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The big story in the Monterey Peninsula real estate market at the end of 2000 was that dollar volume exceeded one
billion dollars for the first time. That was a huge number demonstrating the tremendous popularity and high cost of
Peninsula real estate during that record-breaking year.

The big story for 2001 is that dollar volume dropped by $437 million dollars, going from one billion one hundred
eighty eight million in 2000 to $751 million in 2001. Dollar volume was also lower than the $899 million registered in
1999, which was the best year in history prior to 2000. The year 2001 did, however, beat the dollar volume of both
1997 and 1998 that came in at $640 million and $734 million respectively.

The drop in 2001 from 2000 should not be a surprise. Billions of dollars of stock market value disappeared in 2001.
The biggest beneficiary of the stock market boom was Northern California. It follows that we would be among the
hardest hit by the disappearing green. Yet, our real estate remains relatively insulated from the realities of economic
life, as you will see below.

Prices – Small Declines and Large Increases

We love the year-end report because we have enough data to
make better sense of what is going on. Let’s look at some numbers,
starting with the median sales prices. Everyone wants to know what
real estate is worth. People are constantly asking us how much
prices have dropped from their highs.

"Is it 20%? 30%? 50%?" they ask.

Turns out that prices have hardly dropped at all when you look at
year-to-year numbers. Carmel, Pebble Beach and South Coast
slipped 6%, 6% and 15% respectively from 2000 to 2001.
Monterey’s median sales prices declined 3%. With the exception of
the South Coast, these are meager price corrections.

The other six markets, in a weakening market, finished 2001 with
higher median sales prices than in 2000. Seaside led the way with
an eye-popping gain of 24%; Del Rey Oaks followed with an
increase of 19%, Marina, 18%, Carmel Valley, 14%; Pacific Grove,
9%; and the Salinas/Monterey Highway, 6%.

On balance, prices did very well in a year in which dollar volume
dropped substantially. These strong prices attest to the strength of
the underlying fundamentals that support our local market: scarcity
and desirability.

Ten Year Price Review
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You may recall from our previous reports that the local real estate
bull market began in the 4th quarter of 1995. The first nine months
of that year were weak, and then unexpectedly the market began
picking up in the last quarter. We were both working on deals on
Christmas Eve wondering why our clients were choosing such a
weird time to buy real estate.

Let’s look at the progression of median sales prices over ten years.
This will give us a good idea of how the market has behaved over a
long period. We will use Carmel for our example. In 1992 the
median sales price in Carmel was $440,000. In 1993 it dipped to
$427,000, and in 1994 it made a comeback to $450,000. In 1995 it
slipped downward again to $429,000. Basically, prices did not go
anywhere from the end of the 1989-1990 run-up to 1995.

The 1996 market was excellent but prices didn’t do much. At that
time we commented on the surprising stability of the prices.
Demand was becoming stronger and stronger so why wasn’t it
having a greater impact on price? The 1996 median sales price
came in at $480,000, 12% above 1995 but only 7% above 1994.
This was a move up but nothing dramatic.

Subsequently, the median sales price in 1997 topped 1996 by 9%.
In 1998 prices gained 9%; in 1999 15%; in 2000 by 38%. Look at
those last two numbers: 53% appreciation in two years. Those
were clearly unsustainable numbers.

 

Carmel – Up 93% in 10 Years

Looking at quarterly numbers, which are suspect because the time
frame is too short and the data too meager, Carmel hit its price
peak in the second quarter of 2001 with a median sales price
$1,150,000 for the quarter. We published that figure in our 2nd
Quarter Report, but we didn’t draw any conclusions.

If one uses the $1,150,000 median sales price as a benchmark
number the 2001 median sales price of $850,000 seems like a
devastating drop. Some local reporting has focused on these short-
term differentials and published some truly alarming numbers.
Readers need to be skeptical of short-term numbers and not jump
to conclusions on the hot news just off the press.

With ten years of numbers, which we just have given to you for
Carmel, one can see exactly where we are. 2001 was 6% below
2000 but 31% above 1999. The gain from 1992 to 2001 was 93%.
Only 29% of that gain was achieved from 1992 to 1998 and all of
the rest has come since 1999. 1999 and 2000 were exceptional
boom years.
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The Psychology of the Up Real Estate Market

Few of us are immune to the psychology of the moment. It is hard not to be bullish when multiple offers are flying
around and properties are selling for more than the asking price. It is hard to recognize good deals when our fists
are squeezing to death the eagles in our pockets. Sometimes it pays to be counterintuitive.

As we now know, the flow of real estate dollars into our market in 2001 dropped by $437 million dollars. That is a lot
of money. Yet, at the beginning of the year median asking prices were approaching $500,000 above record-high
median selling prices. How could anyone believe that 35% annual gains could continue?

What happens in up markets is simple. Prices go up, up and up and sellers and their agents fear under pricing their
product. So they keep ratcheting prices higher and higher. It becomes a stampede that is hard to resist. When the
market begins to cool, few realize it in time to catch the best possible price when they go on the market. Asking
prices stay high, sales volume begins to dwindle, savvy or truly motivated sellers lower their expectations and get
their places sold. Others don’t get the picture and stay behind the downward curve. It is terrible, if you are a seller, to
chase the downward curve. Often times sellers end up getting substantially less than they would have gotten had
they had an attractive price in the beginning.

The silver lining here is that even those who have been chasing the downward price curve have only taken a beating
off the peak highs. At this writing, people selling today in Carmel are only 6% off of 2000 prices and still a whopping
31% above those of 1999.

The 4th Quarter

Here are the highlights of the 4th quarter. The 10 Peninsula markets logged 243 transactions, second best of the
year and remarkable, in our view, given the dramatic events that devastated many sectors of the economy. Thirty-
five of the 243 transactions topped one million dollars. Seven of the ten markets had market barometers of 25% or
higher, well above our classic benchmark of 20% as the indicator of a good market.

It seems to us that the market is in excellent shape going forward. We look forward to our report in April covering the
1st quarter of 2002.

If you would like historic numbers for your town, please email us.
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The charts are based in whole or in part on data supplied by the Monterey County Association of Realtors’ Multiple
Listing Service (MLS). Neither the Association nor the MLS guarantees or is responsible for their accuracy. Data
maintained by the Association or its MLS may not reflect all real estate activity in the market.

Please Call Us

We have lived on the Monterey Peninsula since 1978 and in the heart of Carmel since 1986. We know the market
and have deep experience assisting both buyers and sellers.

We Help Buyers

Many of our buyers are from out of town and before they act they need to gain an understanding of our local market.
If you are an out-of-town buyer, you are extremely dependent on your agent for guidance. We are skilled at assisting
you up the learning curve so that you can make sound decisions. The way we prosper is by putting our buyers into
good, solid situations.
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We Help Sellers

We know the market and would be happy to evaluate the value of your house at no charge. We know how to help
you get ready for market to get the best price for your property. Selling a property is a cooperative effort between the
seller and his or her agent. We will guide you on the team approach to success.

Please contact us via email, call us at 831-622-4642, or write us at PO Box 350, Carmel, CA 93921.

Share With Friends
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