






 

 

largest housing markets. 
Forbes used U.S. Census data 

to determine the highest per-
centage of outstanding home 
equity and second loans among 
the nation’s major housing mar-
kets. By combining this data 
with housing price trends taken 
from the National Association of 
Realtors, they gauged markets 
experiencing steep home price 
drops to signify homeowners’ 
level of overextension. Home-
owners in areas where prices 
fell the most were projected to 
be having the hardest time refi-
nancing or staying afloat. Not 
being able to refinance makes 
homes more likely to fall into 
foreclosure because properties 
more easily slip into negative 
equity situations when the prop-
erty is worth less than the out-
standing loan on it. 

Home equity loans were 
highly popular during the hous-
ing bubble, especially as the 
home price market was rising 
and homeowners were able to 
take cash out of the value of 
their home, and deduct the 
interest. Only when home equity 
loans, second mortgages and 
the market fell did things start 
to fall apart.  

In San Diego, 27.5 percent of 
mortgage holders have either a 
home equity loan or a second 
mortgage, or both—among the 
highest rates in the country. 
Home equity loans and second 
mortgages were often taken out 
for immediate cash or, in many 
cases during the housing boom, 
as a way to cover down pay-
ments for the home. Borrowers 
with these "piggyback loans" 
were thus able to buy homes 
without putting any money down 
solely based on credit. 

This worked for buyers when 
home values were rising, but as 
prices started to fall, these 
homeowners became particu-
larly vulnerable to foreclosures 
with no equity in their homes as 
the market downturn put them 
upside down or underwater. 
Slumping home prices mixed 
with home equity lines of credit 
and second mortgages also 
signal a slowdown in the local 
economy, as loans were often 
used for home improvements or 
big-ticket items. This is readily 
apparent in San Diego with tax-
able retail sales falling into 
negative territory starting as 
early as 2005 after adjusting for 
inflation, and by 2007 is nega-

tive even without considering 
inflation. As of the 3rd quarter 
of 2007, retail sales across San 
Diego County have slumped 4.5 
percent from the previous year, 
despite an increasing popula-
tion and rising incomes. 

Looking forward: Implications 
for San Diego’s future economy 

Despite San Diego’s eco-
nomic growth and income in-
creases, housing prices rose 
beyond local household income 
to sustain those levels. Debt 
ratios of San Diego consumers 
are also compounded by the 
high cost of living primarily 
driven by the high cost of hous-
ing. The housing market’s dys-
function or “irrational exuber-
ance” was primarily due to too 
easily granted loans for highly 
inflated home values. The re-
sulting slump of home prices is 
a market correction bringing 
home prices back down to more 
realistic and historic levels com-
pared with area incomes. 

As difficult as this is for many 
who lost or will lose their 
homes, the contraction is nec-
essary—a counterbalance to the 
era of easy money and over-
leveraging. While home values 
are worth much less than be-
fore, prices are more in line with 
local household incomes. Loans 
will not be given as freely as 
before, but will be available to 
those with good credit and the 
housing market will be back to 
normal, at least as normal as it 
ever is for San Diego. 

The fallout from the market 
correction will leave generally 
weak economic conditions for 
San Diego for some time. This 
portends slower activity not only 
for the housing market, but 
lower business activity and 
sales as consumers adjust to 
lowered finances and height-
ened debt levels. With job 
losses coming about primarily in 
the construction, real estate 
and financial sectors, other 
business activity will also be 
weak until the housing market 
stabilizes and debt loads are 
reduced. 

Indicators for San Diego’s hous-
ing market turnaround 

Among many the questions is 
“when will we know when we hit 
bottom.” It is the opinion of this 
author that it is important to 
keep one’s eye on five key indi-
cators when seeking to under-

stand when the market is likely 
to have hit bottom and a stabili-
zation and/or turnaround in 
housing prices is beginning to 
occur. 

• Annual payroll job changes – 
job numbers vary from month-
to-month because of seasonal 
variations or time of year due to 
regularly occurring activities 
such as school sessions, holi-
day shopping, or weather. Sea-
sonal adjustments and year-to-
year comparisons reveal 
“actual” job changes, which are 
tracked and reported for San 
Diego by the California Employ-
ment Development Department. 
The website for this data of San 
Diego is available at: 
www.calmis.ca.gov/htmlfile/ 
msa/sdiego.htm 

• Residential construction – 
the number of housing units 
authorized each month for con-
struction reflects the dynamics 
of the housing market and as 
previously stated should have 
some correlation to local job 
and income changes. The U.S. 
Census Bureau tracks and pub-
lishes the number of new pri-
vately-owned residential build-
ing permits issued each month. 
This data may be found at: 
censtats.census.gov/bldg/ 
bldgprmt.shtml 

• Home sales and prices – the 
number of sales as well as price 
changes show activity in the 
local housing market. Dataquick 
is a private San Diego-based 
company tracking actual sales 
and prices of homes sold col-

lected from county recorder and 
assessor’s records. The data is 
summarized by zip code in San 
Diego and published each 
month at: 
www.dqnews .com/Char ts/ 
Monthly-Charts/SDUT-Charts/ 
ZIPSDUT.aspx 

• Home values – since the set 
of homes sold varies each 
month, changes in average 
price may occur because of 
differences in the types and 
sizes of houses or changes in 
the physical characteristics of 
the homes sold. A measure 
reflecting the true change in 
value of housing was developed 
and calculated each month by 
Standard & Poor’s Case-Shiller 
Home Price Indices. This meas-
ure ensures housing values 
reflect actual market value 
changes. Twenty metropolitan 
regional indices are measured 
each month, including San 
Diego, published at: 
Standard & Poor's Case-Shiller 
Home Price Indices 

• Housing affordability – as 
previously presented here is a 
measure of the percentage of 
homes sold in a given area that 
are affordable to families earn-
ing that area’s median income 
during a specific quarter as 
tracked and published in the 
National Association of Home 
Builders/Wells Fargo Housing 
Opportunity Index. San Diego is 
included in this report each 
quarter at: 
www.nahb. org/ page. aspx/ 
category/sectionID=135 
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S ince a low of 3.7 percent in 
2006, San Diego’s unem-

ployment rate climbed to a high 
of 6.5 percent in July 2008 and 
6.4 percent in August. This is the 
highest the rate has been since 
1995.  Critically, at that time San 
Diego was emerging from the 
severe ’90s recession and the 
rate was declining (from a high 
of 8.6 percent reached in 1993). 
In contrast, the rate is now climb-

ing and probably not yet reaching 
a plateau. 

San Diego’s unemployment 
rate remains more than a full 
percentage point lower than 
California’s rate of 7.6 percent, 
but has risen above the national 
level (except for a few months in 
2002) for the first time since 
1996. The national unemploy-
ment rate was 6.1 percent in 
August. 

Residential building showed 
improvement in August but re-
mains at historically low levels 
and it is highly doubtful a bottom 
to the slowdown has been 
reached. Since the beginning of 
the year, the numbers of housing 
units approved for construction 
are 25 percent lower than for the 
same period in 2007, and more 
than 61 percent lower than in 
2005. 

New business licenses issued 

by the City of San Diego in Au-
gust show a drop in number from 
the previous two months and 
from a year ago. The year-to-date 
number was still positive, how-
ever, showing an 11.6 percent 
increase over the previous year. 

The San Diego stock index 
continued to be extremely vola-
tile. The August 2008 index 
jumped 11.4 percent from July, 
but was 1.8 percent lower than 
in August 2007. 
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