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A market that has
experienced
tremendous
appreciation over
the last two years
is now grappling
with higher
mortgage rates,
resulting in less
participants in the
market

The month of May has come and gone, and
seemingly so have a large number of buyers in
today's housing market. Spring is in full bloom, the
temperatures are rising, and so are the interest
rates. Unlike April, this month saw rates stay in the
low 5's, measuring at 5.35% and 5.25% on May 12th
and May 26th respectively. Elevated rates in this
range were high enough to send many buyers
packing, ultimately leading to a continued healthy
rise in the number of homes on the market.
With rising rates now on the forefront of potential
buyers' minds, the name of the game became
'Home Affordability'. When determining home
affordability it is critical to look at home prices,
household incomes, and the prevailing mortgage
rate. Home values have risen sharply since the
start of the pandemic. In fact, the national CaseShiller Home Price Index increased by 20.6% yearover-year in March, a record rise. Higher prices
were not a problem when rates were in the two’s
and three’s and buyer demand was through the
roof; however, May's 5.25% mortgage rate,
according to Mortgage News Daily, is a significant
jump that has seriously hindered buyers. As a
result, demand for Southern California Housing has
weakened.

May in Southern California began with around
17,000 homes on the market. To compare, last year
began with roughly 16,000 homes on the market.
May was the first month where the inventory level
was higher than the previous year since 2019.
Inventory levels shot up once again this month, and
by month's end had surpassed 21,000 homes. That
marks a 24% increase in inventory this month. The
supply crisis is slowly going away, however there
were still 13% less homes that came on the market
compared to the 3-Yr Avg from 2017-2019.
Demand in Southern California began in May with
roughly 15,200 pending sales, and by months end
had dipped to 14,800, a very uncharacteristic drop
for this time of year, all due to the sharp rise in rates.
Keep in mind that demand typically peaks during the
month of May, and slowly declines throughout the
summer.
With inventory swiftly rising and demand hitting a
stumbling block, the Expected Market Time for
Southern California grew by 9 days in the month of
May, and the market finally moved out of the 'Insane'
range and into the 'Hot' range, finishing the month at
42 days.
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The steep climb in mortgage rates has
significantly eroded home affordability and
the Southern California housing market is
finally shifting out of its insane pace.
Soaring home values were not a problem in 2020
and 2021 when rates reached 17-record lows. But,
as rates have climbed from 3.25% to 5.25% since
the start of the year, home affordability has taken a
huge blow. Many potential home buyers no longer
qualify to purchase a home, or their purchasing
power has greatly diminished, ultimately leaving
more buyers out of the market.
A payment on a $1 million home with 10% down at
the start of the year was $3,917 at 3.25%. At the
end of May that same payment would now be
$4,970 at 5.25%. The change in rates over the first
five months of the year have resulted in a $1,053
per month rise. That's over a $12,000/year
difference.
Additionally, a buyer looking to spend $4,000 per
month and 10% down was touring homes at a
$1,021,111 at the start of January. Closing out May
that same buyer is now considering homes at
$782,222. Their purchasing power plunged by
nearly $240,000.

As a result of the rapidly declining affordability
numbers, there are now fewer showings, fewer
multiple offers, and homes are taking longer to sell.
Overpriced homes are sitting, the inventory is
rapidly growing, and price reductions are on the
rise. In Southern California 26% of all available
homes to purchase have reduced their 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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affordability measurement
$4,000/Month
Desired Mortgage
Payment
Mortgage Payment is
Principal & Interest Only &
10% Down Payment

4%

$931,111

5%

$827,778

5.5%

$782,222

6%

$741,111

Affordability continued to shrink in May as interest rates remained elevated. The
diagram above shows how today's rate can really limit a buyer's purchasing power.

expected Market Time

price reductions

by county

by county

SD: 28% OC: 27%
RC: 30%
SB: 27% LA: 26%
measures the % of
homes in each county
that have reduced their
asking price at least
once.

16,413
16,413 homes sold in
May, 14% less than last
year's number.
Demand is falling
behind its average
pace for this time of
year.

LA: 45 Days
OC: 38 Days
SD: 34 Days
RC: 41 Days
SB: 50 Days

southern california

May

market time

The Expected Market Time is the speed of the market, the lower the number, the faster homes
are being placed into escrow. Anything below 60-days is considered a Hot Seller’s Market
where there are plenty of showings, multiple offers, sellers call the shots, and home values are
on the rise. A new level emerged to adequately describe this year’s torrid pace, market times
below 40-days. Anything below this level is considered an Insane Seller’s Market. That is
where the market has been for the first four months of 2022, however that changed in May.
The market is slowing considerably, and although the market is no longer Insane, it is still a
Hot Seller's Market.

33 days
april 28 2022

42 days
May 31 2022

hot SELLER'S MARKET
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market breakdown
Homes coming on the market
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LA: -13% OC: -17% RC: -11% SB: -13% SD: -21%
*Compared to the 3 yr avg from 2017 to 2019*

advertising
opportunities available!
949.537.1114 | Office Phone
Info@reportsonhousing.com | Email

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

