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The 40% and 45% default rates of homes 
built in 2005 and 2006 are nearly double 
that of other years in the decade.

If there is a shadow inventory, is it 
because banks are withholding REO 
homes from the market or are the 
inventories building up somewhere else 
in the process? We see little evidence 
that banks are holding REO properties 
from the market, the decline in REO 
listings corresponds to the decline in 
trustee sales shown in Figure 3 and 
a growing number of 3rd party sales 
at trustee auctions. In recent months, 
banks have been listing approximately 
400 new REO properties each month, 
a large decrease compared to 2008 and 
early 2009. However, Table 1 shows 
only 1,847 total bank owned homes 
in March – a 4.5 month supply at the 
current rate of listing and sale. Th us, 
it appears banks continue to move 
REO properties to market in a timely 
fashion, and the inventory is building 
up further back in the chain.

Our estimates in Table 1 show roughly 
5,400 homes are currently in the 
foreclosure process and roughly 600 
homes progress to foreclosure each 
month. In the early stages of the 
foreclosure crisis, a typical home would 
spend 4 to 5 months in the foreclosure 
process, but this data indicates the time 
has nearly doubled and inventories 
are backing up in the pre-foreclosure 
stage. Th is is probably due to lenders 
making greater attempts at mortgage 
modifi cations and giving more 
homeowners in default the opportunity 
to make a short-sale. Foreclosureradar.
com reports that cancellations of 
trustee sales is growing rapidly, and 
the average time from notice of 
default to foreclosure in California has 

increased from 163 days (5.5 months) 
in November 2008 to 225 days (7.5 
months) in March 2010. Th us, there 
appears to be some growth in “shadow 
inventory” at the pre-foreclosure stage. 
However, some of those properties 
may already be on the market as short 
sales, and many of these properties may 
never become REO sales if more short 
sales and mortgage modifi cations are 
successful. 

Th e largest inventory build-up appears 
to be even further back in the process: 
the growing number of seriously 
delinquent homes that have yet to even 
receive a formal notice of default. Our 
rough estimate is 14,000 homes in San 
Joaquin County are 90-days delinquent 
on mortgage payments without even 
entering the formal foreclosure process. 
Th is number has increased rapidly, 
and is perhaps a rational response to 
the perverse incentives created when 
homeowners can only qualify for 
mortgage modifi cation programs when 
they are at least 60 days delinquent. It 

is unclear how many of these homes 
will eventually reach the market, but 
even a small fraction of this total 
for sale would have large impacts on 
market dynamics. 

Perhaps most ominously, CoreLogic 
estimates 65% of all San Joaquin 
mortgages were underwater during the 
1st quarter of 2010, meaning they have 
a mortgage balance that exceeds the 
current market value of the property. 
Our rough estimate of the total 
number of underwater mortgages in 
San Joaquin County is 80,000, roughly 
four times the approximately 20,000 
mortgages that are currently 90-days 
or more delinquent. Underwater 
mortgages are at very high risk of 
delinquency and foreclosure; there is 
certainly a large enough inventory of 
high-risk mortgages outstanding in the 
region to extend the foreclosure crisis 
for several more years.

Count Proportion of Total
Received Notice of Default 27,944 17.7% of all single-family residences
Status 3/1/2010:
REO Sale 17,896 64.0% of all NOD properties
Short Sale 1,574 5.60%
3rd party Sale at Trustee Auction 1,371 4.90%
Bank Owned (REO) 1,847 6.60%
In Foreclosure Process 5,368 19.20%

Table 1.  Single Family Properties receiving Notice of Default (NOD) between 
January 2007 and February 2010.

Source: Business Forecasting Center
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Figure 5. Proportion homes distressed by build year, 1950-2008 

Characteristics of 
Defaulted Properties
Defaults and foreclosures have 
been more common in some areas 
of the County. Table 2 shows the 
percentage of single family homes 
that have received a notice of default 
by San Joaquin County zip codes. 
Th is includes all single-family homes 
regardless of whether they have a 
mortgage, are owner-occupied, or 
rented. Th e highest rates are in fast 
growing areas along the I-5 corridor: 
Mountain House, Lathrop, and the 
Weston Ranch area which is part of 
the 95206 zip code. Nearly 40% of 
homes in these zip codes have received 
a foreclosure notice since 2007. Very 
high default rates exceeding 20% 
are also found in areas of Stockton 
north of Hammer Lane and most of 
Tracy. Th e lowest default rates are in 
Lodi and rural areas on the east side 
of the County, although even the 
least impacted areas have default rates 
of at least 5% which is very high by 
historical standards.

Figures 5 and 6 show default rates 
by the year a home was built. New 
homes have the highest default rates. 
Figure 6 focuses on the most recent 
decade, and shows extremely elevated 
default rates for homes built in 2005 
and 2006, when both home values and 
the use of sub-prime and adjustable 
rate mortgages were at their peak. Th e 
45% default rates for these two years 
is nearly double that of other years in 
the decade. Figure 7 shows default 
rates by decade, and shows that homes 
of all ages have been impacted by the 
foreclosure crisis. Homes built in the 

ZIP Area NODs Homes Proportion
95391 Mountain House 647 1,640 39.5%
95330 Lathrop 1,644 4,414 37.2%
95206 Stockton (south, Weston Ranch) 4,317 14,477 29.8%
95377 Tracy (south, west) 1,898 7,572 25.1%
95210 Stockton (north central) 1,713 7,344 23.3%
95212 Stockton (northeast, Morada) 1,509 6,822 22.1%
95376 Tracy (central) 2,557 12,221 20.9%
95205 Stockton (east, August) 1,651 7,959 20.7%
95337 Manteca (south, west) 1,275 6,836 18.7%
95209 Stockton (northwest, Spanos Park) 1,889 10,260 18.4%
95203 Stockton (downtown, midtown) 556 3,408 16.3%
95336 Manteca (north, east) 1,648 10,484 15.7%
95204 Stockton (University, Country Club) 1,179 8,960 13.2%
95304 Tracy (north and east) 391 3,086 12.7%
95215 Stockton (east of hwy 99) 658 5,272 12.5%
95207 Stockton (Lincoln Village, Quail Lakes) 1,059 8,764 12.1%
95219 Stockton (Brookside, LV/Spanos West) 783 6,609 11.8%
95240 Lodi (East) 1,027 9,222 11.1%
95366 Ripon 364 4,369 8.3%
95220 Acampo 129 1,580 8.2%
95320 Escalon 263 3,351 7.8%
95258 Woodbridge 76 1,182 6.4%
95242 Lodi (West) 452 7,148 6.3%
95236 Linden 52 1,098 4.7%

Table 2.  Single Family Homes Receiving                                                       
Notice of Default (NOD) by Zipcodes with 1,000+ homes

Source: Business Forecasting Center
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Business Forecasting Center
Eberhardt School of Business
3601 Pacific Avenue
Stockton, CA 95211

Phone: 209.946.7385

Director, Jeffrey Michael
E-mail: jmichael@pacific.edu

Research Associate, Andrew J. Padovani
E-mail: apadovani@pacific.edu
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Figure 6. Proportion Homes Distressed by Build Year,  
2000-2008 
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Figure 7. Distressed Homes by Size 

size of home. Th ere is less variation 
in default rates across size than other 
characteristics. Larger homes between 
2500 and 4000 square feet have the 
highest default rate, exceeding 20%, 
but only a few percentage points higher 
than default rates for the median sized 
homes of 1500 to 2000 square feet 
and smaller properties. Interestingly, 
default rates fall off  rapidly beyond 
4500 square feet in size, and only 5% 
of the County’s 330 homes that exceed 
5000 square feet have received a default 
notice since 2007. Foreclosures seem to 
have hit hard for middle income buyers 
stretching into 2500 to 4000 square 
foot homes, but not for people living in 
the very largest homes in the County.

Conclusion
Th is report describes the current 
housing market and foreclosure 
trends in San Joaquin County using 
an analysis of parcel-level data. As 
we dug deeper into the data, we 
were surprised by the complexity of 
property-level foreclosure fi lings. Th us, 
painting a clear, data-driven picture of 
the County’s housing market is more 
diffi  cult than we imagined. As the 
number of outcomes and timing of the 
foreclosure process continues to evolve 
and expand, it is unwise to put too 
much stock in traditional indicators 
of the market’s direction. Median 
home values, foreclosure rates, market 
inventory, building permits, and the 
volume of sales have all sent misleading 

1960s have the lowest rate of default – 
11% – and are probably the most likely 
to be occupied by original owners 
who have paid off  their mortgage. It is 
interesting to see the elevated default 
rates for homes built in the 1990s when 
prices were relatively aff ordable. Default 
rates for homes built in the 1990s are 
similar to those built in 2003 in the 

early stages of sub-prime lending and 
several years into the subprime boom. 
It may be that the owners of homes 
built in the 1990s were more likely to 
refi nance or resell at high prices during 
the boom than older vintage homes.
Figure 7 shows default rates by the 
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signals. The future of the San Joaquin 
County housing market depends on 
the resolution of the rapidly growing 
number of delinquent borrowers. 
There are now many more seriously 
delinquent mortgages than loans in the 
formal foreclosure process. 

It is a safe bet that short sales will 
continue to rise and could become 
more common than REO sales 
over the next two years. Although 
foreclosure rates are coming down, 
there is great uncertainty surrounding 
efforts to modify mortgages for 
seriously delinquent borrowers, as well 
as uncertainty about the behavior of 
borrowers with seriously underwater 
mortgages where the loan balance 
greatly exceeds the current market 
value of the property. If mortgage 
modification efforts prove unsuccessful, 
2011 could be the year when the long-

awaited “shadow inventory” finally  
hits the market.

Over a five to ten year horizon, the 
real need for additional housing for 
a growing population will drive a 
recovery in homebuilding along with 
modest, sustainable increases in home 
values. Over the next one to three 
years, continued financial problems 
will dominate the County’s real estate 
market and there is great uncertainty 
over how emerging trends will evolve. 
We will revisit housing issues in a 
future Regional Analyst that looks 
more closely at how foreclosures and 
short sales impact real estate values,  
and provide a status update on 
emerging trends in delinquencies and 
foreclosure filings. 

Foreclosures and the housing market 
are at the center of economic and 
demographic changes in San Joaquin 
County, and will remain critical drivers  
of change for the foreseeable future.


