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Bay Area apartment rents dip
By Rick Jurgens
CONTRA COSTA TIMES

Apartment rents in the Bay Area sagged during the fourth quarter while vacancy rates 

changed little but remained high, according to a new survey by RealFacts, a market data 

firm in Novato.

The rental news was grim for landlords, cheery for tenants and new grist for the mill of 

economists embroiled in a debate about whether an insupportable bubble of inflation 

now props up house prices here. Bay Area house prices have continued to rise despite 

massive job losses.

But rents, which typically move parallel to house prices, have fallen. The average 

monthly rent was $1,283 for the 213,000 units in 1,200 Bay Area apartment complexes 

during the last three months of 2003, RealFacts found. The vacancy rate was 5.9 

percent. In the third quarter the average rent was $1,292, with 5.7 percent of units 

vacant; a year ago the average rent was $1,337, and the vacancy rate 6.3 percent. The 

average size of units surveyed was 830 square feet.

East Bay rents were even lower. The average monthly rent was $1,188 for the 75,000 

units surveyed in Alameda and Contra Costa counties, down less than 1 percent from 

the third-quarter average rent of $1,194 and about 2 percent from a year ago.

The fourth-quarter vacancy rate in the East Bay was 5.2 percent, up a notch from 5.1 

percent in the third quarter and more than six times the 0.8 percent vacancy rate during 

the second quarter of 2000. Strikingly, average rents remained about 15 percent lower 

than the peak of $1,405 reached during the second quarter of 2001.

The average rent for a one-bedroom, one-bath unit in the East Bay was $1,049, while 

the average for two-bedroom, two-bath units was $1,310. Developers added 535 units 

to the market in 2003, down from the 1,325 units built in 2002.

Fremont, with nearly 14,000 units commanding an average rent of $1,207, is the 
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apartment capital of the East Bay. Berkeley's 222 units in large complexes were the 

priciest, with an average rent of $1,766.

The new rent data provided additional evidence for the bubble theory, said Dean Baker, 

co-director of the Center for Economic and Policy Research in Washington, D.C. 

Economic fundamentals "should be having roughly the same effect on rents as house 

prices," he said.

But that hasn't happened. While rents have fallen, in November the median price of a 

house sold in the Bay Area reached an all-time high of $455,000, and sales volume for 

that month was the highest since 1988, according to DataQuick Information Services, a 

La Jolla real estate information collector. The average monthly payment on standard 

home loans to finance those purchases was $2,076, DataQuick said. Monthly mortgage 

payments are not directly comparable to rents since buyers usually put up substantial 

down payments but receive large tax breaks.

Seeking to raise awareness of risk in the house market, the D.C.-based center has 

offered a $1,000 prize to the author of the most convincing defense of the soundness of 

current price levels. Baker doesn't expect to find any of the arguments persuasive. He 

urged homeowners to brace themselves for a valuation collapse of as much as 30 

percent.

Other economists think the discrepancy between falling rents and rising house prices 

can be explained. Expensive house prices boosted demand for rentals among new 

arrivals during the Bay Area's late-1990s economic boom, said Steve Cochrane, an 

analyst for Economy.com, a West Chester, Pa., firm. When the economy tanked, tenants 

moved out and homeowners hung on, so the rental market took the brunt of the 

slowdown, he said.

And cheap loans tilted the playing field further toward home purchases, said Christopher 

Cagan, an analyst for First American Real Estate, a title insurance firm: "Low interest 

rates have made a lot of renters into buyers."

Michael Sklarz, an analyst for Fidelity National Information Systems, another title 

insurance firm, dismissed Baker's bubble argument as "naive" and saw limited risks to 

homeowners. "You'd have to see substantially higher (mortgage interest) rates for the 

so-called bubble" to deflate, he said.

But Cagan saw another danger: home buyers relying on adjustable rate loans or 

introductory rates to leverage their buying power could be vulnerable to a downturn. A 

bubble, he said, is "a market driven by psychology" rather than economic fundamentals. 

Gimmicky lending has some worrisome similarities to a bubble psychology, he said.
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In the meantime, bargain-hunting renters can look in the East Bay. Average fourth-

quarter rents in the East Bay remained 7 percent lower than the $1,284 average in 

Santa Clara County, where the vacancy rate was 6.9 percent, and 23 percent lower than 

the $1,544 average in San Francisco, San Mateo and Marin counties, where vacancies 

were at 4.9 percent.

Rick Jurgens covers the housing, development and energy industries. Reach him at 925-943-8088 

or at rjurgens@cctimes.com. 
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