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S ix years since the housing market hit bottom, 
the median price of homes sold in San Diego 

has rallied to $430,000 as of the 4th quarter of 
2014, a 59 percent increase since the 2009 low. 
This remains less than a decade ago when the 
price reached a high of $500,000 in 2005. Adjust-
ed for inflation the “real” recovery has actually 
been only 45 percent back from the bottom. 

Rising housing prices are further straining the re-
gion’s pressured household budgets again. San 
Diegans already spend the highest portion of 
household income for housing among the nation’s 
major urban centers. 

Housing price recovery from epic bust 

The prior 10-year run-up in prices from 1995 to 
2005 saw San Diego home prices increase 218 

percent. The “real” increase or, as now 
called by many “bubble” was 128 per-
cent, a considerable increase of home 
values. Housing prices then fell 46 per-
cent from the 4th quarter of 2005 to 1st 
quarter of 2009, a 51 percent drop ad-
justed for inflation.  

San Diego home prices remain significant-
ly higher than in the rest of the nation. 
Over the past decade the median price of 
homes ranged from low of “only” 50 per-
cent above the national median in 2008 
to well over double as of 2014.  

San Diego continues to rank among the 
nation’s least affordable markets 

San Diego consistently ranks among the 
nation’s least affordable housing mar-
kets. The National Association of Home 
Builders’ (NAHB) “Housing Opportunity 
Index” (HOI) measures the percentage of 
households that could afford the pur-
chase of a median priced home sold in a 
given quarter.1 As of the 4th quarter of 
2014 San Diego’s HOI stood at just 25.3, 
making the region the nation’s 10th least 
affordable. 

San Diego is one of multiple California 
metro areas with this problem. Among the 
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226 metropolitan areas measured, 
California accounted for 13 out of the 
14 least affordable markets. Only the 
New York metro area (ranked 8th) was 
outside of California. Among the 25 
least affordable markets, 18 are in Cal-
ifornia. 

San Diego’s low affordability ranking 
results from combination of relatively 
high home prices against slightly above 
middle household incomes. While the 
median pr ice of  homes sold 
($430,000) in San Diego was 14th high-
est, as of the 4th quarter of 2014, medi-
an household income of $72,700 was 
54th. 

The San Francisco metro area, the na-
tion’s least affordable housing market, 
had the nation’s 2nd highest median 
household income ($100,400, exceed-
ed only by San Jose), but median price 
of homes sold ($920,000) was by far 
the highest. Only 11 percent of resi-
dents could afford to buy homes selling 
at that price. 

Across the nation, the median price of 
homes sold ($215,000) among all of 
the 226 metropolitan areas measured, 
shows 62.8 percent were affordable for 
the nation’s median household income 
($63,900). 

Another noteworthy trend revealed by 
the NAHB data is San Diego’s median 
household income during 2013 and 
2014 ($73,000) was less than report-
ed between 2009 and 2012 ($74,900-
$75,900). Reduced income at the 
same time housing prices are rising 
significantly compounds unaffordability 
capacity as well. 

According to nationwide analysis by 
RealtyTrac, a real estate information 
company, since bottoming in 2012, 
home prices have surged by an aver-
age of 13 to 1 ratio compared to in-
come.2 Without incomes rising, hopeful 
buyers are not able to save for a down 
payment and take advantage of histori-
cally low mortgage rates. Of course the 
higher the home price, the greater 
amount needed for down payment and  
meeting monthly mortgage payments. 

Distortion of household income to 
housing price ratio 

Comparing the ratio of home price 
against median household income fur-
ther illustrates affordability challenges. 

Home values across 
the U.S. were about 
two to three times me-
dian household in-
come. The housing 
price bubble of the 
mid-2000s saw this 
ratio spike to more 
than four times U.S. 
median income. After 
falling below 3.0 dur-
ing the housing market 
crash, the ratio has 
now climbed back 
above the threshold in 
the past two years. 

By contrast, San Die-
go’s housing price ra-
tio has historically 
been around 4.0 times 

income range. The ratio briefly reached 
8.0 at the height of the bubble before 
falling below 4.0 a few times from 
2009 to 2012. The ratio neared 6.0 
again as of 2014, exceeded only by the 
“bubble” years of 2003 to 2007. 

For some consolation by comparison, 
other California metro areas are even 
more “frothy” in the post-recession re-
bound. San Francisco and Los Angeles 
ratios for median housing price/
household income both peaked well 
above 9.0 at the height of the housing 
price boom. Los Angeles’ ratio fell to a 
low of 4.6 in 2012 before climbing 
back to 7.5 as of 2014. San Francis-
co’s ratio fell to a low of only 5.3, but 
quickly rebounded to 9.2 again as of 
the latest quarter of 2014. 

San Jose metro area housing peaked 
around 7.0 before falling below 4.0, 
but more recently approached 7.0 
again. Orange County (Anaheim-Santa 
Ana-Irvine, CA metro area) like San Die-
go peaked around 8.0, before falling to 
low near 4.0s, but already has climbed 
back to 7.0 as of the last quarter of 
2014. 

Home price reacceleration 

While NAHB data reflects the median 
price of homes sold during a given 
quarter, the S&P/Case-Shiller Home 
Price Indices track changes in home 
value given a constant level of home 
quality.3 

S&P/Case-Shiller reveals San Diego 
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home values were among the most 
volatile over the past decade. Of the 20 
major metropolitan areas covered, San 
Diego led prices both up and downward 
over the course of the mid-2000s price 
bubble and collapse. Since bottoming 
in 2009, only San Francisco and Los 
Angeles have shown greater price gains  
to this point. Here again by comparison 
with the rest of the nation, California 
metros show much more volatility for 
home value changes.  

Another consideration is 12 San Diego 
areas are included in Forbes 500 most 
expensive housing Zip Code areas.4 A 
way to consider this is San Diego ac-
counts for approximately 1.0 percent of 
the U.S. population, but 2.5 percent of 
the most expensive housing markets as 
measured by Forbes. 

Salary needed to buy a home 

Another measure of housing costs 
comes from the mortgage research 
company HSH.com, which compares 
the salary needed to purchase a medi-
an priced home among the nation’s 27 
major metropolitan areas. They esti-
mate how much income buyers need to 
earn to afford principal, interest, taxes 
and insurance payments for the medi-
an-priced home for each metro area. 

Across the nation a buyer on average 
who puts 20 percent down needs to 
earn a salary of $48,604 to afford a 
median-priced home. This total varies 
significantly across the nation. Pitts-
burgh, Cleveland, St. Louis and Cincin-
nati rank as the most affordable major 
metros for buying a new home accord-
ing to the HSH.com estimates where a 
median price home can be purchased 

while earning less than $34,000 per 
year. On the high end, New York, Los 
Angeles and San Diego are cited are 
requiring a salary of at least $90,000. 
The most expensive city by far, howev-
er, is San Francisco, with an estimated 
salary of $142,448 required to buy just 
a median priced home in the area. 

This assumes a buyer spends 28 per-
cent of gross monthly income on hous-
ing, including principal, interest, taxes 
and insurance, (in line with industry 
guidelines for standard "front-end" debt 
ratios) and making a 20 percent down 
payment on the home.5 

Housing supply not keeping up with 
population growth  

San Diego added 35,500 residents 
during 2014. The popu-
lation increase was pri-
marily due to “natural 
causes” (more births 
than deaths). In addi-
tion, there has been a 
return to net inflows of 
foreign migrants. Inter-
nal or domestic migra-
tion remains negative. 
Assuming an average 
household size of 2.75, 
the region needs to add 
12,900 housing units to 
accommodate this pop-
ulation growth. Even 
assuming a larger 
household size of 3.0, 
reasonable given how 

much of the population growth was 
internal, the region should have added 
11,800 housing units to keep pace. 

Housing construction, however, after 
reviving somewhat since the recession 
ended in 2009, has been constrained 
in San Diego. Recovering somewhat 
from historical low in 2009, the num-
ber of units authorized for construction 
in 2013 was 8,255. In 2014, however, 
the number fell back to only 6,871. 
(See Dashboard Indicators on page 5.) 
This was little more than half needed to 
accommodate population added. 

Overhang from foreclosed and vacant 
housing leftover from the housing bust 
has largely been absorbed. San Diego 
is once again “exporting” housing need-
ed to southern Riverside County and 
northern Baja California. Given supply 
deficits, building more housing is un-
likely to alleviate upward pressures on 
prices in the foreseeable future. 

High housing costs distort household 
budgets of regional consumers  

According to the Bureau of Labor Sta-
tistics’ latest “Consumer Expenditure 
Survey”, San Diegans spend the great-
est share of income before taxes on 
shelter among major metro areas re-
ported. San Diegans spending on shel-
ter averages 20.4 percent of area in-
come, slightly exceeding New York’s 
20.1 percent. By comparison, average 
spending among consumers across the 
U.S. was only 15.4 percent. 
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Although income before taxes is 19 
percent higher in San Diego than 
average for the U.S., annual spend-
ing on shelter at $23,009 is 57 per-
cent higher. The one significant ad-
vantage San Diego has is utilities 
are lowest for any major urban area 
reported largely because the mild 
climate requires less to both heat in 
winter and cool in summer. (See 
“San Diego: Energy, the Economy, 
and the Call for Pause” http://
careaboutenergy.org/wp-content/
uploads/San-Diego-Energy-the-
Economy-and-the-Call-for-Pause.pdf.) 

With significantly more necessarily 
spent on shelter, commensurately 
less is available for spending on oth-
er items. This is particularly evident 
among certain discretionary catego-
ries of spending. San Diego house-
holds spend less on cars and other 
vehicles, health care, education, 
food (particularly food consumed at 
home), entertainment, and cash 
contributions.6 While not a direct 
relationship (we may spend less on 
food, for example, because of San 

Diego’s proximate location to agricul-
tural areas with longer growing season 
and hence lower unit prices), it seems 
reasonable to conclude that some of 
the reduced spending is a conse-
quence of how much San Diego house-
holds must spend on shelter.  

Conclusions 

San Diego is likely to continue seeing 
high housing prices for the foreseeable 
future. Rising home prices further exac-
erbate affordability challenges as 
spending more on housing has signifi-
cant economic consequences. With 
relatively higher share of household 
income spent on shelter less is availa-
ble or compensated by spending on 
other consumer expenditures.  

This serves as a barrier to the region’s 
economic performance. With higher 
home prices, greater “leakage” of local 
spending flows out of the region to pay 
for financing the costs of relatively larg-
er mortgages and for rental rates paid 
to institutional owners based else-
where. A more healthy housing market, 
in contrast, would leave households 
with more discretionary income to 
spend on other local services and 
goods, reducing the rate of leakage 
and improving the region’s overall eco-
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Dashboard Observations– February 2015 
By Kelly Cunningham, Economist and Senior Fellow 

nomic performance. 

————————————- 
1The NAHB/Wells Fargo Hous-
ing Opportunity Index measures 
the percentage of homes sold in 
a given area affordable to fami-
lies earning the area’s median 
household income during a 
specified quarter using stand-
ard mortgage underwriting crite-
ria. Prices of new and existing 
homes sold are collected from 
actual court records by First 
American Real Estate Solutions, 
a marketing company. Mortgage 
financing conditions incorporate 
interest rates on fixed- and ad-
justable-rate loans reported by 
the Federal Housing Finance 
Board. 
2RealtyTrac, “Home Price Appre-
ciation Outpaces Wage Growth 
in 76 Percent of U.S. Markets 
During Housing Recovery”, 
March 26, 2015, http://
www.realtytrac.com/news/
home-prices-and-sales/home-
pr i ce -g rowth -versus -wage -
g r o w t h - d u r i n g - h o u s i n g -
recovery/.  

3Changes in the types and sizes 
of houses or changes in the 
physical characteristics of hous-
es are specifically excluded 
from the calculations to avoid 
incorrectly affecting the index 
value. For more information on 
the S&P/Case Shiller Home 
Price Indices, see: http://
us.spindices.com/index-family/
real-estate/sp-case-shiller. 
4Erin Carlyle, “America's 500 
Most Expensive ZIP Codes In 
2014”, Forbes, October 22, 
2014, http://www.forbes.com/
sites/erincarlyle/2014/10/22/
full- l ist-americas-500-most-
expensive-zip-codes-in-2014/  

San Diego Housing 
(Continued from page 4) 

5To calculate the cost of buying the median-
priced house in a given urban area, HSH.com 
combines its own average interest rate for 30-
year, fixed-rate mortgages in the fourth quarter; 
the National Association of Realtors’ data on 
median-home prices in the fourth quarter; aver-
age metropolitan property tax data from the Tax 
Foundation, a Washington-based think tank; and 

statewide average homeowner insurance premi-
um costs from the Insurance Information Insti-
tute, an industry organization. 
6Spending for persons or organizations outside 
the consumer unit, including alimony and child 
support payments, care of students away from 
home, and contributions to religious, education-
al, charitable, and political contributions. 

Residential construc-
t ion  plateaued and 
then faltered over the 
course of 2014. The 
number of units ap-
proved for construction 
in  2015 so far  are 
down from the previous 
year as well.  

San Diego’s unemploy-
ment rate continues to 
improve reaching a sea-
sonally adjusted 5.3 
percent in February, the 
lowest rate in nearly 
seven years .  Labor 
force stat is t ics  are 
slightly revised for the 
past several years, but 
continue to show un-
employment improving 
s ince topping more 
than 11.0 percent in 
2009 and 2010. 

After the San Diego 
stock index mixed per-
formance of 2014, the 
market continues up-
ward so far in 2015 to 
record levels. The index 
of locally headquar-
tered, publicly-traded 
companies is up 8.3 percent over the past 
year. 

New business certificates issued by the City 

of San Diego totaled 1,239 in February. Alt-
hough down somewhat from the previous 
month, over the past year the number is up 
by 18 percent. 


