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THE SHIFT IN HOUSING DUE TO HIGHER RATES HAS ALREADY MADE A
SIGNIFICANT IMPACT ON THE HOUSING MARKET, AND IT WILL SLOW
FURTHER OVER THE SUMMER.

COPYRIGHT 2022 - STEVEN THOMAS
REPORTS ON HOUSING - ALL RIGHTS RESERVED
THIS REPORT MAY NOT BE REPRODUCED IN WHOLE OR PART WITHOUT WRITTEN PERMISSION FROM THE AUTHOR

HOUSING WILL CONTINUE TO COOL
Since demand’s early peak at the end of March, the Expected Market Time has jumped from 19 to 42 days,
growing by more than 3-weeks.

Road trip!! Living in California, it is of no surprise that so many families climb into their SUVs,
packed to the gills with luggage, and explore the Golden State. After traveling 70-plus miles
per hour for hours without a break, there comes a point where it is time to get off at the next
exit, fuel up, and stretch the legs. Upon exiting the freeway and driving to the gas station at a
much-reduced speed, it seems as if the car is barely moving. Of course, it is still progressing
down the road, but everyone has become accustomed to the much faster speed.
That is precisely how it has felt to participate in the housing market in 2022. The market had
been zooming along for the past couple of years at an insanely, swift, unprecedented pace.
It was as if the gas pedal was permanently fastened to the floorboard. There were very few
homes available to purchase, demand was through the roof compliments of historically low
mortgage rates, homes would last only days on the market, swarms of buyers toured every
home, each offer to purchase competed against a slew of additional offers, sales prices
soared above their asking prices, and home values rocketed higher. But, with higher
mortgage rates, the market has slowed considerably, and this summer it will feel as if
housing is barely moving. Yet, it will still be a Seller’s Market, just not what everyone has
become accustomed to.
With a higher-than-expected Consumer Price Index report that just came out last week,
according to Mortgage News Daily mortgage rates leapt from 5.5% on Thursday, June 9th,
to 6.28% on Tuesday, June 14h, an enormous, extraordinary jump. They were at 3.25% at the
start of the year and have escalated by over 3 points since. The higher rates have already
had an enormous impact on housing so far this year, and the recent rise will only further
slow the market. Rates are rising in anticipation of everything that the Federal Reserve will
need to do in order to tamp down stubborn inflation.

SITTING ON THE MARKET

Higher rates dampen demand, homes take longer to sell, and market times grow longer.
Today’s demand is muted compared to last year, down 32%, and the 3-year average prior to
COVID (2017 to 2019), down 30%. Fewer buyers qualify to purchase at today’s higher rates,
so there are not as many buyers bumping into each other. As a result, the inventory has
more than doubled so far in 2022, growing from 1,254 homes to start the year to 3,423
today. The Expected Market Time (the amount of time between hammering in the FOR-SALE
sign to opening escrow) has blossomed from 19-days at the end of March to 42-days today,

still a Hot Seller’s Market (less than 60-days), just not an insane, instantaneous pace.
Many homeowners are not finding success. Incredibly, 30% of all current active listings
have been exposed to the market for at least one month. Sitting on the market for over 30
days is to be expected in the luxury

SAN DIEGO COUNTY EXPECTED MARKET TIME
YEAR-OVER-YEAR (2019-2022)

On top of rising rates, the distractions of summer will impact the housing market as well.
The busiest time of the year in terms of demand, the Spring Market, is now in the rearview
mirror with the conclusion of the school year and graduations. Summer is when active
buyers are pulled away from the exhausting pace of housing. Kids are home and parents
are busy carpooling to camps, water parks, pools, beaches, and friends’ houses. Thus,
demand decreases slightly and there are fewer new escrows opened. With demand
dropping, the supply of available homes rises as more homeowners place their homes on
the market. Many often mistake the Summer Market as the best time of the year to sell a
home. In terms of new escrow activity, it is second to the Spring Market. With an
increasing supply and falling demand, the Expected Market Time increases.
Combine the slightly slower Summer Market with the current rising mortgage rate
environment and demand will continue to slowly cool over the next several months. The
inventory will rise on the backs of homes that are overpriced, in poor condition, or have an
inferior location. Carefully arriving at the price is crucial for sellers to secure a successful
outcome. Homes that are priced according to their Fair Market Value will generate offers
to purchase. Homeowners who stretch the asking price will waste valuable market time
and will need to reduce to sell. In fact, 25% of all available homes in San Diego County
have reduced the asking price at least once.
Attention Sellers: Sharpen your pencils, scrutinize all comparable data, and price your
home so that it will sell. Do not learn the hard way that this market is not the same as the
frenzied market of the past two years.

Attention Buyers: There are finally more choices, but if a home is priced well, it will not
last. Do not mistaken a slower market as a Buyer’s Market. It is still a Seller’s Market.
Buyers looking to negotiate should consider homes that have been on the market for a
while and are having trouble securing a buyer willing to make an offer to purchase.
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ACTIVE LISTINGS

The current active inventory surged higher by 15%.

The active listing inventory soared higher, adding 455 homes in the past couple of weeks,
up 15%, and now sits at 3,423, its first time above the 3,000-home level since last August
of last year, 10-months ago. It was also the largest two-week rise in the inventory so far
this year. Muted demand has allowed the active inventory to climb rapidly since the start
of April, adding 1,645 homes, nearly doubling in just a couple of months. OPEN HOUSE
directional arrows now adorn busy intersections, and it is now common to see the same
OPEN HOUSE for multiple weekends in a row. That was unheard of just a few months
ago. It is important to note that today’s inventory level is still incredibly muted compared
to averages prior to COVID. The 3-year average from 2017 to 2019 is 6,695, an extra 3,272
homes, or 96% higher, almost double today. Yet, the difference is rapidly diminishing. As
demand continues to drop, overpriced homes will accumulate on the market and the
inventory will methodically grow until it reaches a delayed peak sometime between
October and Thanksgiving, making its way back towards pre-pandemic levels.

SAN DIEGO COUNTY ACTIVE LISTING INVENTORY
YEAR-OVER-YEAR (2019-2022)

Last year, the inventory was at 2,763, 19% lower, or 660 fewer.
The new trend that developed this year is a sharp decrease in the number of homes
coming on the market. For the month of May, there were 4,247 new FOR-SALE signs in San
Diego County, 1,088 fewer than the 3-year average prior to COVID (2017 to 2019), 20%
less. Missing signs counter the potential rise in the inventory.
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DEMAND
Demand dropped by 7% in the past couple of weeks.

Demand, a snapshot of the number of new escrows over the prior month, decreased from
2,611 to 2,441 in the past couple of weeks, down 170 pending sales, or 7%, its largest drop
of the year. Typically demand decreases by 1.8% to start June. This is the lowest level for
this time of year since tracking began in 2012. Rising rates have dramatically impacted
demand and the recent rise to 6.28% will only further dampen the number of qualified
buyers. A buyer placing 10% down and interested in a $4,000 monthly payment was
looking at a $1,021,000 home at the start of the year at 3.25% compared to a $720,000
home at today’s 6.28% rate. That is a drop of a little over $300,000 in purchasing power.
Qualifying for homes is more challenging at today’s higher rates, thus the drop in demand.
Expect demand to slowly drop through the summer months, which will continue its
methodical descent during the Autumn Market.
Last year, demand was at 3,584, 47% more than today, or an extra 1,143. The 3-year
average prior to COVID (2017 to 2019) was at 3,501 pending sales, 43% more than today,
or an extra 1,060.
SAN DIEGO COUNTY DEMAND YEAR-OVER-YEAR (2019-2022)
LAST 30 DAYS PENDING SALES

With the supply surging higher and demand falling as well, the Expected Market Time (the
number of days to sell all San Diego County listings at the current buying pace) increased
from 34 to 42 days in the past couple of weeks, its highest level since June 2020. Anything
below 40-days is considered an out-of-control, frenzied market fraught with tons of offers
to purchase, instantaneous success, and soaring home values. At 42 days, it popped
above that mark, but is still a Hot Seller’s Market (less than 60 days) where sellers that are
properly priced will procure plenty of showings, are able to call the shots during the
negotiating process, will obtain multiple offers, and homes values will continue to rise (but
not skyrocket). Last year the Expected Market Time was at 22 days, much faster than
today. The 3-year average prior to COVID was at 58 days, slower than today and still a Hot
Seller’s Market (between 60 and 90 days).
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LUXURY END

The luxury market slowed in the past couple of weeks.

In the past couple of weeks, the luxury inventory of homes priced above $1.5 million
increased by 61 homes, up 8%, and now sits at 825, its highest level since November of
2020. Luxury demand decreased by 44 pending sales, down 11%, and now sits at 376. With
inventory surging higher compared to the smaller rise in demand, the overall Expected
Market Time for luxury homes priced above $1.5 million increased from 55 to 66 days, still
an extremely hot market for luxury. The market time was at 35 days back in March,
indicating that luxury is cooling just like the rest of the market. Mortgage rates do not have
as much of an impact on the luxury market, but the turbulence on Wall Street definitely has
had an impact.
Year over year, luxury demand is down by 35 pending sales or 4%, and the active luxury
listing inventory is up by 149 homes or 22%. The Expected Market Time last year was at 49
days, exceptionally hot for luxury, and slightly faster than today.
For homes priced between $1.5 million and $2 million, the Expected Market Time
increased from 39 to 46 days. For homes priced between $2 million and $4 million, the
Expected Market Time increased from 56 to 71 days. For homes priced above $4 million,
the Expected Market Time increased from 135 to 152 days. At 152 days, a seller would be
looking at placing their home into escrow around November 2022.

SAN DIEGO COUNTY HOUSING SUMMARY
The active listing inventory added 455 homes in the past two-weeks, up 15%, and now totals
6,423, its highest level since August of last year. It was the largest two-week rise of the year.
In May, there were 20% fewer homes that came on the market compared to the 3-year
average prior to COVID (2017 to 2019), 1,088 less. Last year, there were 2,763 homes on the
market, 660 fewer homes, or 19% less. The 3-year average prior to COVID (2017 to 2019)
was 6,695, or 96% more.
Demand, the number of pending sales over the prior month, decreased by 170 pending sales
in the past two weeks, down 7%, and now totals 2,441, its largest drop of the year. It is the
lowest demand reading for this time of the year since tracking began a decade ago. Last
year, there were 3,584 pending sales, 47% more than today. The 3-year average prior to
COVID (2017 to 2019) was 3,501, or 43% more.
With supply surging and demand falling, the Expected Market Time for all of San Diego
County increased from 34 to 42 days in the past couple of weeks, still an insanely Hot
Seller’s Market (less than 60 days). It was at 23 days last year, much stronger than today.
For homes priced below $750,000, the market is a Hot Seller’s Market (less than 60-days)
with an Expected Market Time of 33 days. This range represents 30% of the active inventory
and 39% of demand.
For homes priced between $750,000 and $1 million, the Expected Market Time is 39 days, a
Hot Seller’s Market. This range represents 25% of the active inventory and 27% of demand.
For homes priced between $1 million to $1.25 million, the Expected Market Time is 47 days,
a Hot Seller’s Market. This range represents 11% of the active inventory and 10% of demand.
For homes priced between $1.25 million to $1.5 million, the Expected Market Time is 47
days, a Hot Seller’s Market. This range represents 10% of the active inventory and 9% of
demand.
For homes priced between $1.5 million and $2 million, the Expected Market Time increased
from 39 to 46 days. For homes priced between $2 million and $4 million, the Expected
Market Time increased from 56 to 71 days. For homes priced above $4 million, the Expected
Market Time increased from 135 to 152 days.
The luxury end, all homes above $1.5 million, accounts for 23% of the inventory and 15% of
demand.
Distressed homes, both short sales and foreclosures combined, made up only 0.4% of all
listings and 0.2% of demand. There are only 13 foreclosures and 2 short sales available to
purchase today in all of San Diego County, 15 total distressed homes on the active market,
up 5 in the past two-weeks. Last year there were 17 total distressed homes on the market,
similar to today.
There were 2,983 closed residential resales in May, 15% less than May 2021’s 3,496 closed
sales. May marked almost no change compared to April 2022. The sales to list price ratio
was 103.1% for all of San Diego County. Foreclosures accounted for just 0.3% of all closed
sales, and short sales accounted for 0.4%. That means that 99.3% of all sales were good ol’
fashioned sellers with equity.
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