
diminishedvalueofgeorgia.com Page 1

Negative Equity Is Climbing: Why So Many Georgia Drivers Owe
More Than Their Car Is Worth in 2026

Nearly three in ten Georgia drivers who traded in a vehicle for a new one in the second quarter of 2026 owed more on

their loan than the car was worth. The average shortfall hit a record high for a second quarter: $6,884. That number

matters far beyond the finance office. If your financed car gets hit in an accident, whether it is repaired or totaled,

negative equity changes what you actually walk away with, and it makes a properly documented diminished value

claim in Georgia more important than most drivers realize.

This is not a niche problem. It is now closer to the norm than the exception, and it is getting worse at the exact moment

used car values are leveling off.

The Numbers Behind the 2026 Negative Equity Problem

According to transaction data from Edmunds, 29.6% of trade-ins toward new-vehicle purchases carried negative equity

in the second quarter of 2026. That is the highest Q2 share since 2020, and it is up from 26.6% in the same quarter of

2025. The average amount owed on those upside-down loans reached $6,884, a record for any second quarter on record.

The ripple effects are just as steep. The average monthly payment on a new loan carrying rolled-over negative equity

reached $944 in Q2, roughly $167 more than the industry average. Buyers rolling that debt forward are now projected to

pay an average of $16,270 in interest over the life of the new loan, nearly $6,500 more than a typical buyer without

negative equity.

The average age of underwater trade-ins reached 4.0 years in Q2 2026, up from 3.8 years a year earlier. Analysts

tie this back to vehicles purchased in 2022, when limited inventory pushed buyers into paying at or above sticker

price on financing terms that have not aged well.

What makes this relevant to Georgia drivers specifically is timing. Long loan terms, high APRs on rolled-over debt, and

a used car market that is finally slowing its price growth all combine to leave more owners underwater right when their

vehicle is most likely to get into an accident. A car that is three or four years old, financed on a 72 or 84 month term, sits

in exactly the window where negative equity is most common and where a collision creates the most financial exposure.

Why Negative Equity Makes an Accident So Much Worse

If your financed car is damaged in an accident, the insurance settlement is based on either the repair cost or, for a total

loss, the vehicle's actual cash value at the time of the crash. Neither of those numbers cares what you owe the lender. If
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your loan balance is higher than the payout, you are responsible for covering the difference out of pocket, unless you

have specific protection in place.

For a repaired vehicle, the math is less immediately painful but still real. You keep the car, you keep the loan, and you

now also own a vehicle with a permanent accident record that will sell for less than a clean-title equivalent. If you were

already underwater before the crash, the diminished value on top of that negative equity compounds the loss. You owe

more, and the car is worth even less than before.

Total Loss and the GAP Insurance Gap

When a financed vehicle is totaled, the insurer pays out actual cash value, not your loan balance. If your ACV payout is

$18,000 and you owe $23,000, you are on the hook for the $5,000 difference unless you carry Guaranteed Asset

Protection, commonly known as GAP insurance. Many buyers who financed at or above MSRP in recent years,

especially with minimal down payments and long terms, never added GAP coverage or let it lapse once their equity

position improved on paper.

Given that the average negative equity balance is now $6,884, and some vehicle categories run considerably higher, this

is not a small gap to absorb without warning. Reviewing your loan documents and your policy declarations page for

GAP coverage before you need it is one of the most overlooked steps in financial protection for a financed vehicle in

Georgia.

Diminished Value Becomes More Important, Not Less

A common misconception is that if you are underwater on your loan, pursuing a diminished value claim is not worth the

effort. The opposite is true. If your vehicle keeps its clean title after a repair, its post-accident market value has still

dropped, and Georgia law entitles you to recover that loss from the at-fault driver's insurer regardless of your loan

balance.

Recovering that diminished value payment does not erase negative equity, but it directly offsets it. Money recovered

through a diminished value claim can be applied toward your loan balance, closing part of the gap between what you

owe and what the car is actually worth on the market today.

Diminished value and negative equity are two separate financial problems that often stack on the same vehicle.

Treating them as connected, rather than ignoring one because the other exists, is how you actually recover

ground.

This is where an independent appraisal becomes essential. Insurers have no incentive to volunteer a number that helps

you close a negative equity gap. A certified diminished value appraisal establishes a defensible, market-based figure,

using real comparable sales rather than the insurer's internal formula.

Which Trade-Ins Are Underwater Most Often

Edmunds' Q2 2026 data found that some of the largest dollar losses were not on vehicles known for fast depreciation.

Popular trucks and SUVs, traditionally strong at holding value, are increasingly caught in the same pattern. That matters

directly for Georgia drivers, since trucks and SUVs make up a large share of vehicles on the road across the state.
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Factor What the Data Shows Why It Matters After an Accident

Underwater trade-in share 29.6% of Q2 2026 trade-ins Nearly 1 in 3 financed vehicles is exposed

Average negative equity $6,884, a Q2 record Larger gap between ACV payout and loan balance

Average loan term (underwater) 77.4 months Longer terms mean more years of exposure

Average trade-in age 4.0 years, up from 3.8 in Q2 2025 Prime age range for accident risk and depreciation

Interest paid on rolled debt $16,270 projected average Compounds the cost of any accident-related loss

What to Do If You Are Underwater and Your Car Gets Hit

1. Get the Actual Cash Value Figure in Writing

Before agreeing to anything, request the full valuation report the insurer used to calculate ACV. Compare the

comparable vehicles they used against real listings in the Georgia market for the same year, make, model, trim, and

mileage. Insurers routinely apply valuation tools that lag behind current market conditions.

2. Check for GAP Coverage Immediately

Pull your loan agreement and insurance declarations page. If GAP coverage exists, file that claim in parallel with your

total loss claim. If it does not exist and the car is not yet totaled, ask your lender or insurer about adding it before your

next renewal, especially if you are still carrying a long-term loan.

3. Pursue Diminished Value on Any Repaired Vehicle

If your car keeps its clean title, do not assume the negative equity makes a diminished value claim pointless. It makes it

more useful. A properly documented claim, backed by an independent appraisal, is money that can be applied directly

against your loan balance. Our guide on how to prove your diminished value claim in Georgia covers the

documentation that makes these claims defensible.

4. Do Not Assume the First Offer Reflects Reality

Whether it is an ACV offer on a totaled vehicle or a diminished value estimate using the 17c formula, the first number

from an insurer is rarely the ceiling. Georgia law, backed by the precedent set in State Farm Mutual Automobile

Insurance Co. v. Mabry, supports your right to challenge an undervalued offer. Our breakdown of why the 17c formula

is not a fair standard explains exactly how that formula shortchanges claims.

The Market Context Makes This Worse Right Now

Used car prices are no longer climbing the way they were a year ago. CARFAX data shows national used car prices rose

only about $50 in July 2026, the smallest monthly increase in months, following a $350 rise the month before and a

$900 jump the month before that. For drivers who bought or financed a vehicle during the steeper run-up in prices, that

plateau means their car's market value is not catching up to what they owe nearly as quickly as it once might have.
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This is precisely why documenting diminished value accurately matters more in 2026 than it did a few years ago. A

slower-moving used market means insurers have less room to argue that values are still rising fast enough to offset an

accident's impact on resale price. Our recent look at the widening gap between wholesale and retail vehicle values in

Georgia shows how that dynamic is already playing out for accident victims across the state.

Getting an Accurate Number Before You Decide Anything

If your financed vehicle was in an accident and you are unsure how negative equity, a total loss settlement, or a

diminished value claim intersect in your specific situation, a free evaluation is the fastest way to get clarity. Sending

your repair documents, loan information, and accident details to a professional appraiser gives you a real number to

work from instead of guessing.

Underwater on Your Loan and Dealing With an Accident?

Get a free estimate from Georgia's most trusted DV appraisers. We will help you understand what your
vehicle actually lost in value and what that means for your loan balance.

Get Your Free DV Estimate Read the Full Article Online

Frequently Asked Questions

What is negative equity on a car loan?

Negative equity, also called being underwater or upside down, means you owe more on your auto loan than the vehicle

is currently worth. It typically happens when you finance with little or no down payment, choose a long loan term, or

the vehicle depreciates faster than the loan balance decreases.

Does negative equity affect my diminished value claim in Georgia?

No, negative equity does not reduce your right to file a diminished value claim. If the accident was not your fault and

your vehicle kept a clean title after repairs, you are entitled to recover the market value loss from the at-fault driver's

insurer regardless of your loan balance. The money recovered can be applied toward closing your negative equity gap.

What happens if my financed car is totaled and I am underwater on the loan?

The insurer pays actual cash value, not your loan balance. If your payout is lower than what you owe, you are

responsible for the difference unless you have GAP insurance, which covers that shortfall. Check your policy and loan

documents immediately after a total loss to see if GAP coverage applies.
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Should I still pursue diminished value if I am already underwater on my loan?

Yes. A diminished value claim and negative equity are separate financial issues, but the money from a successful

diminished value claim can be applied directly against what you owe. Skipping the claim because you are underwater

only makes the overall financial gap larger.

How do I know if I have GAP insurance on my car loan?

Check your loan or lease agreement for a GAP addendum, or review your auto insurance declarations page for a GAP

coverage line item. If you are not sure, contact your lender or insurance agent directly and ask before you need to file a

claim, not after.

Why are more Georgia drivers underwater on their car loans in 2026?

Longer loan terms, higher interest rates on refinanced or rolled-over debt, and vehicles purchased during periods of

elevated pricing in 2022 through 2024 are the main drivers. As used car values level off in 2026 rather than continuing

to climb, the gap between loan balances and market value is closing more slowly than in prior years.


