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CONDOMINIUM CONVERSION ON A METROPOLITAN SCALE

Housing analysts are just beginning to examine the
effects of condominium conversions on rental housing
markets. The recent HUD study of condominium conversions
focused primarily on the national level, with the
metropolitan areas as the unit of analysis.l The HUD
approach obscures the differential impact of conversions on
metropolitan submarkets. While at the regional level, a
relatively minute proportion of the multifamily housing
stock has been converted from rental to owner—-occupancy,

intrametropolitan conversion rates vary considerably across

submarkets.

This paper briefly reviews aggregate data on
condominium and cooperative conversions in California
throughout the 1970s. Conversions have been increasing at
an exponential rate since 1975. The second part of this
paper examines some of the economic factors that explain the

relative incidence of conversions across metropolitan

submarkets.

Statewide Conversion Trends

Between 1973 and 1980 approximately 85,000 rental
apartments in California were converted to condominiums or

stock cooperatives. This represents 3.25 percent of the



state's existing multifamily housing stock in 1977.

The annual rate of conversions has accelerated sharply
in recent years. Only 20.2 percent of all conversions took
place before the beginning of 1978. Fifty-five percent of
all conversions between 1973 and 1980 have occurred since
1979. (See Table 1.) The same trends are true not only for
California as a state but also for different parts of
California, for example, Southern California (as shown in
Table 2) and the Bay Area (as shown in Table 3). This
acceleration is partly the result of an increase in the size
of converted projects after 1978. 1In Southern California,
for example, the average project size went from a maximum of
34 units per building for the years 1973-1977 to 54 units
per building for the three-year period 1978-1988. Other
factors, however, account for the extraordinary increase in
conversion rates after 1978. Apartment owners in many
California cities rushed to convert in anticipation of

conversion moratoria and rent control.

For example, Santa Monica, located west of Los Angeles
along the ocean front, boasts a large renter population,
with 73 percent of its dwelling units in multifamily
structures. Tenant organizations in the city had been
growing in strength despite the defeat of a rent-control
proposal in the previous municipal election. In expectation
of highly restrictive rent and conversion regulations,

landlords rushed to convert in 1978. 1In the year prior to



-93e31sy TeoN JOo juswiieds BTUIOITIRD :3DINOS

6L6T-€L6T

RTUIOFTTRD UT SUOTSIDAUO) UMTUTWOPUOD

T ?Tq=L

Z°¢¥ 666 'QL SHP9’'T TYLOL
20071 S66°'0L G°C€E S6b ‘01 €7¢ NR6T °O2g--1Inpr
Z°'G8 ans ' 99 1°99 1#9'81 8¢ @861 2unp--uep
A°6S 698 1% 8 6% 122°'01 1/ 4 6L6T °92g--Tnr
9 %% 8€9'1¢€ 8°19 T80°8 961 6L6T aunp--uer
Z2°€¢ LSG'€T 8°6% ZLL'9 9¢ T 8L61 °*O@q--Inp
9°¢¢ G8L'9T 6°LE 9Zv'T 9 8.6T @unp--uep
AN Y4 65 VT L 8% 9cL'T 94 LL6T °D31-°*Tnp
ot 629°'T1 AR A 4 1961 L€ LL6T dunp--uep
%1 890’01 7°f£C G81°'1 18] 9.6T °O2d--T1np
A £€88‘8 €8¢ Y06 A3 9L6T @unp--uep
A 6L6°'L S°61 866 3% GL6T °O3Q-°TInrC
6°6 120°L 56T vE€6 1237 GL6T Punp--uep
9°'8 L8G9 5°22 398’1 £8 .61 °O3Q--1np
6°G 612'% 6°LE 818°1 8¥ vL6T dunp--uep
v 102 2°2¢ 18G6'T 6% €L6T °~29@--1np
T°1 6Z8 A1 2Z8 Lz €L6T Punp--uep
quaoaad sIaquny 221g 309loag s3Tun syo9foag poTIad
2ATIRTNUWND abeaaay JO IxsqunpN Jo IsqunN



*SOTIUN0D BINMIUSDA
pue ‘exeqieq evjueg ‘obeTq Ueg ‘ourpieulsg Ues ‘SpISIaaTy ‘sbueip ‘saTsbuy sO1

‘TeTaoc SSPNTOUT BTUIOJITTED WISUINOS °“93elsy Ted JO Jquaundedsg eTWIOITTRD :90.N0S
A1 A6t 'GP 906 TYLOL
ag°-a91 o6h 'St 6°Ch 086 ‘L 98T AR6T °*O°q--Tnp
9% °Z8 A1G’LE T°€9 £16'01 €LT Ag6T dunp--uep
LY 8S L6G'9C A 626°'S 81T 6L6T "2@g--1np
€y S¥ 899 ‘0 T°L9 LOL'O 20T 6L6T 2unp--uep
69 ° g€ 196 ‘€T ¥°99 16%°'G Z8 8L61 °*o3q--°Tnp
79871 aLv’'s L*¥E i dZ ne ]/.61 sunp--uep
£€°91 acy ‘L 6°19 ZeL't 87 LL6T °D3q--1Inr
£G6° 21 869°G 8°LE 189 8T LL6T dunp--uep
£O° 11 L19'S L°9% LY L 91 9L6T *Oo9@--1np
6E£°6 L'y 2°7¢ ST1S 91 9.6T @unp--uep
GZ'8 GGL'E S LT 61% vZ GL6T °*O3g--1np
£€°L 9ce’‘e A€ 689 15 GL6T dunp--uep
Z8°¢ Lb9'C 8°¥2 290’1 15874 ¥L6T °*DO°Q-°1Inp
oF € 18s'T 2°6¢ 6.6 ¥4 PL6T sunp--uep
ze°1 299 €°LE 8665 91 £L6T °o°2Q-~-Tnp
- 174 s A4 T £L61 @unp--uep
jusadaad IJaqunN 9z21s 309loag satun jo s3yoaloag 30 Ieax
aaT3eThUnD) ebexsay Taquny Jaqunpy
A86T-€L6T

BPTUIOJTTRD UIIYINOS UT UOTSIDAUO) WNTUTWOPUO)

Z @T49=4L



33 I03 SUOTSISAUOD SPNTOUT ©3ep 9sayj

*SOTIUNOD BWOUOS pue ‘Ouetos ‘eaef) eviues ‘093gl Ueg ‘00sToueig
ues ‘edeN ‘utdel) ‘e3so) BIJUOD ‘epaueTy 4O bUTISTSUOD valy Aed A3unoo-sutTu

*o3e3sy ey 4O juauniedeg PTUIOJTTED :90INOS

L*8¢ 08’ L1 0Z9 TYLOL
3 001 Pas’L1 L°€T TG6S'T €11 g86T °O9(--1Inr
£°16 £€G62'9T 8°¢ch Bob ‘¥ Z01 @861 2unp--uep
Z'99 S8L°'TT %7 |1A’'E aL 6L6T °O2Q--1np
Z°6% L9L'8 2°61 LZ8 1587 6L61 sunp--uepn
9 vl ov6’ L Z°LT 198 LY 8L6T *O2q-°Tnpr
1'% 6ET’L Z°'ob 9%z ’'1 1€ RL6T dunp--uep
T1°€€ £68°'G 1% £98 12z LL6T -22g--1Inp
£°87 nEB'S 9°¢¢ 1LY Al LL6T dunp--uep
9°¢2 6G8S'Y €°G2 ¥Se b1 9.6T *2°g-‘1Inr
9°€¢ SAz'y A X4 Gze ¥l 9,61 2unp--uep
8°12 88 ‘¢ 9°22 ¥8v ze GL6T °"O9g-*Tnr
6°€1 96€’¢€ 6°€T 1€ LT GL6T 2unp--uep
8° LT GoT‘€E 9°0T £8L 8¢ vL6T *Oo90--1Ine
P €1 7z88°'1 6°LE S6L 12 vL6T1 2unp--uep
6°] L8S'T 1°62 L8 ne €L61 °O2@--1np
a°¥ S1L T1°1¢€ STL €2 €L6T @unp--uep
quaoxag JaqunN j09foxg 3Jo s3ITUn sayoaloag potaadg
saTieThWND 9ZT1S °9beasay JO IJsqunpy Jo Jxsquny

286T-€L6T

ea1y Aeg oosTouerig ues

93Uy} UT SUOTSIDAUO) WNTUTWOPUOD

€ a1qelL



April 1979, the city council granted approvals for
conversion of about 2,606 units.2 This represented nine
percent of all units in buildings of five units or more in
the community. In April 1979, Santa Monica voters approved
a rent-control ballot initiative that prohibited condominium
conversion unless approved by the Rent Board, and elected
three pro-renter representatives to the City Council.

During the following year, by contrast, the City of Santa
Monica granted approval for the conversion of only 200

rental units.3

The sudden flurry of stock cooperative conversions in
1979 and 1980 occurred because of a loophole in the
California Subdivision Map Act, which establishes the
authority of local government to regulate conversions.4 Up
until late 1979, the law did not extend to stock
cooperatives. This meant that anyone who wished to convert
an apartment building to a stock cooperative could get
automatic local approval simply by registering a subdivision
map, thereby avoiding the costly and often arduous
regulatory process involved. Converters of large apartment
buildings (190 units or more) took advantage of the loophole
because of the intense opposition expected from local
government officials and renters to the removal of such
large numbers of rental units from the local supply in one
fell swoop. As Table 4 shows, the average project size in

Southern California for cooperative conversions for
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1978-1980 was 70.4 units per building, as compared to 50.4
units per building for condominium conversions. In Northern
California, the average project size for stock cooperative
conversions was 294.8 units per building. In late 1979, the
State Legislature amended the Subdivision Map Act and
extended it to stock cooperatives, thus closing the

loophole.

Conversions in the San Francisco Bay Area

Between 1970 and 1979, Bay Area local communities
approved applications for the conversion of 22,597 apartment
units to condominiums, or approximately 3.1 percent of the
total stock of multifamily housing units in the region in
1979. This estimate was obtained from a survey of 101 city
governments throughout the nine-county San Francisco Bay
Area conducted by the Association of Bay Area Governments in
conjunction with the Department of City and Regional
Planning at the University of California, Berkeley.5 (See

Figure 1 for research area.®)

The survey included both completed and proposed
conversions. The appendix at the end of this paper
discusses how local government and state conversion numbers

may vary and the complex regulatory framework in California

that accounts for this variance.

Condominium conversions in the Bay Area exhibit a high

degree of geographic constellation. Figure 2 shows the
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location of converted units by city for the entire region.7

From this map we can identify three main conversion markets:

1. The San Francisco/Oakland SMSA, which includes Larkspur

in Marin County, Emeryville in Alameda County, and San

Mateo in San Mateo County.

2. The Walnut Creek/Concord Corridor to the East in Contra

Costa County.

3. The entire southern portion of the region, or "Silicon
Valley," the center of the semiconductor and
microprocessor industries in California. Also included
in this cluster are Hayward, Fremont, and Union City,
across the Bay in the southern part of Alameda County,

which are within commuting distance of Silicon Valley.

All three clusters represent major employment centers
with industries in which professional and managerial jobs
are increasing relative to clerical or blue-collar jobs and
where home construction is highly constrained by zoning laws

and subdivision controls.

In Table 5 we can examine these separate market
clusters more closely. This table reveals a number of
differences between converted projects in suburban
communities and in central cities. Both San Francisco and
Oakland have smaller average project sizes than suburbs like
Mountain View, Santa Clara, Fremont, and Walnut Creek.

Emeryville is a unique case and deserves some mention.
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As we can see, it is a huge project of 1,249 units. Built
on mudflats directly across the Bay from San Francisco near
the San Francisco Bay Bridge, the giant Watergate Apartments
complex in Emeryville is one of the largest residential
conversions to date in Northern California. Emeryville
itself is an industrial enclave on the Oakland-Berkeley
border. It has little residential housing, aside from the
Watergate Apartments, which were developed in 1972. Even
given the large size of this project, the average project
size for San Francisco/Oakland area conversions is only 33.1

units per building.

In column 5 of Table 5 we have expressed the number of
approvals as a percentage of the total number of multifamily
units in each community as of 1979. This number can be
thought of as an indicator of the impact of conversion on
the rental stock. It expresses how much of the multifamily
stock has been removed from the rental market by conversion.
We would have preferred to use the actual number of rental
units in calculating these percentages, but reliable
estimates of the rental stock were available only for a few
communities. The biggest impact is in Emeryville (64.1
percent of multifamily units) and in Larkspur (24.3
percent). The smallest impact is in the central cities of

San Francisco (l.4 percent) and San Jose (1.4 percent).

Percentages for all cities in the region are displayed

in Figure 3. This map shows that the decrease in the
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multifamily rental stock as a result of condominium
conversions has been most dramatic in the suburbs,
particularly in the Walnut Creek/Concord area in Contra
Costa County and in Silicon Valley to the south. 1In fact,
the vast majority of units converted throughout the region
are located in the suburbs, and not in the central cities as
is commonly believed. The central cities of San Francisco,
Oakland (including Emeryville), and San Jose account for
only 32 percent of total conversions in the nine-county

metropolitan region.

To some degree the relatively greater shrinkage of the
stock of multifamily rental housing in the suburbs may be
the product of the relative size and internal composition of
the units of analysis employed, that is, municipalities.

San Francisco and Oakland are larger in terms both of
population and of geographic area than communities like
Walnut Creek and Larkspur. They also have a more diverse
stock of multifamily housing in terms of rental value, age,
and condition. The sheer size of the big cities also masks

the geographical concentration of conversions within their

own boundaries.

The impact of conversions in submarkets of larger
cities is then probably as great as what we found in the
suburban communities of the region. But this bias in our
unit of analysis does not help to explain the spatial

concentration of conversions in itself, whether it is within



- 16 -

a section of the central city or within a whole community.

Part of the answer lies in the economics of the conversion

process.

Condominium converters package their product as a
substitute for the single-family house. A converted unit
must be comparable in terms of amenities but sell at a lower
price than nearby single-family houses. The buildings most
suitable for conversion must contain large, well-equipped,
modern units in top condition, located in attractive
middle-income neighborhoods.8 In central cities, these are
most often found in high-rent districts in and around the
CBD; but the vast majority are to be found in suburban
communities, which have more new, high-quality buildings
than cities. 1In the San Francisco/Oakland SMSA, suburbs
accounted for 69 percent of all multifamily construction in
the 1960s. Out of a total of 49,138 new rental units in
buildings of five units or more built between 1970 and 1975
in the SMSA, 38,922--approximately eighty percent--were

developed outside central cities.?

The relative size and composition of the multifamily
stock in suburban communities also influences relative
conversion rates between suburbs and central cities.
Average project sizes are larger in suburbs. Since these
larger projects are converted from a smaller stock of units,
conversions as a percentage of the stock of units will tend

to be higher in the suburbs.
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According to this analysis, suburban communities will
experience higher conversion rates because their multifamily

housing stock consists of more large new buildings than are

found in the central cities.

Conclusion

Our analysis of the nine~county Bay Area shows a
substantial increase in the condominium conversion rate
after 1978. This trend is also true for California as a
whole. The implication of this trend is that the rental
stock in the metropolitan area is shrinking. Spatial
analysis of the process shows that conversions occur mainly
in three clusters: in the San Francisco/Oakland SMSA, in the
Walnut Creek/Concord area, and in the southern portion of
the region including Silicon Valley. The greatest decline
in the multifamily rental housing stock because of

conversion has occurred in the inner-ring suburbs of the

area.

This points toward a substantial shrinkage of the
rental supply in suburban housing markets over the long run.
Not only are conversions as a percentage of multifamily

dwellings higher today in the suburbs as compared to the

central cities, but a larger proportion of the multifamily
stock in the suburbs is potentially convertible because of
its younger age, better condition, and spacious unit size.

If conversions continue at their present rates, much of the

present suburban apartment stock will be converted by 1999.
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APPENDIX

In California, conversions are regulated at the local
level by the Subdivision Map Act, which requires that all
subdivisions be consistent with the community master plan.
To obtain approval, a subdivider must submit a tentative map
of the subdivision and supporting information on the
conversion. Some cities set special design and improvement
standards for conversion. Many now require converters to
comply with tenant and consumer-protection provisions. The
State subdivision law requires that a map be disapproved if
the coverter does not provide all tenants with a 1l20-day
notice to vacate and a 60-day right of first refusal to
purchase their units. If the subdivider meets all
requirements, a tentative map is issued by the local
planning commission. The tentative map is revised as
required by the city and a Final Map is prepared and
recorded. Complying with local government regulations and
obtaining approval of the tentative map may take anywhere

from three months to a year.

Once the tentative map is approved, the subdivider must
then apply to the California Department of Real Estate for a

"report." The California Cepartment of Real Estate's
authority to regulate conversions is derived from the

Subdivided Lands Act. This law sets standards for the legal
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instruments for common interest subdivision, including
condominiums, stock cooperatives, limited equity
cooperatives, and community apartment conversions. The
Department of Real Estate can disapprove the conversion if
it determines there is fraud, misrepresentation, inability
to deliver title, inadequate access or water supply,
inadequate financial arrangements for management of common
areas, or failure to disclose restrictions on uses. Upon
compliance with these regulations, the Department of Real
Estate issues its "white Report." This report entitles the
subdivider to begin marketing the converted units and must
be presented to all buyers prior to sale of a unit or share.
Obtaining a report takes about three to nine months. Only
in very few instances do developers fail to complete

conversions after the White Report is issued.
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