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San Diego Housing Dynamics: A New Reality?

ith the lowest
mortgage interest
rates of the past 60
years, and homes more
affordable to buyers in
nearly two decades,
San Diego’s housing
market could be sizzling.
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units authorized for
construction in the
2000s was less than
half the numbers recorded in the 1970s
and 1980s, despite San
Diego’s population more
than doubling since that
time. As the population
expanded in the 2000s,
comparatively fewer
homes were built, and
those that were built
were much more expensive, particularly compared with household
income levels.
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proximate to fast growing employment centers, drives up
prices and causes lengthier
commutes. High property taxes
and impact fees serve as barriers for first-time buyers and to
home ownership, especially as
lenders require substantial
down payments before approving mortgages. The state’s
population also trends younger
and is much more transient
than many areas of the nation.
When the home price bubble
started developing, homeownership rates in San Diego actually rose, quickly rising from
just 56 percent in 1999 to
historic high of 66 percent in
2003. This was also a period
of aggressive efforts toward
condo conversions, with thousands of apartment units restructured to sell as condominiums. Once prices reached
the stratosphere in the mid
2000s, ownership rates
quickly fell – largely because
buyers could no longer afford
such excessive prices.
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Despite the median
price of homes sold
decreasing 46 percent
over the past four
years, affordability
remains a significant
challenge. But other
metro areas also saw
home values declining. Thus when all is
said and done, San
Diego remains at
about the same relative position where it
has traditionally been
for affordability ranking.
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Housing price and
household
income
imbalances
The comparison of
local median home
prices to median
household incomes
reveals how out-ofbalance the housing
market had gotten.
The ratio to San
Diego’s median home
price reached well
above 7.0 times the
median
household
income between 2004
and 2006, clearly
unsustainable for local market demand.
The ratio subsequently collapsed to
less than 4.0 times
median income, still
high by nationwide
standards, but relatively good for coastal
California. The ratio
has climbed upwards
again in 2010 ranging
between 4.1 and 4.3.

Imbalance of population, jobs, incomes,
housing supply and
prices

slightly improve, in
large part because
prices dropped so low
and are much more
affordable to household income earnings.
Sharp increases in
prices or number of
sales transactions,
however, are not anticipated. Indeed, we believe it will be several
years before housing
comes back into equilibrium to the region’s
population, job, and
income growth.
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The same comparison
for other major California metro areas shows
even higher imbalances. The inland Riverside-San Bernardino
metro area is the exception where a much
lower price to income
comparison indicates
far better affordability.
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While recent stabilizing
home prices suggest
the beginnings of improvement, there are
still headwinds. A large
number of foreclosed
and repossessed homes held
by financial institutions remain
and still need to be marketed
and resold by lenders. The assets are only held back to keep
prices somewhat stable. According to an article in Mortgage Match News, “Lenders
are holding back foreclosed
homes to prevent a glut from
further depressing prices and
eroding the value of bankowned properties. ‘The conventional view is if you have 10
foreclosed properties in an
area you don’t want to put all
10 houses on the market,’
explains Dean Baker, codirector of the Center for Economic and Policy Research.”2
Such dynamics also put deflationary pressures on
the market, as buyers
anticipating or fearing
additional distressed
sales and further
prices drops postpone
buying. While interest
rates remain at historic
lows, more stringent
loan standards and
processing waits make
home-buying difficult. A
significant amount of
housing stock also
remains unaffordable
for a major portion of
would-be buyers.
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The following chart il3.0
lustrates the dynamics
of San Diego’s housing
2.0
market over the past
two decades. Between
1990 and 2000 housSource: National Association of Home Builders; National University System Institute for Policy Research
ing prices were generally in line with the supply of homes, population gains, increasing more than 10 times and construction proportions
job growth and income. As (1009 percent) over this 80– for a regional economy. (See
these factors rose (and given a year period. The number ap- San Diego Economic Ledger
relatively inelastic housing mar- proved in 2010 started at a “October 2009 – Metropolitan
p a g e
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ket in communities near job higher pace before slipping in G D P ” ,
centers), housing prices ad- more recent months. By the www.nusinstitute.org)
justed for inflation rose only 20 end of the year, only 3,500 will
Losses from building and sellbe issued, the second lowest
percent over the decade.
ing real estate hampers many
year on record.
other sectors of the local econBy 2001 housing prices started
to “decouple” from this rela- Housing prices began faltering omy. The losses of income and
tionship. Whereas jobs, popula- in San Diego well before job spending led to retail, services,
tion, income and supply plod- losses and unemployment and even manufacturing, inded along in lockstep gradually started escalating. The col- vestment, and government
upward, homes prices went on lapse of home values soon sectors being hit by the collatan unprecedented ride. More aggravated additional job eral damage.
than any other chart in this losses as a large portion of the
The outlook for housing from
report, this dramatically illus- economy derives from building,
here
trates the disconnect of the selling, and leasing real estate.
housing bubble that inflated The San Diego metro area has Our forecast for 2011 is that
and subsequently collapsed one of the highest real estate housing prices will continue to
over the first decade of
San Diego Population, Jobs, Income,
the 21st century.
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With home sales and
prices collapsing, and
foreclosures rising,
residential construction activity throughout
the region also collapsed. The number of
housing units authorized for construction
across the County fell
to only 2,946 in 2009,
the lowest annual
number recorded in
San Diego since before
pre-World War II, and
despite the population

Housing Supply and Price Index

Index: 1990=100.0

The collateral damage
from the bubble collapse

Source: National University System Institute for Policy Research
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e: estimate, f: forecast.

For those waiting or
anticipating
San
Diego’s housing market to quickly rebound

to former highs, the ratio of
price constrained by area incomes suggests this will not be
happening soon. It is difficult to
conceive of similar financial
conditions allowing such high
imbalances to area incomes
redeveloping. While certain
areas of the local housing market may see rapid price hikes
again, particularly in upscale
and constrained areas along
the coast or other premium
locales, those markets are not
dependent upon working-level
household incomes. Median
and lower household incomes
limit how much home prices
overall will rise. Those anticipating prices returning to former peaks of the mid-2000s
will be waiting a long time.
In the mid-term we see other
troubling signs. The depressed
level of new housing construction and especially the loss of
firms with experience and
know-how to entitle properties
and navigate through San
Diego’s restrictive building
codes are likely to lead to a
delayed response once increased demand reemerges.
While the glut of foreclosures
and weak demand for housing
is keeping prices subdued for
the time being, in the midterm
rapid price corrections could
eventually develop and, we
fear, the kind of price signals
that helped create the irrational
exuberance of the past decade
might reappear. We are hoping
for greater sobriety and more
careful consideration of market

Dashboard Observations—October 2010
By Kelly Cunningham, Economist, Senior Fellow

A

ll “Dashboard” indicators
were positive in the month
of October 2010 except residential building. The number of
housing units authorized for
construction in 2010 is showing increases over 2009’s 80year low number, despite faltering the two most recent
months. As of October 2010,
the number of units under construction are running 21.6 percent above the previous year,
but will still end the year as the
second lowest on record in San
Diego since World War II.
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Source: U.S. Department of Commerce.

San Diego’s unemployment
rate was 10.3 percent in October 2010, more than 2 percentage points lower than the
rest of California at 12.4, but
0.7 percent higher than the
rest of the nation at 9.6 percent. The seasonal adjustment
shows the rate improving over
September’s rate.

Oct
2010

Month
Change

Indicator
(Sea. Adj.)
Unemployment Rate1
10.3%
-0.3%
San Diego County
2
Residential Building
-15.9%
Units authorized for construction 145
San Diego County
New Business Licenses3
1,111 35.0%
Issued by City of San Diego
San Diego Stock Index4
114.0
5.5%
San Diego based companies
2nd Thursday of month

The City of San Diego certified
1,111 new businesses licenses
in October, a strong jump from
the previous month and from a
year ago. Despite the latest
gain, the numbers issued so
far in 2010 is running 7.6 percent lower than the period in
2009, and is the lowest
amount since 2002.
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▲

▼

-24.9%

▼

▲

4.9%

▲
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1

California Employment Development Department.
U.S. Bureau of the Census.
3
Business Tax Program, City of San Diego.
4
Second Thursday of month, Bloomberg News, San Diego Daily Transcript.
2

The stock index of San Diego
based companies continues to
rebound since the end of 2008
and early 2009. In spite of

significant volatility, the October index of 114.0 represents
rising values for major San
Diego corporations.

fundamental this time around.

S&P/Case-Shiller Home Price Indices, on the Rise,” Mortgage Match News,
November
30,
2010, Dec e m be r
2 ,
20 1 0,
http://www.mortgagematch.com/new
www.standardandpoors.com.
1“Broad-based Declines in Home
s/home-buying-and-selling/shadow2
Prices in the 3rd Quarter of 2010”, Emmet Pierce, “Shadow Inventory inventory-on-the-rise-324/.
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National University System Institute for
Policy Research (NUSIPR) is a nonpartisan organization that formulates and
promotes high quality economic, policy,
and public-opinion research so as to improve the efficiency and effectiveness of
local governments in San Diego County.
NUSIPR does not assume any legal liability or responsibility for the accuracy or
completeness of any information con-
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tained herein. NUSIPR expressly disclaims
all warranties (whether express, implied or
statutory) and liability to the maximum
extent permitted by law in relation to the
content hereof. The opinions expressed
are the personal views and opinions of the
authors. Any copying, redistribution or
republication of the San Diego Economic
Ledger, or the content thereof, is strictly
prohibited.

