6Umb7leEdURLMOHMbbFxXVtObXYKXVEfrtr6t5hxZw6eoNS0TMQsvgCHoQ71bHSS7mjhqzyWXVLSfB9mAACKSLoX8ixUcil1Ui8E8hcj5hZ8Ca_MsCZvrKH1Bf7b_np8GUPv5KR5vnQ-U-XFDpXaKzCGG9vvIwaqNuYakNHPu10TmaUCcx6O0wuMAXFtd7NHIS5Kn7V5jVaZKJ4iJCraseB2MvCoY-NYCEQ8uYAnfkXR_sgbzl8sDZZXaeIahCDIyOfZuz7UG0wdBlUGnyi-kyPju03bsbL7BXJcFrrdVhM2KH0AUeeWIulsYGq58ZzDNMhUaoPQoWQdU-MfsEQgQVvpWkIn8fzhY-DsHsW4xvCNOxfQSWX_O0ILS4MtU5_oIqqb2dHFLRwdey4bVNlDymdTYZYqsmN30QzqkkHVOrSzMMIF2GcOGs3PIa3YRAK_YK5LEkGpOcmmcMmizlZnLLX4MBjF49Xf37ACVunz2DqfyzDZbIJlQL7ApWj2jjdaLwaq3P9dimVfnxoZhSiZSV52RtCCws_xGZbxs2bBJtWErxryr-qUb-C0-oui4U1cPvb95jXJUqxuv1xBe7n6vKVOr2sPBTyb8eH-TWvJRPwiSTJdlNDC-vpnts073oFUfeoCAWyeRXdmZK4j3q2G87SVAr6_nnZh1nvyV89IVoZ0ZcE_eENqGc6jDyNlo8Nt4fC_lVp10f4r_DJUm6bv1tKO-dbx_UfYScHQki8_2EEw1I8JBdLMjEmSm3VlprmAvMMNBIuyINEGC2Fr-Fh09UQjFBUC4q3SlTZodwQ9YJnj-z9oadDAbvWq-FVyzb-etM4P3riM7iPJnJK5mixhhZBEGBJvbFvE7fe9r9sXXCsSyzA7AHK_e1F55KMNBrxGblOKcE-WsCitfe_HfiKZM32YDVBTFvgT0uJ3UokyKBKhaCqxickduZ68blSK_k57bir5I9whz1xyEc_DeBMerRtPt5UQ49RK

Even brands who have had a downtown
presence for decades have been
packing up shop. Nordstrom recently

announced it would be closing its

Westfield Mall location — as well as its
Nordstrom Rack nearby on Market Street
— after 35 years in the city. They join
about a dozen other retailers, including
Saks Off Fifth and Anthropologie, who
have announced downtown closures
since January.

Owners and developers of traditional
office buildings are eager to fill upper
floors, but many say any conversation on
revitalizing downtown needs to begin
down on its streets, not up in the sky.
They’re putting their money behind the
idea that ground-floor activations are key
to bringing life back to whatever
downtown becomes.

“We’re talking about a neighborhood
that used to just be daytime office,” said
Nathan Lundell, investment manager at
Grosvenor Properties. “Now we’re
talking about things that are going to
truly make this, potentially, a 24-hour city
that brings life and residents.”

The city says it’s open to ideas, and
Breed’s bold promises set up a test on
whether any high-flying pitch, or


https://therealdeal.com/sanfrancisco/2023/05/02/nordstrom-to-close-two-stores-in-downtown-san-francisco/

combination of plans, will eventually take
hold to reinvigorate and reinvent
downtown.

Downtown’s Long
Shutdown

San Francisco was the first U.S. city to
see a decrease in office foot traffic in the
early days of the pandemic, according to
data from Kastle Systems. By March 3,
2020, the key card provider noted
“significant decreases in office entries” in
the city. Less than two weeks later,
Breed put San Francisco into full
lockdown, where it would remain in
some form or another until vaccines
became widely available and public
schools reopened over a year later.
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The extra-long shutdown may be one
reason why it has been harder to
convince San Franciscans to come back
to work. Much of the vaunted base of
tech tenants that kept pre-pandemic
office vacancies in the city’s downtown
hovering at around 5 percent have
embraced remote work policies—a shift
that’s seen by some as permanent.

“Tech obviously has gone hybrid—that’s
not going to change,” said William
O’Daly, a commercial agent at Avison
Young.

More than three years after the
shutdown began, about one in three
office spaces are vacant and Kastle data
indicate the city may have hit its new
normal at around half of the badge-ins
compared pre-pandemic levels.

And so, after three years of downtown
desolation, city leaders are tired of
waiting on an office comeback, and
bubbling with ideas on how to pick the
area up.

There’s the tech investor with political
aspirations who wants to turn offices into
student housing. The city panel that has
called residential development,
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downtown or otherwise, “infeasible”
without a major drop in affordable
housing requirements and fees. The
one-time Board of Supervisors member
who is now a state legislator advocating
for financial incentives to fund office-to-

resi conversions.
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Perhaps the biggest indicator that San
Francisco is admitting it has a problem
comes in the form of strange political
bedfellows—as when progressive
supervisor Aaron Peskin joined forces
with the more moderate Breed to push
for legislation to ease regulations on all

office conversions, including to life

sciences.
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A Change in Tone

Owners, developers and agents believe
the big ideas being floated around
conversions could take years to pan out,
and, even then, much of the city’s office
stock may not be suitable or feasible
without a complete value collapse
downtown.

Providing incentives to build residential
from the ground up and hopefully
moving along some of the approved
projects stuck in the development
pipeline might be a more fertile area to
explore. That offers some hope as the
city re-examines its permitting timelines
and takes other steps to smooth the
long, bumpy road that has been

standard for developers for decades.
Adding to such hopes is the State of
California’s mandate for the city to add
82,000 new housing units in the next
eight years.

“They’ll make changes to the extent that
the state is watching,” said Robert
Fruchtman of SF YIMBY, a nonprofit
advocacy group that pushes for more
housing production in the city.
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Fruchtman’s prediction will get a test
when a package of fee reductions,
reductions in affordable housing
requirements and other incentives
recently approved by a city panel goes
before the Board of Supervisors later
this year.

Passage should be a “no-brainer,”
according to Paul Zeger, founder of
Polaris Pacific, which represents several
downtown condo buildings.

“We’re putting burdens on developers,
and if we lift those, we’re going to get
results,” he said.

Michael Barker agrees after going
through the arduous process of getting
city permits to turn One Sansome’s
historic “Conservatory” atrium from a
privately owned public space to one that



could be used for private events. The
bureaucratic marathon started before
the pandemic, according to Barker,
whose Barker Pacific Group is co-owner
of the Financial District office building.

“Dealing with them on a permit situation
is like, how much brain damage can you
suffer through?” he said.
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But Barker also said he’s recently
noticed a new attitude from city officials,
who seem to be in tune with Breed’s
business-friendly rhetoric.

“The city staff that we’re dealing with
have been much more receptive to
processing what we need to do as
compared to say, two or three years ago,
and | think the mayor has been very
outspoken in that respect, which we
really appreciate,” he said.

Even with the added help from the city,
“It’'s going to be private investment, as it
usually is” that gets San Francisco
downtown out of its current rut, he said.
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“It just takes capital,” said Barker, who
recently invested $20 million in a

complete overhaul of One Sansome’s
ground-floor amenities, directly over a
BART station, in an attempt to bring in
both foot traffic and new office leases.

“We’re spending a lot of money on this,

H

and we think it’ll pay off in the long run’

Starting on the Street

Barker is one of many owners hoping
new offerings in their ground-floor
spaces will activate them during office
hours and beyond. One of the first
events hosted in One Sansome’s newly
completed Conservatory was for
hundreds of wedding planners. The
century-old granite and glass former
bank has never been used for weddings,
to Barker’s knowledge, but already has a
few nuptials planned since the event.

Grosvenor recently hosted a pop-up art
gallery in one of its Union Square
properties, giving a free short-term lease
to a show honoring women in the arts
and benefiting the city’s African-
American Arts and Cultural District. The
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ground-floor space on the same block as
Burberry, Ferragamo and Harry Winston
is one of several unoccupied spots
Grosvenor has in the luxury shopping
locale.

One Sansome’s Conservatory (left) and the pop-

up art gallery in Grosvenor’s its Union Square
property (Conservatory via Meg Smith
Photography; pop-up art gallery via Manuel A.
Gomez, Jr)

“As we’re doing this project, I'm thinking
in the back of my head, hold on, how can
| leverage this model for other spaces
that | have rather than them just sitting
there underutilized?” Lundell said.
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Activation of underutilized spaces is one
of the main purposes of the new “Vacant
to Vibrant” program from SF New Deal, a
publicly and privately funded nonprofit
formed in March 2020 to support small
businesses in the aftermath of lockdown
orders. Since then, it has provided
financial opportunities and supportive
services to over 650 small businesses,
according to co-founder Jacob

Bindman.

Its recently announced $700,000
program, funded by the city’s Office of
Economic and Workforce Development,
will put a variety of micro businesses and
arts groups into empty storefronts with
three months of free rent and grants of
up to $8,000, with a goal of getting the
pop ups started this summer.

In the first two days of sign ups, the
organization received over 60
applications from property owners and
prospective “pop-up activators,”
according to Bindman.



“The pandemic revealed the singularity
and vulnerability of San Francisco’s
downtown. A vibrant and resilient
downtown requires a diverse ecosystem
of approachable commercial, residential
and interactive spaces,” he said. “It will
take time; it will be challenging; it will
require significant investment.”
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Bindman hits upon a diversifying
incentive strategy the Downtown SF
Partnership is also backing. The
business improvement district formed in
the depths of the pandemic in 2020 and
now has a $4.2-million annual budget,
largely from an assessment on property
owners within the Financial District and
Jackson Square.



Its holiday light show, “Let’s Glow SF,”
brought over 50,000 attendees
downtown, according to the Partnership.
Next up is a microgrant program for
restaurants to spruce up their outdoor
spaces, followed by a series of free,
outdoor summer events and concerts,
which Executive Director Robbie Silver
hopes is the first step towards turning
downtown San Francisco into the next
Sixth Street or Beale.

“Let’s Glow SF” (Tri Nguyen Photography)

“Our goal is to give local institutions a
place and purpose downtown, while also
giving property owners a marketing
opportunity for potential long-term
tenants,” he said.

Safety First

But the neighborhood can’t develop its
new life-of-the-party reputation until it
overcomes some of the negative



perceptions about safety and cleanliness
issues downtown, especially after dark,
according to Silver.
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“Those are all very real concerns, and is
something that The Downtown SF
Partnership keeps in mind as a
foundational motif — a clean and safe
downtown area,” he said.

To that end, 76 percent of its budget
goes to maintenance and safety
services, with daily cleanings and
Community Engagement Ambassadors
who “observe, advise and report quality
of life issues” throughout the
partnership’s coverage area of the
Financial District and Jackson Square.



Mayor Breed, who in March won her
push for an additional $25 million for
police overtime, said in her State of the
City speech that the “gap between the
officers we need and officers we have is
vast” and seemed to understand public
safety’s role in downtown’s recovery.

“Public safety isn’t only about taking care
of our residents. It's about taking care of
our economy,” she said.

The fact that Breed’s words are also
matching the actions owners are seeing
from the city for the first time in years is
cause for optimism, said Lundell.
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Property owners, tenants, government
and neighborhood groups have all



reached a place where they are ready to
work together and create something
new downtown, he said.

“In the past, | think you always had one
or two groups there, and one or two
groups missing from that conversation,”
said the Grosvenor investment manager.
“Now everyone’s like, hey, what can this
become? Let’s experiment. Let’s try
stuff.”
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