The Performance of California’s Housing Market in the 1990s

The State weathered a significant recession during the early 1990s; by 1998, the State’s economy
had generally recovered. In several regions (notably the Bay Area, Sacramento and portions of the
Greater Los Angeles Region), employment growth has led to a recovery of incomes, and migration
levels have returned to pre-recession levels. However, the recession and subsequent recovery
have impacted housing markets throughout the State. The relative strength of housing markets,
measured by homeownership, rental and house prices, and vacancies reveal the underlying
conditions currently faced by households throughout the State.

Homeownership

California has a low rate of homeownership. The national homeownership rate stood at about 64.2
percent in 1990, and 11 states had homeownership rates that exceeded 70 percent. California’s
homeownership rate (55.6 percent) was one of the lowest in the nation; only three states (New
York, Hawaii, and Nevada) had lower rates.

This is not to indicate that homeownership rates in the State are uniformly low. Homeownership
rates were only high in the non-metropolitan portion of the State — these were the only areas that
exceeded the national average in 1990 (see Figure 21). Ownership rates in the non-metropolitan
regions within the State paralleled national rates, while metropolitan rates reached only about 55
percent. The Central-Southern California and Northern California Non-metropolitan regions had
the highest overall ownership rates (70.5 and 66.1 percent respectively). Ownership throughout
the Northern California Region paralleled national figures, with an average ownership rate of 63.3
percent within the region.

However, all other regions in the State had homeownership rates that were below 60 percent, and
with few exceptions, individual counties in these regions followed respective region-wide trends. In
the Sacramento Region, while the overall ownership rate was about 58.8 percent, both Placer and
El Dorado counties had homeownership rates that exceeded 70 percent, and though owners in
Sacramento County accounted for approximately 56.6 percent of households, ownership in the
Sacramento MSA was only slightly below 60 percent. The remaining counties in the region all
experienced ownership rates that were between 52 and 58 percent. In the Central Coast Region,
the three less urbanized counties (San Benito, San Luis Obispo, and Santa Cruz), had ownership
rates in the 60 to 61 percent range, while Monterey and Santa Barbara counties had rates below the
statewide average (50.7 and 54.7 percent respectively). Ownership in the Central Valley Region
averaged 57.7 percent, with individual counties ranging from 54.3 percent to nearly 65 percent.

Homeownership rates in the Greater Los Angeles, San Diego and Bay Area regions were lowest in
the State (54, 53.8 and 56 percent respectively). In the Greater Los Angeles Region, with the exception
of Los Angeles County (where ownership units were 48.2 percent of total units), all other urban
counties had ownership rates that were at least 60 percent. In the Bay Area Region, with the
exception of Alameda and San Francisco counties (where ownership units accounted for 53.3 and
34.5 percent of units, respectively), ownership was also strong, generally ranging between 59.1
and 67.6 percent of housing units. In general, homeownership patterns in 1990 revealed a pattern
of higher rates in outlying non-metropolitan areas and the suburban counties near the major urban
counties within the State. Homeownership rates also tended to be lower along the coastal areas.
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Detailed information on homeownership rates is not available consistently within the State since
Census information published in 1990. As part of the Current Population Survey (CPS) conducted
by the Census Bureau, estimates of homeownership are reported for the State and several
metropolitan areas. Since this information is collected from a sample of housing units within the
nation, State and metropolitan areas, itis subject to variability over time. For many areas within the
State, the estimates may vary by about 4 percent in an individual time period. For example, the
homeownership rate is estimated at 54.8 for Sacramento in 1997 — the actual rate may vary from
about51.1 to 58.5 percent (with 95 percent confidence). Thus, the figures presented in the following
discussion should not be taken as exact estimates of the underlying homeownership rates within
the State, but instead should be viewed as general indicators of underlying trends (see Table 13).
In addition, based on comparisons to 1990 Census information, these figures appear to
systematically underestimate homeownership within the State. These variations are often significant
—in the Oakland Metropolitan Statistical Area (MSA), Cdensus figures are 8 percent higher, while in
Sacramento, Census data were over 10 percent higher. Conversely, both San Francisco and San
Jose Census figures were lower by 1 and 7 percent respectively.

Homeownership has continued to increase in the nation, rising by about 2.5 percent between 1991
and 1997. Based on Housing Vacancy Survey data, the national homeownership rate reached
about 65.7 percent by 1997. Given the relatively high rate of ownership outside of metropolitan
areas, it is not surprising that the strongest increases were evident within metropolitan areas —
while rising, homeownership rates still remain about 15 percent lower inside of metropolitan areas.
According to this data, California continues to lag national trends in homeownership. While overall
homeownership increased, the relative pace in California was below the rate of increase at the
national level (2.2 percent in California). Moreover, given the depth of the recession in California
during the early 1990s, these figures (which indicate a rising rate through most of the recession)
may overestimate homeownership changes in the early part of the decade. On the whole, it
appears that the rate of homeownership within the State has risen since the turn of the decade, but
only modestly (certainly less than 3 percent from the 1990 to 1997 period). Based on the CPS
sample, overall homeownership within the State is approximately 57 percentin 1997.

These dampened changes at the State level are mirrored within the metropolitan areas of the
State. With the exception of the Oakland MSA (with a homeownership rate that was significantly
below Census reported data), underlying homeownership rates in each metropolitan area tend to
follow overall State trends. That s, all metropolitan areas exhibit changes in homeownership that
are well below metropolitan changes within the nation. Declines are reported in Los Angeles, the
San Francisco MSA and Sacramento. However, in the case of Sacramento, there is a mismatch
between 1990 Census and CPS data. It may be that the CPS is underestimating the relative
growth in the area; however, the relative change is fairly small in the area. Only in the Oakland MSA
did homeownership increase significantly. However, given the divergence between Census and
CPS information in 1990, this growth may be significantly overestimated as well.

In summary, while there appears to have been a modest increase in the level of homeownership
within the State, this growth has been modest, rising more slowly than national trends in
homeownership. Given construction trends, it appears that homeownership has risen by no more
than 1.5 (rising to 57 by 1997). If this is the case, the State has added more than one-half million
homeowners throughout the 1990s.
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Housing Vacancy Rates

Willing buyers and sellers all interact in the housing market through competition for vacant housing
units. When vacancy rates are low, households will compete for the available supply, bidding up
both rents and prices within the housing market. Conversely, when vacancies are high, landlords
and sellers will tend to reduce rents or prices to improve the relative value of a property, hopefully to
entice buyers in the market to take their units. Thus, vacancy rates offer one of the powerful signals
of the relative health of housing markets, highlighting the relative balance between supply and
demand for housing.

1990 Vacancy Estimates

Overall Vacancy Rates

California entered the decade with an overall vacancy rate of 7.17 percent. Overall vacancies were
extremely high in California’s non-metropolitan areas (about 17.3 percent), driven largely by the
prevalence of second- or vacation-homes in non-metropolitan areas. The Central-Southern Non-
metropolitan California Region was notably high — it experienced overall vacancies nearly twice the
total non-metropolitan rate, with individual counties experiencing vacancies in nearly two-thirds of
housing units. While metropolitan areas experienced overall vacancies of about 6.78 percent,
individual regions varied. Overall vacancies in the Bay Area were approximately 5 percent, while
San Diego and the Central Valley regions both experienced relatively lower vacancies than statewide
averages (6.22 and 6.37 percent respectively). The Greater Los Angeles Region entered the decade
with overall vacancies at about 7.4 percent, though the underlying vacancy in individual counties
varied from about 5.5 percent to almost 17 percent. The Sacramento Region experienced the
highest overall vacancy rate among the metropolitan regions, with an overall vacancy of about 8.5
percent at the turn of the decade. The remaining regions (the Central Coast and Northern California)
experienced overall vacancies near statewide rates (7.9 and 6.9 percent respectively).

However, these regional averages mask systematic variation within counties within the State (see
Figure 22 and Table 14). Thus, while overall vacancies are high in the non-metropolitan counties,
both Humboldt and Mendocino counties experienced vacancies that were under 10 percent, and
several non-metropolitan counties, including San Benito, Glenn, Kings, and Tehama counties, all
had relatively low overall vacancy rates (6.6, 5.5, 5.5, and 8.3 respectively). In the Greater Los
Angeles Region, overall vacancy levels were polar — while Los Angeles, Orange, and Ventura
counties all had relatively low rates (5.5, 5.5, and 4.9 percent respectively), the Riverside/San
Bernardino area had rates nearly three times these levels (16.9 and 14.3 percent respectively).

In general, overall vacancies were relatively low throughout the Bay Area, with only San Francisco,
Sonoma and Napa experiencing rates that were above 6 percent (7, 7.5 and 6.5 percent respectively).
San Mateo and Santa Clara counties experienced overall vacancies below 4 percent (3.9 and 3.7
percent respectively), only matched in Yolo County (3.8 percent). In the Central Valley Region, with
two exceptions, overall vacancies were less than 7 percent (Madera and Kern counties had respective
overall vacancies of 8 and 8.6 percent respectively). Inthe Central Coast Region, rates varied from
about 6 percent (in Santa Barbara County) to over 11 percent overall vacancies in San Luis Obispo
County.
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Table 14

Vacancy Rates for California Counties

1990

Rental
Vacancy Rate

Owner
Vacancy Rate

Unavailable
Units (Share of
Total Stock)

Overall
Vacancy Rate

Metropolitan Areas
Greater Los Angeles Metro

Los Angeles County 6.03%
Orange County 6.71%
Riverside County 9.99%
San Bernardino County 8.83%
Ventura County 5.04%
Imperial County* 5.24%
Total Greater Los Angeles Metro Region 6.55%
Bay Area
San Francisco County 5.82%
Marin County 3.79%
San Mateo County 4.48%
Alameda County 5.56%
Contra Costa County 6.64%
Santa Clara County 4.59%
Sonoma County 5.26%
Solano County 6.13%
Napa County 4.67%
Total Bay Area Region 5.34%
Sacramento
Sacramento County 6.87%
Placer County 7.16%
El Dorado County 5.08%
Sutter County 4.38%
Yuba County 4.99%
Yuba 4.68%
Yolo County 3.72%
Total Sacramento Region 6.33%
Central Valley
Fresno County 5.66%
Madera County 3.77%
Kern County 6.59%
San Joaquin County 4.52%
Stanislaus County 4.85%
Merced County 3.47%
Tulare County 4.46%
Kings County* 5.62%
Total Central Valley Region 5.22%
San Diego Region 6.31%
Central Coast Region
Monterey County 3.75%
San Luis Obispo County 5.71%
Santa Barbara County 5.07%
Santa Cruz County 4.64%
San Benito County* 3.52%
Total Central Coast Region 4.67%
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1.81%
1.73%
4.92%
3.18%
1.90%
1.55%
2.28%

1.66%
1.70%
1.56%
1.35%
1.65%
1.39%
1.60%
2.11%
L79%
1.55%

1.43%
1.53%
2.05%
0.80%
0.56%
0.70%
0.99%
1.42%

1.53%
1.51%
1.99%
1.65%
2.08%
0.96%
1.03%
1.43%
1.64%

1.96%

2.31%
2.69%
1.90%
2.04%
2.82%
2.22%

151
1.77
10.99
9.48
1.94
7.25

3.28

2.67
2.32
1.21
1.56
1.76
1.01
4.63
1.52
3.81
1.86

1.72
14.93
21.45

2.09

4.33

3.14

1.54

5.22

2.84
5.80
4.92
2.05
191
3.22
4.49
2.35

3.29

2.29

3.91
7.36
2.78
6.14
0.04

4.69

5.49%
5.49%
16.90%
14.31%
4.89%
10.17%
7.43%

6.97%
4.76%
3.92%
4.88%
5.02%
3.71%
7.48%
5.11%
6.53%
5.03%

5.52%
17.69%
23.77%

4.35%

6.91%

5.55%

3.83%

8.54%

6.21%
7.98%
8.64%
4.88%
5.04%
5.27%
6.81%
5.71%
6.37%

6.22%

6.81%
11.00%
6.04%
9.05%
6.61%
7.86%



Table 14 (continued)

Vacancy Rates for California Counties

1990

Rental
Vacancy Rate

Owner
Vacancy Rate

Unavailable
Units (Share of
Total Stock)

Overall
Vacancy Rate

Northern California Region

Butte County 4.09% 1.20% 3.59 5.85%
Shasta County 3.74% 1.59% 5.33 7.57%
Tehama County* 5.23% 1.05% 6.07 8.33%
Glenn County* 2.09% 1.00% 4.08 5.45%
Colusa County* 4.66% 0.67% 8.88 10.85%
Total Northern California Region 3.99% 1.29% 4.71 6.91%
NON-METROPOLITAN AREAS
Northern California Non-metropolitan Region
Del Norte County* 8.90% 2.83% 7.50 12.14%
Humboldt County* 4.97% 1.26% 6.58 9.22%
Mendocino County* 5.33% 1.18% 7.00 9.60%
Lake County* 6.40% 3.92% 24.30 27.82%
Siskiyou County* 7.65% 2.18% 10.46 14.08%
Modoc County* 8.07% 3.62% 16.37 20.57%
Trinity County* 10.01% 2.55% 28.06 31.62%
Lassen County* 10.59% 1.69% 13.55 17.52%
Plumas County* 7.62% 2.18% 29.12 31.96%
Sierra County* 12.42% 1.66% 35.04 38.32%
Nevada County* 5.69% 1.82% 15.24 17.65%
Total Northern California Non-metropolitan Region 6.31% 2.01% 13.71 16.74%
Central-Southern California Region
Amador County* 5.31% 1.90% 15.58 17.92%
Alpine County* 55.14% 2.27% 47.54 65.88%
Calaveras County* 6.20% 3.58% 31.05 33.96%
Tuolumne County* 5.73% 2.27% 26.22 28.66%
Mariposa County* 14.48% 2.07% 22.38 27.22%
Mono County* 37.56% 5.12% 51.07 62.86%
Inyo County* 4.78% 3.26% 9.76 13.17%
Total Central-Southern California Region 12.50% 2.75% 27.11 31.37%
All Metropolitan Areas 6.05% 1.96% 3.06 6.78%
*Non-Metropolitan Areas 6.76% 1.99% 14.09 17.30%
Total State 6.07% 1.96% 3.48 7.17%

Source: 1990 Census, STF 3A
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Finally, in the Sacramento Region, overall vacancies in Placer and El Dorado counties were over
twice region-wide averages (17.7 and 23.8 percent respectively), while Sutter, Yolo and Sacramento
counties were significantly below region-wide averages (4.4, 3.8 and 5.5 percent respectively).

Thus, while regional overall vacancy rates varied significantly, these overall figures mask significant
variation within the counties within the regions. Individual county estimates were often between two
and three times that of regional totals. Notwithstanding this variation, the State entered the decade
with lower overall vacancies in the Bay Area (particularly Santa Clara County) and low overall rates
in the San Diego, Central Valley and Northern California regions —between 1/2 and 1 percent below
statewide averages. On the other hand, non-metropolitan areas were almost uniformly at least
twice as high as statewide averages (and up to nearly 10 times greater). Finally, in both the Greater
Los Angeles and Sacramento regions, rates in surrounding suburban counties were generally
significantly higher than statewide averages while the key urban counties had relatively lower overall
vacancy rates.

Variations in Vacancy by Tenure

Overall vacancy rates provide an indication of the amount of unoccupied housing stock. However,
they do not provide detail on the underlying nature of these vacant units. In reality, units may be
vacant because they are available for rent or sale, or they may be vacant but unavailable due to their
status as second-homes or other seasonally occupied housing units.

When housing stock is adjusted by the potential for occupancy by households, vacancy variations
within the State are magnified. For example, while about 3.5 percent of State housing was withheld
from the market, housing markets within individual counties varied extensively — from almost none
in San Benito County to over one-half of the total housing stock in Mono County (see Figure 23 and
Table 14). Second-homes and other units withheld from the market were generally a more significant
portion of the stock in the non-metropolitan regions, accounting for about 14 percent of overall stock
versus 3 percent in metropolitan areas. In general, overall vacancies in the eastern portion of the
State were more likely to be influenced by seasonal vacancies (particularly second-homes), with
lesser impacts in San Luis Obispo and the Northern Coastal areas. Further, with the exception of
areas with strong second-home markets in the mountain areas, the entire Central Valley Area
(including the Central Valley and Sacramento regions) experienced relatively low shares of units
that are withheld from the market. In addition, in the Greater Los Angeles and Bay Area regions,
with the exception of the San Bernardino/Riverside Area, units withheld from the market were
consistently a low proportion of aggregate housing stock, as was true in the San Diego Region.

Once units withheld from the market are eliminated from the vacancy calculations, and vacant
units are characterized by the tenure of prospective residents, underlying vacancy rates are generally
significantly less. For instance, owner vacancies in 1990 averaged slightly under 2 percent in
California (1.96 percent), generally considered a “reasonable” vacancy rate (see Figure 24).
However, these rates varied significantly by region. In particular, rates were extremely low throughout
the Northern California, Sacramento, Bay Area and Central Valley regions, while the ownership
vacancy rate in the Greater Los Angeles Region was relatively high, driven particularly by high
ownership vacancies in the Riverside/San Bernardino Area.

While the overall rental vacancy rate for the State was about 6 percent in 1990, rental vacancy rates

also varied significantly (see Figure 25). Again, several regions in the State had relatively low rental
vacancy rates, particularly counties in the Central Valley, Central Coast and the Bay Area, all with
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average vacancy rates below 6 percent. In the Bay Area Region, Santa Clara, San Mateo, Napa
and Marin counties all experienced rental vacancy rates below 5 percent. In the Central Valley
Region, Stockton-Lodi, Modesto, Merced and the Visalia-Tulare-Porterville areas experienced
vacancies below 5 percent. In addition, vacancies were relatively low throughout the Central Coast
and Northern California regions. However, in the Greater Los Angeles Region, overall rental vacancy
rates were relatively high, particularly in the Riverside/San Bernardino Area, and to a lesser extent
in Los Angeles and Orange counties. The Sacramento and the San Diego regions had average
rental vacancies slightly over 6 percent, though both Sacramento and Placer counties had rental
vacancies of about 7 percent. Finally, rental vacancies in the non-metropolitan regions of the State
were relatively high, particularly in the Central-Southern California Region (averaging 12.5 percent
rental vacancies), and to a lesser degree, the Northern California Non-metropolitan Region (although
four counties had rental vacancy rates below statewide averages, vacancies in three counties
were above 10 percent).

Thus, entering the decade, both owner and rental vacancy rates for the Bay Area and Northern
California regions were consistently low, while the Greater Los Angeles Region generally experienced
vacancy rates slightly above statewide rates. Central Valley Region rates were generally below
State averages, while the Central Coast Region experienced higher ownership vacancies but
rental vacancies below State average. In general the Northern California Non-metropolitan Region
and Central Southern California regions had markets with rental vacancy rates significantly above
the statewide average.

Post 1990 Vacancy Estimates

Information on overall vacancy levels is not consistently available for areas within California after the
Census. Though estimates of rental vacancy rates are available for several metropolitan areas of
the State (prepared by both public and private data sources), these data are divergent (see Table
15). The US Census Bureau (through the Housing Vacancy Survey) estimates that overall rental
vacancy levels in California declined in the 1995 to 1997 period, though they continued to remain
higher than 1990 levels.

Available evidence suggests that vacancy levels within metropolitan areas have declined since the
turn of the decade.® Alternative sources consistently place estimates for the Bay Area Region
housing market below 5 percent in 1997, with both San Francisco and San Jose rental vacancy
rates well below 4 percent since 1995. In addition, the Sacramento market had a rental vacancy
rate that was about 6 percent in 1997. Moreover, the rental vacancy estimate for the San Diego
area declined since the middle of the decade, reaching 5 percent (or less) by 1997. In the Southern
California region, rental vacancy levels in Los Angeles County have fallen below 1990 levels, reaching
slightly over 6 percentin 1997. In Orange County, vacancy rates appear to have fallen since the
mid-1990s to 1997, falling below 5 percent. Inthe San Bernardino/Riverside Area rental vacancies
were consistently reported at 8 percent or more in 1997.

There is broad agreement on two points; rental vacancy rates are relatively low within the Bay Area
and relatively higher in the Greater Los Angeles Region, particularly in the San Bernardino/Riverside
Area. Most other metropolitan areas including San Diego and Sacramento fall between these two
extremes.
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Public information on Central Valley Region rental vacancies is generally not available for rental
vacancy rates. Private data sources? report information on vacancy levels for investment grade
rental projects in about half of counties in the State (see Table 16). These estimates are generally
biased, in that they tend to reflect professionally managed properties where underlying occupancy
rates will tend to only loosely reflect underlying vacancy dynamics in individual markets. For this
reason, these estimates should not be taken to indicate marketwide vacancy rates, but they do
offer insight into the relative condition of rental markets throughout these areas. Nonetheless,
reported occupancy rates tend to confirm the presence of relatively low rental vacancies throughout
the Bay Area, with progressively lower occupancy levels along the Central Coast, San Diego,
Sacramento, the Greater Los Angeles regions, and finally the counties within the Central Valley
Region, respectively.

Residential Construction vs. Household Growth

To gauge the vitality of housing markets throughout the State, the relative balance between housing
construction (excluding new manufactured home sales) and household change in individual counties
can be assessed. Since the relative balance between household and unit growth influences housing
markets, these estimates are indicative of the changing balance within individual housing markets,
though itis necessary to adjust this analysis to account for relative vacancy levels for these markets
at the beginning of the decade. Statewide, the underlying ratio of household growth to total building
permits from 1990 to 1997 was .83 (see Figure 26) —in other words, for every 100 households that
were attracted to the area, there were only 83 housing permits. These estimates do not include
manufactured home placements, thus underestimating total housing activity (particularly for areas
with high manufactured home placements). Manufactured homes account for an additional 7 units
per 100 households statewide during this same period.

Variations in this underlying ratio give an indication of the relative balance of housing supply and
demand in individual counties in the State. Figure 26 illustrates four alternative conditions for counties
—low vacancy levels entering the decade with relatively low or high permits in relation to household
growth during the current decade, and relatively high vacancy levels entering the decade with
alternative permit levels in relation to household growth during the current decade.

B Those counties on the bottom left-hand side of the Figure (low entering vacancy levels and
relatively low permits in relation to households) reflect those locations with potentially the “tightest”
housing markets. Thus, based on this assessment, overall market conditions in Orange, Ventura
and Los Angeles counties in the Greater Los Angeles Region, San Diego, San Mateo, Alameda
and Contra Costa counties in the Bay Area, Sutter, San Benito and Stanislaus counties all are
projected to have reduced overall vacancy levels during the decade. To alesser degree, Santa
Clara, Butte, and Santa Barbara counties continue to have relatively tight housing markets.

B Those areas in the upper left quadrant of the Figure had relatively low overall vacancy, but had
permit activities that, to varying degrees, were adequate to respond to household growth.
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B Those counties on the right hand side of the figure had relatively high overall vacancies entering
the decade. Forthose areas in the upper right-hand quadrant, overall market conditions should
be “looser,” since the number of permits is generally more than adequate to accommodate
new household growth.

B Finally, for those areas in the bottom right-hand corner of the Figure, the overall vacancy rate
was high at the beginning of the decade, and it is not clear how much underlying vacancy levels
tightened (since permit levels were not sufficient to produce enough units to meet the household
growth during the decade).

In general, this analysis indicates a relative tightening of the housing markets through much of the
Bay Area, increasing tightness in the Los Angeles and San Diego areas, as well as the portions of
the Central Valley Region. Non-metropolitan areas within the State continue to have high overall
vacancy levels. The Sacramento and Central Valley regions generally lie somewhere between
these extremes, tending to more closely approximate overall statewide response during the decade.
If the ratio of household change to building permits is compared to population change, results
generally remain consistent with the prior analysis (see Figure 27).

Two important factors could impact this analysis. This analysis does not account for the
correspondence of housing structure type with the needs of households. The underlying demand
for multifamily vs. single-family units is influenced by demographic, income and dominant housing
characteristics within individual counties, outside the scope of this analysis. However, by comparing
the relative concentration of multifamily housing in 1990 to overall permit activities, it is possible to
assess the relative nature of permit activity in relation to existing patterns in individual counties (see
Figure 28).

B Those areas below the line of equality experienced lower levels of multifamily activities during
the decade.

B Those areas above this line had relatively greater concentration of multifamily construction
during the decade.

Throughout much of the State, multifamily activities have been significantly below that implied by
the underlying composition within counties at the beginning of the decade.

Available evidence on vacancy levels is in broad agreement with other indicators of market conditions
within the State — all revealing a relatively tight Bay Area housing market, tightening housing market
conditions in the Greater Los Angeles and San Diego regions’ markets, and relatively high vacancy
rates that persist throughout most of the Central Valley, Northern California regions. In addition, they
point to generally high vacancy rates throughout the non-metropolitan areas of the State.

Price Movements for Ownership Housing

Housing prices within the State have been influenced by economic conditions in the State.t Overall,
median nominal new home prices rose about 7 percent through the decade, rising from about
$182,000 at the turn of the decade to nearly $220,000 by November, 1997 (see Figure 29). In
contrast, median sales prices for existing homes declined by about 1.6 percent during the January
1990 to November 1997 period ($188,000 and $183,000 respectively).
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However, these averages mask variation within the decade. Throughout the early part of the decade,
prices for both new and existing home resale prices were depressed, down by nearly 3 percent
through 1993. Since 1993, existing home prices have recovered lost ground, while new home
prices have increased significantly. Further, while the number of existing home sales has returned
to 1990 levels by the end of 1997, new home sales remain about 26 percent less than 1990 levels
(although it appears that recent home sales appear to have picked up significantly in the 1998
period).

The level of sales activities in individual counties within the State varied significantly between 1990
and 1997 activity (see Table 17 and Table 18).

B New home sales in 1997 throughout most of the Greater Los Angeles Region remained between
35 and 45 percent of 1990 levels (except in Ventura County, where new home sales increased
by about 68 percent), while existing home sales were also down by between 6 and 17 percent
(except in Orange and Ventura counties, where the number of transactions increased by about
10 percent).

B Inthe Bay Area Region, sale transactions for both new and existing homes rose through much
of the Region, though outlying areas (particularly Sonoma, Solano and Napa counties) lagged
significantly.

B |n the Sacramento Region, transactions for existing housing at the end of 1997 remained far
below 1990 levels, while transactions for new homes increased in outlying areas (although
from a small base in 1990).

B Inthe Central Valley Region, only Kern and San Joaquin had returned to 1990 new home sales
levels by late 1997, though existing home sales remained uniformly below 1990 levels throughout
the Central Valley. Finally, in San Diego County, 1997 sales activities (both new homes and
resales of existing homes) were about 10 percent under 1990 levels.

While overall nominal prices in the State were relatively stagnant within the State, the relative health
of local markets varied. Thus, while the number of transactions in the Greater Los Angeles Region
remained below 1990 levels, nominal prices for new construction increased in both Orange and
Los Angeles counties between 1990 and 1997 (1.7 and 9.6 percent respectively). All other areas
experienced a decline in nominal prices for existing homes. New home prices in the Region were
uniformly below 1990 levels. Further, when prices are adjusted for inflation, real prices for existing
and new homes remained between 10 and 30 percent below 1990 levels. However, the Greater
Los Angeles Region was not alone in this decline —with two exceptions, real prices declined throughout
the State in the 1990 to 1997 period (these exceptions include new home prices in both San Francisco
and Fresno counties).

During 1997, real prices rose through much of the State (see Table 19 and Table 20). Overall, the
inflation-adjusted median prices for new homes and resales in the State increased by 4.2 and 5.1
percent respectively. In particular, prices rose significantly throughout most of the Bay Area — in
Santa Clara, San Mateo and San Francisco counties, after adjusting for inflation, median existing
home prices rose by 10, 7.3 and 7.5 percent, respectively. New home prices in San Francisco and
San Mateo rose to the greatest extent in the State (42.1 and 19.6 percent respectively), though only
four counties in the Region experienced a decline in real prices for new homes and only Solano
County experienced a decline in resale prices. Similarly, in the Greater Los Angeles Region, median
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home prices, adjusted for inflation, increased throughout the Region, with strong increases,
particularly for new home prices. In San Diego, prices rose more modestly, though median prices
for both new and existing homes increased by between 2 and 4 percent during the year. In the
Sacramento Region, price movements were similar. However, the Central Valley Region had
divergent experiences —in Madera and San Joaquin, prices for both new and existing homes rose
modestly, while Stanislaus, Kern and Fresno counties generally experienced slight declines in
median new and existing home prices (although Stanislaus County resale price averages did rise
modestly during the past year).

In summary, while inflation-adjusted home prices throughout the State remained below 1990 levels,
prices rose in the 1993 to 1997 period, and through most of the Bay Area, Los Angeles, Sacramento
and San Diego prices rose in 1997. In the Bay Area, there has been a longer-term trend of rising
prices. However, while new prices in Los Angeles rose between 1993 and 1997, sales prices for
existing homes were weaker. In both the Central Valley and Sacramento, home prices lagged
during the second half of the decade, though in many areas, upward pressure on prices was
evident, though not uniformly through the regions.

Rental Price Movements

There is no denying that rents in California are high; in 1990, two states had median rent levels that
were greater than $600 — Hawaii and California (with median rent levels of $650 and $620
respectively). In fact, only three other states had rent levels within 10 percent of California (three of
the seven states with median rent levels above $500). For those states with lowest median rents,
Californians could count on paying up to twice the rent in 1990. In California, the underlying rent
structure is strongly tilted to relatively higher priced rentals —about 30 percent of rental units costin
excess of $750 monthly, or about $900 in current dollars (see Figure 30).

However, rental costs for individual counties within the State were strongly related to location (see
Figure 31).

B The highest rents in the State were centered in counties along the Pacific Ocean, evident
throughout the Bay Area and Central Coast regions, as well as the coastal portion of the Greater
Los Angeles Region, where inflation-adjusted median rents exceeded $750 (in 1997 dollars).

B San Diego, the inland portion of the Greater Los Angeles Region and much of the Sacramento
Region, had rents one step below the Coastal areas (with median rent levels generally in the
$600 to $750 range).

B Rentlevels throughout the Central Valley Region, much of the Central-Southern California Region,
the coastal portion of the Northern California non-metropolitan Region and the more urbanized
portions of the Northern California Region had median average inflation-adjusted rents in the
$450 to $600 range.

B Only seven counties in the State had median rents (inflation-adjusted) that were below $450.
The lowest median rent within the State was above statewide median for eight states.

Information on rent movements since 1990 is not consistently available at either the State or county

level. However, private data firms do collect and report on rental market conditions for local housing
markets within the State.’> Published data generally does not reflect a broad cross-section of
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overall housing stock — they are concentrated in the State’s larger institutional-grade apartment
complexes (both by size and condition) and coverage is stronger in the larger urban metropolitan
areas (particularly the Bay Area and the Greater Los Angeles Regions). Thus, while private data
sources track the “upscale” apartment market, they do not provide insight into the “lower” end of the
market. To the degree that the submarkets within locations tend to track each other, this information
provides an assessment for relative changes throughout the rental market.*®* This study does not
purport to establish a direct link. Unfortunately, information for all aspects of the rental market are
simply not available. More research is needed to determine the relationship between that reported
here and overall rental market operations. For these reasons, the following discussion should be
taken as indicative of underlying rental market conditions — the lower end of the rental market may
not strictly reflect the discussion that follows.

Changes in asking rents within the regions varied from 1990 to 1997 (see Table 21). Focusing on
the 1995 to 1997 period, these data generally reveal a strong upward pressure was evidentin the
Bay Area. This was particularly true in San Francisco and surrounding counties, as well as the
Santa Clara market. Outlying suburban markets (Sonoma, Solano, and Napa) increased, but
generally with asking rents at rates significantly below closer in counties. For the counties ringing
the Bay Area from San Francisco south, there was a strong run-up of asking prices during the 1995
to 1997 period, rising by more than 20 percent (after adjustment for inflation). Given the relatively
weak housing permit activity in the areas around San Francisco (including counties in both the San
Francisco and Oakland MSASs), this trend is not likely to abate in the short term. In the Santa Clara
County area, there was stronger permit activity in the 1995 to 1997 period, possibly leading to some
fall-off in the relative pace of increase in asking rents in the near future. The lag between economic
recovery and residential construction activities appears to have generated a short-term squeeze in
the market — as construction catches up with demand, it is not clear that asking rents will continue
to rise precipitously, particularly in the San Jose area. These estimates are consistent with press
reports that highlight significant rent increases throughout the Silicon Valley area and shortfalls of
construction to meet underlying demand fueled by the strong economic recovery in the Bay Area.

While rent increases have been more moderate in San Diego in the 1995 to 1997 period, rents rose
modestly. However, employment in the San Diego Region did not mirror statewide recovery during
the past two years; this lower economic performance will likely dampen the rate of increase, although
asking rents in 1997 reflected increases only exceeded by the Bay Area.

Similarly, in the Sacramento Region, asking rents rose, albeit at slower rates than either the Bay
Area or San Diego regions. Given ongoing weakness in housing permit activities in the Sacramento
Region, the 1997 upswing in asking prices will likely remain until additions to stock work their way
through approvals and construction.

The rental market in the Greater Los Angeles Region continued to emerge from the recession in
1997. In selected counties (particularly Los Angeles and Orange counties), inflation-adjusted asking
rents increased modestly during the 1995 to 1997 period. The recovery from the recession occurred
earlierin Orange County, increasing demand for rental units, with a greater increase in asking rents
than elsewhere in the Region. However, asking rents in both Riverside and San Bernardino Counties
remained flat or declined in the 1995 to 1997 period (on an inflation-adjusted basis), and high overall
vacancy rates continued to moderate rent movements in the area through the end of 1997. While
overall vacancy rates in the Ventura County area were relatively low, continued weakness in the
local economy held back rents in the County in the 1995 to 1996 period, through improvements
appeared to have led to a modest recovery of rents in 1997.
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Rents in the Central Coast Region were high at the start of the decade, and based on asking rents,
generally rose from 1990 to 1997 (although not as precipitously as Bay Area rents). Itis likely that
continued low levels of multifamily construction limited growth in rental stock, fueling price increases
in the Central Coast Region.

Finally, asking rents and occupancy levels for the Central Valley Region generally remain weak.
Rent levels reflect the continued economic lag of the Region in relation to other portions of the State.
Despite the fact that high migration into the area has been coupled with low construction rates, it
appears that housing supplies continue to outpace demand.

As indicated earlier, this assessment cannot fully measure rental price movements, particularly at
the “bottom” of the rental market. While upwards price movements almost certainly have increased
prices on the lower priced rental stock, the inverse may not be true. Flat or decreasing rents in
“investment grade” properties do not necessarily lead to reduced rents in lower priced rental units.
Given the numeric increase in lower-income households in the State and ongoing declines in lower
priced rentals, rents for lower priced rental units in the State have likely increased. Additional
research is needed to further explore the movement of rental price movements for “affordable”
rental units in the State.
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