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Abstract

Cooperative and ¢ nd miniumd using differ in several ways that might be expeated t influence their pricing.

Most but rot allof these differences argue f r a higher valaation for cond miniums.ded nic equati ns estimated

on a natb nal sample indicate that the price differential n the averageoac @@ /c - p unitin 1987 was 82%.C nd s
maintain a price premium under a variety f specifigati ns,a@lth ugh its magnitude depends n the dundle f
attributes being priced.
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Most owner-occupied b using in multiunit structures takeson me btw legal f rms.
One is ® n@ miniuno wnership, in which ttee ccupant has tille t a specific apartment and
apartinterestine mm n areas and facilities. Theosecond f oo, ¢ perativepisac @ rati n
thatissues st ck representing@an wnership stake in the pr ject and entitling ccupancy fa
specific dwelling. Initial share al cati ns arepo p ati nalt the size and amenities ffered
by the different units in theao- p pr jeét.

Debt financingino nd @ jects ccurs viaan rtgages n individual units.cC - ps use a
“blanket” mortgage (als ko wn as a masteom rtgage,@ pr ject m rtgage, ranunderlying
loan) on the entire pr ject, with theocco- poc o rati n as the borr wer. In addliti n, if the
project has appreciatedl ver time, resates findividual shares are ften financed by “share
loans” to the individualo wners. These share | ans ave c llateralized by the shares.

Some © o ps have limited equity status, a vehide f ¥ po m ting preseovati n of aff rdable
housing. In a limited equity @ perative, th@a perative corp cati n,ahr ugh its bylaws,
places a limib n the return @l wed when shares are s Id, with the imtent f keeping the unit
in the afbrdable b using st ck, regardless f current market values.

Condos and o e ps thus differ in ways that might result in different market vaduatons f r
physically and¢ cat nally c mparable units. This article discusses th se differences and
estimates their market inop rtance.

1. Evolution of the Markets for Condos and Co-ops
Cooperative o using in the U.S. dates back t the 18700 Pd rt the early 1960s, real

estate laws were such that thenc  perative fano f wnership wasthe nly practicabway f
allowing occupante wnership funits in multifamily structures. Mary e - pswent bankrupt
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during the depressi a fthe 1930s, tarnishing the image fthistyp® fh using. H wever,
fal aving W ald War 11, the FHA introduced an insurance pr grara f r the “blanketom  rt-
gage® nao peratives. This insurance pr gram renewed lerder ¢ nfidenc@in ¢ - ps, and it
is estimated that hatf fallco psin 1970 had FHA insurance ¢ verage ftheir m rtgage.

Although there @ es o t appeant have been any utriglat pr hibit nof @ nd minium
housing in 20th century U.S. markets, there was little devel proent fathis wnership f rm
until the 1960s, when states begant enact enabling legislati n. By 1967, all but ne state
had enactedec rd minium legislati noC ed minium dewvel pment expanded rapidly there-
after, especially during the 1970s, when the intecacti n firdlati n and thedax c ae dr ve
down the real 0 sb flbb me wnership.dCo- p gr wth lagged tlvat of cond s during this pe-
riod, but accelerated during the 1980s, sopp rted by rew | an pr grams in the sec ndary
mortgage market. b netheless, by 1994, cond s utnumbegea c - psab wsixt ne, with
co-ops wncentrated in thedN rtheasb T gethear, cond samdc - peaccountbrab w 5% f
the nato n’s o using st ck.

We argue later that several aspects ofcc € p wnershipdmp se@c n mic externalities
on owner-occupants. By limiting these externalities, cond miniums roay ffer advantages
over cooperatives, and these advantages may causec nd demandt emaeedc - p deman
In many jurisdicto ns, b wever, the regulati ns faced by devel pers seekingt c¢ nvert an
existing rental py ject were less rer us f 0 0 - p ¢ nversi n than for cond ¢ nwersi n
(HUD, 1980), and this supplyoc st advantage benefited the expaosi oo fc peratives.

Nowhere was this supplycc st advantage doc peratives m re apparent than in New
York. New York City and its suro undings have always had a dispr  rti nate share fthe
nation’s woperative b using andt day acc uotf rabait ne-thord fthe UdS.t tal. The ex-
panso n fom W rld War 11 b 1970 seems driven largely by laodl rds’ desikes to av id the
city’s rent-@ nto | @ nstraints (Sahling and Stein, 1980). Evem th ugh New Y rk State leg-
islation in 1964 auth rizeda rmd miniums, the tax-driveacb onat  wrger ccupancy in the
1970s in New ¥ rk City was channeledom stlyintoe peratives. Rart ftheoeas nf r New
York’s continued emphasis naco- ps was the relative easeo f ¢ neersi rob ¢ peratives,
combined with the absenae f much dewel pable residential land in the city. In additi n,
both consumers and lenders in New Y rk were already familiar with thee ¢ perative f rm,
and the inb rmat n o sts and illiquidity elec untered elsewhere were less a fact rin New
York.

Another facb r faw ring ® o ps in New ¥ rk was the state usury law that, until the early
1980s, permitted interest rates o ¢ - p blanket | amst exceed th s@ roc ndos by ne
percentage@ int. Finally, perhapsin New Y rlom re than elsewhere, there was demnand f r
the exclusivity no re readily available thr ugb@ peratives than @ nd s. We expand n this
point later.

2. Sources of Different Market Valuations for Co-ops and Condos

Co-ops and o nd s differ in several ways thabw uld be expectedt leadt different market
valuatbnso f physically andd cadi nally@ mparable units. The first far fthese charac-
teristics tenda ¢ wer the value foco- psrelative toc ad s, ath ugh the fifth ¢ uld axld t
the valueo f © o ps.
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1. Risk sharing. A co-op involves more financial risk sharing am my wners tham d es

a ond building. Inao nd pr ject, if am wner defaulés n his/heom rtgage, the lender
forecloseso n, and disp ses f, that unit, witb n direct financial ¢ nsequerncesf r veners f
other units, altie ugh there may be indirect “neighbooh @’ ¢ nsequemces fhaving empty
units nearby. Aa e p share wner is subjectt the same naighim rho d c nsequences fa
default, but als bears a direct financial risk. If@@ - p share wner fails t make his/her
scheduled payments n theopr ject's blanket m rtgagepthe ther shareh Iders must make
up the s rtfallo r risk tho wing thed an, and the® - pcap rati n,ant default. This fi-
nancial externality fo e psgivescc rd s, which minimize thee ¢ \m o pr perty elements,
an advantage ind* rganizati nal efficiencyg” veo © - ps (Hansman, 1991).

2. Financing. Financing o stsdifferd o wners fe@ nol san@®- ps. Blanket| ans have
reourseo nlyd the o e p o rp rati n, wherea®c ad om rtgages, at least in the ry, have
recurse backx theindividuabb or wer. Ads , becausec - psarelessmmm nthamc nd s
in most local markets, the substantialeeo n m@s fscale m m rtgage lending suggest that
co-op financing wo uld be o re expensive—as measured by either interest rate r fees—
than ® nd bans. Inadditi n, ib nly ne rtw lenders serve o - psim s me markets, the
resulting marketp were uldleadt higherrates. S me m rtgage lermderso ffer nly blanket
loans,otherso nly shareol ans, and s me lenders pr vide b th. And the sec ndary market
for co-op laans is ot nearly as fully devel ped as that f @ ¢ md om rtgages, which in many
respects are treated by the market as single-family | ans.

Co-ops may have theio wn set fscalee® n mies, h wever. One large blaokebl an n
a m-opisless expensive b riginate armlt service thanthegum f smalleocond | ans.
This muld resultine mee st savingsf b - ps.

While direct ® mparis n® f interest rates and n nrate terms are difficult, it seems un-
likely that m-op financing is less expensive tham condo m rtgages, and ¢ - p financing
may well be no re expensive. If thisis s , the differences in financimg sh uld be capitalized
into the marketvalue fthe units. In additi n, blankebm rtgagesoroc - @ pr jects, typically
made in a po r year, may carry interest rates either ato ve o bel w market. In@ peri d f
stableo r declining interest rates,aab ve-market interest rates@re pr bablyon reoc e(nm n n
co-op blanket b ans thanm na& rd minium purchase | ans, because blamketd ansoccasi n-
ally involve prepayment ‘b ck ut” pem ds in which refinancing is ¢ ntractuallypr hibited.
These interest ratesov uld be expectedt be capitalized in buyers’ bid prices (Kelly, 1995).

3. Information, search, and liquidity. The greater externalities iov Ived witbh® - psim-

ply that pio spective buyers must incur greater seaoch ¢ sts (time and m ney) learoing ab ut
each o e p thand r a@ mparablec ad unit. If buyers’ bidding strategies ar@sett min-
imize the b tal © sts—purchase price plus search ¢ sts— f securing a bandte f h using
attributes, in equilibrium, buyers will bid less f 0@ - ps tham for therwise ¢ mparable
condos.

Similarly, on the sell side, the idi syncratic natwe d o - psis such tllabc - p units can
expectd have a nger marketing peri dthan cond s (Haurin, 1988). Bhis| nger marketing
period inwlves o stsé r the seller, which sh uld be capitalizedint the initial bid price at
the timeo f purchase.
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4. Tax considerations. The federal tax treatment of wner- ccupiealo - psand @nd sis
similar. o nd o wners can deducbb thgr perty taxes and interest ntheir m rtgage.C - p
owners can deduct their pr rata share ©6pr perty tazxes n tloe pr ject and interest n the
blanket no rtgage. € P wners can als typically deduct intecest n their sbhare | an.

But on the supply side, in@ nversi s f rentalgpr perties,@ - ps have a tax advantage
overoonds. Ifarental py jectisc nvertedt a® - p,any gain nthe sale fr mthe tandl rd
tothe w-op wrpraton is taxed at the capital gains rate, because it is treated as a transfer
between o rp rati ns (as are sales frenta pr jects). tn m st instanaes, profits fr m subdi-
viding arental po jectind o nd minium units ar@c nsidered regulaninc me and taxed at a
higher rate (Marcus, 1985). This unfav rable tax treatment can de avoided nly ai the ¢ st
of bringing in a middleman by selling the @r jeait a real estate firm that then undertakes
the @ nversd n (HUD, 1980). The supplgc st d® - psobr ughtt the marketty c neersi n
therebre isb wer than thad f@ ma s, and all else equal, this ¢ st advantage sh uld result
in greater prevalence and | wer market valoe forec - ps relativeot © nd s. The preferential
reguladb ry treatment fe o pe nversi ns in NewoY rk and s e ther jurisdicti ns has
similar effectso n the supply fao psrelativetoc od s.

5. Demand restrictions. Co-op boards review every pr spective purchaser and have the
power o restrict entry® r any reas nthabd es n bvi late the applicant’s civil rights. © nd
as® ciatb nsd o thave thisright, and ¢ md s’ bylaws and restrictive ¢ venants, which are
generally relatedat use fthe @r perty rather than individoal wner characteristics, are
less effective instrumentsf r influencimy wnership and residency C - ps’ greater ability
to restrict entry has an ambigu us effect n their relative market valuati n, with even the
direction of effect depending nd w thisgp wer is exercised by theoc -op b° ard.

While the risk sharing inherent irom- ps causes a reducti n in demand ( r at least an
adverse seledai n pr blem) relative toc @d ® ¢ - pb ardoals ften deliberately restrict
demand. Pad fthe justificati nist pr tect the financial inteest fdahe tlbeoco- p wners
because fthe financial interdependence noenti ned ab ve. Requirements can, h wever, be
severe, such as requiring that the unit be b ught with cash rather than with asshare | an. This
requirement can be antaj oc nstraintifthepr ject has appreciated ¢ nsiderably since itwas
formed as a oo perative. B re generally, the financial standards appliedloy co p b ards
can be o re restrictive thandh se typically applied by m rtgage lenders. But applicants
are rejectedd r o nfinancial reas ns as welb R ck stass, f rmer U.S. presidents, and ther
public figures ar@ ccasi nally denied wnership because fthe anticipated | ss f peace
and quiet. AD ne@ nsumer guide to © - ps describes it: “Tohe ¢ perative | cken t nly at
the financial stabilityo f a pr spective member butal® ¢ nsiders the likelih ddhat ther
members w uld wanit have this pers n as a new neighb r and business prtner.”

Not only do these entry restrioti ns reduce demand directly, but they als have indirect
impacts since@ tential buyers may feel that their resal® pti ns are limited. Thetradle ff, f
course, isthab ther pr spective buyers may be attracted t the pr ject by these restricti ns,
if the restrictd ns are viewed as reducing the financial and life-styleorisk f vener- ccupancy
in the po ject. B Ibwing Cannaday (1994)pc nsider@e - p in which each resident has the
fall aving utility functi o:

U = f(Z@,Li), i=1,...,n, (1)
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whereU; = utilityofthei thresidenZ; (scaledp sitively)isihe thresident’s unit-specific
easeo f marketing ne’s sharest wh meverche rhe pledsgs. o (als saaled p sitively)
is the ease fmarketing shares f r residemts ther than the th resident, and:

Uiloz; = 0; U1z, < O; and %y $Z2< Q 2)

dUildzZ; = 0 implies that residents value freed mt sellt eavh mever they want, but the
marginal utilityof this free@d m is diminishing and appr acheswero. C mplete freed mf r
each resident, ign ring the externality,all ws hom r hert Zet such that (at the limit)
dUilaZ; = 0, which wo uld be the equilibriumes Iuwii n if residents actedauwm cusly.
However, increased; is equivalertt increaskg o f regery ne else. Since ne per-
son’s freed m may impinge nos noe ne else’s utility; 92/ < 0. Hence, individual ’s
freecb m may decrease the utility of thers, if it increases the difficulty in marketing ¢ - ps
for all ather residents.
A governing o ardo f a multiunit structure may wisbt mec gnize the interdependence f
the residents in maximizing treumo f the residents’ utilities. MaximiziRg= Zin=i Uy
with respectd Z; yields the first- rdeioc nditi n:

dFloZ; = 0 foreachi = 1 ..,n. 3)

From (3), it can be st wn that

iz = —Zauj/ﬁa . (4)

j#

Since each term n the right-hand side f (4) must be negative, the negative fthe sum
must be p sitive. Hence, the ptimizingg verning b ard w uldset ptirduno t be less
than the equilibriuni; in the absence d g vernance. Cannaday (1994) derives this result
in discussing the trade ff between@cond fc 0p wner's degiret have a pet and that same
owner’s desire n td live in a building with ol & f pets.

The utility functionso f m-op owners may well differ depending n ther wnom ving
plans. Owners withm planst on ve presumably have little immediate ¢ rcern ver resale
value and may theref re tendt beom re restrictive in adraissi n criteria. (They will place a
small weighto nZ; and a big weiglt z; .) Owners planningt sellin the near future may
be nore © ncerned @b utbr adening the market f r their shares anddess ¢ ncemed ab ut
the p ssible externalitiesdr m accepting an undesirable applicant. The restrictiveness f
entry for these mixed buildings will depered nwhoc atr Isthec - p b ard.

Thus ® 0 ps are ableot restrict entry relative to cand s, with the net impact n asset
values depending n the restrictiveness applied by the c e p b ardpand n | cal market
conditions. @ -0 ps in markets with exclusivity at a premium may be ablet ¢ mmand higher
purchase prices with restrictive entry p licies tham w uld be p ssible with pen admissi n.
New York might be an example. But if admissi ns exchusi ns are exercised inc nsistently,
some high bidders are prevented fr m buying, while residentsad n t gain the advantages
which they attachedt exclusivity. Ifoco- pd ards wanted t tune the exclusiaty soas t
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maximize value, theol westq ssible valoe otc me w uld be tllabc - ps equalac nd sin
value, becausenco- psob ards have this adjustmamtt |ande nd as® ciab nsd n t. But
it is not necessarily the case thato - p b ards atteraptt maximize value.

To summarize, if thee sb fpr ducing thetw types 6h using is the same, then, given
an upward-s ping,d ng-run supply curve, the ¢ nsumer demand arguments listed under
characteristics 1 tor ugh 3 ab veow uld leaal t the expegtati n that prices w uld be less
for co-gps than br @ nd miniums with the same physical characteristics and bcati n. The
effectof demand restriati ns () n valuati n is ambgu us. On the supply side (4), the
lighter regulad ry and tax burdem ro®- pc nversi ns means that the supply unati nf r
these units pr bably lies el w thad f oc nod s, and thiet osh uld cause the price fc -
ops b be less than the price 6c nd s. Adt Id, there arem re ceasons f r expecting c - p
values b be less tharoc nd s’ than the opp site.

3. Data

Data br the study ¢ me & m the nati nal and Nevo Y rk meeto p litan samples f 1987
American Hb using Survey. The nati nal sample ¢ nsists f 1,095 vener- ccupied units,

Table 1. National sample characteristics.

Condo Co-op Pooled
Age of unit (years) 13 29 17
20+ units in structure (%) 25 47 29
Elevab r building (%) 16 44 22
2-3 sb ry building (%) 26 10 23
7+ sbory building (%) 8 37 13
Garage included with unit (%) 60 37 54
Rooms 4.9 4.7 4.9
Bathooms 1.9 15 18
Balcony (%) 85 62 81
Central air-o nditd ning (%) 76 38 68
Central heat is warm air (%) 65 46 61
Fireplace (%) 33 15 29
Structural po blems (%) 2 30 8
Gas oo king fuel (%) 24 64 32
Property tax rate (%) 1.3 2.0 15
New York meto (%) 5 41 12
Other No rtheast (%) 13 12 13
Midwest (%) 20 14 18
South (%) 34 24 33
West (%) 28 9 23
Expensive, o n-NY metr area (%) 27 9 23

(Boston, Wash., D.C., Chicag ,d. sAngeles,
San Francist , Seattle,dHon lulu)

Sample size 860 235 1095

Source 1987 American ld using Survey
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21%of which are in oo perative jpr jects and the remainder areoin 6 nd minium devel-
opments> As sb wn in Table 1, a dispiop ati nate share falbc perative unitsare f und
in the New Yo rk meto o litan area,of r the reas ns menti nedab ve. Because fadhis c n-
centratd n, we replicated the nati nal analysis n the separate New Y rk MSA sample. We
present the full resultsdr m the nati nal survey and summarize the results fr m dew Y rk.

Two key variables in the analysis are the wner’s estintate fthe market ealue fthe unit
and the identificati ro f a unit as eitherao - oc od . Recent research tias ¢ ncluded
thatowners’ estimates f value are biased upward, but that the extent f bias is generally
una rrelated with characteristics fthe resp ndent rthe undtdG dman and Ittner, 1992).
Consequentlyp ur estimates f the difference in valoeso bc - ps ande nd sare n t likely
to be affected by this bigk. Resp ndents ar@als relienl up n f r the desigrati n f their
unit as either a@ nwlo raaco- p. Analysis by the Census Bureau indicatesahat s me units,
especially oo peratives, are misidentified. Presumably, ntany fthese misrep rtings are by
renters (Wl o ccupy ab ut ne-third falloco- péc md units). m ur sampleo f wreer c-
cupants, resp nse err 13t this questi msh uld e m derate.

Co-ops tend © beo Ider thanac rd spt have fewaor ms, and t be | cated in larger
buildings (Table 1). They are less likely t be centrally ab- ¢ raiti ned, and they generally
carry higher po perty tax rates than do c ind s.

4. Specification and Results

Our empirical appr ach it a nsider hed nic price eqouati ms for b dh ® nd miniums and
co-ops, and o calculate the differences in bundle pricezo G dman (1978) established that
the stratificath no f samples, as well as the specificatt n f the underlying hed nic regres-
sions, may have maj rimpacts nthe magnitudes fthe effects measured.

Consider attribute bundl& = {a;,&, ..a, .J...Theled nic price fumction f rwect r
Ais:

vV =dA ®)

with the hed nic price f characteristég calculatedbgsias/ . One applicati n fthe he-
donic price metl disd respecify theon del as:

V=9AR, (6)

in which k represents the type of wnership(cand miniem ar@ - p). In this f rmudati n,
the @ efficiento rk represents the differential effeco f wnership type.

The formulaton in (6) is po blematicd rtw reas ns. First, it assumes that the impact f
ownership regime is unrelated t the characteristics fthe unititself. H&nce, represents a
shift variable. Sex nd, thef rmulati n restricts the underlying equati ns, and henee hed nic
price o efficients,d bee nstantacr se bdh wnership types.
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An alternative specificaii n releases these c nstraints, by setting:

Veondo = Aconar ,and:
Vco—op = Aco—opﬁ-

()

wherea ang3 are veat 15 f attribute prices.

Itis also appo priated ¢ nsiderthe funoti nalf rmm fthe underlying lbed nic. Thee B x—
Cox transb rmato nin ® me instances caropr vide a specificati n preferablet c roventi nal
linear and semid g transf rmati is. Her®, f r the cand miniuno m del (and similasly f r
the ®-op no del):

V(A) = (V} = 1)/A = ag + Sasas+ €.

Searching nincrements 0.1, the likedith d furecti @ f r (6) and (7) maximize at a value
of A = 0.4. Using this\ , the po led estimati n, (6), has an adjustd f0.38 (¢ lumn
1 of Table 2). All of the structural characteristics that are statistically significant have the
expected signs, and theopr perty tax rate and the set f bcati nal identifiers. C - ps are
significantly diso unted; the shift term indicates that@an therwise simdara@ nd unit is
valued 21% higher.

Not surprisingly, the data reject the specification f (6), that is, the nullchyp thesis that
a = B.Accordingly, the explanat ry@ wer fthem delisimpr ved when the parameters
are rot ® nstrainedot be the same f 0 0 - ps aral cond 8. C mparing the disaggregated
regressi ns (@ lumns 2 and®3 f Table 2)pmost f the independent variables maintain the
same signsinthe tww subsample estimati ns,aalth ugh fewer fthe variables are significant
in the smaller o e p sample.

Condos have a greater market value thanoc - @s f r a varety f attribute bundles. That
is, F-tests indicate that

Acondo® > AwonadlB
Aco-op > Acoop3,and
Apooleda > Apooledea

whereApoed iS @ weighted average Afyng  adhop . Results fr m the bundle ¢ mpar-
isons are given in Table 3. This functi nal specificati n results in the estimate édhabc nd
valuatbns exceed th se foco- ps by 8t 30%, depending n the bundle being priced. On
the poled sample, perhaps the single m st representative chdcegc nd s are valued 12%
or $9,100, higher thanaco- ps, n averdyge.

Finally, limited equity © e ps (LECs) might be expectedt hawe | wer market valuati ns
thano ther © e ps because ftherestricti ms nresale pricesin LECs. Whether a unitisinan
LECismtreo rdedinthe Americandd using Survey. But tests using pr xiesf r LEC status
indicated that the effect n value is statistically insignificant; that is, LEC®and therc - ps
appeara be valued similarlypc nditi nal n their structural and | @ati nal characteristics.
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Table 2. Hedonic regressi na efficients.

Pooled Gnd dop
Intercept 154.57 145.05 13731
Age of unit (years) -0.39 -0.42 0.28
Age squared 0.01 0.01 0.00
20+ units in structure 1.35 -1.35 24.03
Elevab r building 12.93 11.49 2.95
2-3 sb ry building 3.67 2.99 13.99
7+ sbry building 4.16 10.31 -16.76
Garage parking 15.41 22.39 3.63
Rooms @# ) 5.04 6.09 2.39
Bathmoms ¢ ) 22.43 19.71 35.16
Balocony 1.79 4.12 3.53
Central air-o ndit ning 4.85 1.18 8.91
Warm air heating -5.55 0.47 -18.03
Fireplace 17.03 12.92 40.84
Structural po blems 9.18 11.79 3.35
Gas oo king fuel -9.91 -11.78 4.55
Property tax rate (%) -194.86 -170:04 -174.36
New York metio 59.01 58.26 37.17
Other expensive metr 31.81 3280 43.35
Other No rtheast 20.87 35.97 -33.99
Midwest -32.94 -31.44 -43.45
South -21.03 -13.85 -43.61
Co-op (1=yes; 0=0 ) -17.56 — —
Adj. R-squared .38 42 .34
sample size 1095 860 235

Note:dependent variableM* — 1)/ 4, wheké= o wner’s estinate fthe
market valueo fthe & using unit; unless therwise indicated, independent
variables are dummies that take the value 1 if the umit p ssesses the charac-
teristic.

* significant at 5% level.

Table 3. Predicted bundle prices.

Bundle
Condo Co-op Pooled
Prices ($)
Condo 89,072 83,012 87,362
Co-op 82,599 63,784 78,262
Condo Premium
$ 6,474 19,228 9,100

% 7.8 30.2 11.6
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The natd nal analysis was repeated nthe New Y rk MSA sample, deleting the inappli-
cable b cato nal variables &r m the right-hand side and but adding a city-suburb dummy
variable. Onthe @o led (6) m del, th@c ad premium was 14%alth ugh the -statistic f r
the ® -0 pdummywas nly 0.95 (m stlikelyduet the relatively small sample size). Hence,
we can t reject the null hyp thesis bn disc unting in New Y rk. The premium in the
corresp nding nati nal m del was 21%. It appears, then, that ¢ - podisc unting is less in
New York than elsewhere, a finding whiclow uld foll wdr mos nte fthe instituti nal and
market advantages that New Y rk © - psenj v.

5. Summary and Conclusions

Cooperative and ¢ nd miniumd using differ in several ways that might be expeoted t
influence their pricing. M st butm tab fthese differences argue r a higher valuati nf r
condominiums. Hed nic equati ns estimated n a nati nal sample indicate that the price
differential on the averageoc d doo- p unit in 1987 was 12%0 Cond s maintain a price
premium under a variety fspecificati ns, ath ugh its magnitude depends n the lmundle f
attributes being priced.

Looking faward, it is difficult to project a resurgenceof rao perativeoh using. Its mar-
ket disadvantages relative toc ed miniuro h using appeart exceed its advantages. The
relatively low valuatd nso f ©® o ps, and their declining market share, despite s me supply
cost advantages, suggest that demand f r this formo f h using falls ¢ nsiderablysh rt f
condo demand. Absent a significant change an ¢ nsumer preferences r the cegulat ry/tax
treatmenb fo e po ro nd s,a perativeoh using seems likaly t diminish further in im-
portance.
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Notes

1. The third b rmo fownere ccupancy in multiunit structures ccurs whendhe woers fthe building cecupy ne
of its apartments.

2. Co-opowners typically will differ in their balances rob th their blanket| ans and share | ans. Thus, the default
option will na be in the noney simultane uslyof r alb wners. Furtheom rey ¢ -op wners are vulnerable t
“nonrational” defaults by their felh wo wners.
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3. Limited equity © e ps als restrict demand. Because price caps are put on ¢ - p shares in these pr jects, de-
pendingo n market@ ndibi ns, prices may be helddbel w market-clearing levels. In these instancess s me f rm
of nonprice ratb ningo f the units likelyo ccurs.

4. Washingd n M rtgage Gr up, Inc., undated.

5. For confidentiality, the variable distinguishingc ed sfr m o - psis suppressed n the public-use tape fbasic
remrds. We are gratefubt the Census Bureau fa pr viding @ntr lled acaess t this variable.

6. The questi ninthe AHS is: “Bl w muchod oy u think the apartmemt w uld selld ron t day’s market?”

7. This transd rmat n nests the linear & 1) and semi-h g 0) regeessi nsird af rm thatis easily tested.
Although in principle o th the left- and right-hand side ¢ uld be transf rmed with a different paraigeter f r
eacha; , in practice, it is extoa rdinarily difficulbt undertake such estimati n. Hencey alm st all applicati ns
transb rm the left-hand side nly. Ads , a®n ted by Tbib deau (1992, chapter 5), the estionabr fh use price
obtained by trangf rming the dependent variable may be a biased estimat r faverage h using price. This bias
is unimp rtant, lo wever, since we are estimating the price difference, and the bias aifeats ¢ ndooand ¢ - ps
similarly.

8. Thet -statistio f the difference, calculated n untransf rmed vatues fthe estimatedoequati & &with 04)
is 2.40.

9. Our finding is bo adly ¢ nsistent with Kelly (1995), who f und an 8% @ - p disc unt, inoa ¢ mparis n f
matched 0 e p ande ra pr jects in Washingt n, D.C.

References

Cannaday, R.E. “€ @ minium& venants: Cats, Yes: D gs, Bbutnal of Urban Economics 35 (1994), 71-82.

Goodman, A.C. “Hea nic Prices, Price Indices and H using Markeksiirnal of Urban Economics 5 (1978),
471-484.

Goodman, J.L., Jr., and J.B. lttner. “The Accurazy 6H me Owners’ Estimateso fH use Vatueyial of Hous-
ing Economic® (1992), 339-357.

Hansmann, H. “6 nd minium anddCo- perativeoH using: Transacti nal Efficiency, Tax Subsidies, and Tenure
Choice,” Journal of Legal Studie®0 (1991), 25-71.

Haurin, D. “The Durai o f Marketing Time f Residentialdd usinddREUEA Journal 16 (1988), 396—410.

Kelly, A. “Capitalization of Above Market Financing: Or a Tale fTov € rd s.” Paper presented at the annual
meetingo f the American Real Estate and Urbao Ec n mic®Asscciati n, 1995.

Marcus, H. “Yours, Mine and OursMortgage Banking (July 1985), 15-32.

Sahling, L.G., and R.B. Stein. ‘@Co- p Fever in NewoY rk Cityseéderal Reserve Bank of New York Quarterly
Review(Spring 1980), 12-19.

Thibodeau, T.GResidential Real Estate Prices: 1974—-198BIt. Pleasant, MI: The Blackst ne C mpany, 1992.

U.S. Department fld using and Urban Devel pmétitlD Condominium Cooperative Study , 1975.

U.S. Department fld using and Urban Dewel pméiite Conversion of Rental Housing to Condominiums and
Co-operatives1980.

Washingd n M rtgage Gr up, Inc. “A € nsumer’s Guide t Financing aoC perative Unit Using Share L an
Financing,” undated.



