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PERSISTENT INFLATION
NOW PUMPING UP
RECESSION ODDS
Elliott D. Pollack & Co., July 2022

A

s we anticipated at the beginning U.S. economy into a recession. The
experienced worsening affordability
of the year, inflation has persisted. S&P 500 is down 20% year to date,
due to lack of available supply.
entering bear market territory, on
And despite initial efforts by the
Additional increases in the federal
growing concerns that the Fed will
Fed to address inflation, the latest
funds rate, which are expected to
not achieve a “soft landing” for the
report showed inflation once again
continue this year, will likely have a
economy. Economists surveyed by
increased to levels not seen since
further impact.
The Wall Street Journal have raised the Whether or not a recession is on the
December 1981. Many observers
anticipated that inflation likely peaked probability of recession to 44% in the
horizon or if we have already entered
next 12 months. This is a level usually
in April at 8.3%. Instead, May’s
one, it is important to point out that
seen only on the brink of or during
increase of 8.6% was driven by large
Arizona has historically performed
actual recessions.
increases in the prices of energy and
very well relative to other state
groceries. Gas prices are on
economies. Apart from the
the verge of surpassing
Great Recession, Arizona
a national average of $5
typically does not contract
It is important to point out that Arizona
per gallon. Energy prices
as much as other regions in
has historically performed very well
jumped nearly 35% and
the U.S. and tends to boom
food prices increased by
relative to other state economies.
out of recessions earlier than
over 10% year over year.
many of its peer states.
The continued increase of
inflation drew the attention
of the Fed, who delivered its second
consecutive interest rate hike (at a
more aggressive 75 bps pace this
time) and continued to roll off assets
from its nearly $9 trillion balance
sheet. The last time the Fed made two
interest rate hikes (non-consecutive) of
at least 50 bps was in 1994.
The Fed has been walking a tightrope
in recent months, attempting to
bring down inflation levels from multidecade highs without plunging the

While the Fed has some tools in its
toolbox to fight inflation, external
factors are still weighing on its efforts
- the most prominent of which are
supply chain disruptions globally
and the war in Ukraine. Energy is the
primary element that reverberates
throughout the economy, affecting
transportation costs across most
industries including food. Also, rising
mortgage rates, impacted by the
Fed’s actions, have started to affect
the housing market which has already

The latest forecasts below
have taken into consideration
a slowing economy over the next 12
to 18 months. We still believe Arizona
will be a preferred destination for
new residents and industry, but our
expectations for new employment
have been tempered. New home
development is also expected to
moderate with growing affordability
issues and higher mortgage costs
reducing the buyer pool.

GREATER PHOENIX ECONOMIC FORECAST
POPULATION

EMPLOYMENT

1.9% INCREASE 2022
1.9% INCREASE 2023

3.7% INCREASE 2022
3.2% INCREASE 2023

RETAIL SALES

SINGLE FAMILY PERMITS

9.1% INCREASE 2022
5.5% INCREASE 2023

5.0% INCREASE 2022
0.0% INCREASE 2023

Residential Real Estate
Tina Tamboer, The Cromford Report

T

he Greater Phoenix housing market has seen significant
change since affordability measures fell below the
normal range of 60-751 in Q2 2021. Traditional buyers,
typically making up 70-76% of sales, began to fall back
significantly and Wall Street-backed firms buying and selling
in the space began to gain market share. By December,
traditional owner-occupant buyers only made up 64% of
sales, and by April 2022 only 62%. This indicated that investors
were in the driver’s seat of price appreciation. Since June
2021, year-over-year price appreciation measures through
the Arizona Regional MLS (ARMLS) are:
> The annual average price per square foot rose 25.3%
from $219.38 to $274.90.
> The annual average sales price increased 20.8%
from $447,549 to $540,449.
> The annual median sales price gained 24.9%
from $348,250 to $435,000.
Mortgage rates in the last half of 2021 remained historically low
between 2.8% and 3.1% per Freddie Mac, but in 2022 massive
rate hikes began. By the end of March, they were 4.7%
and low supply counts started to rise subtly, but once rates
surpassed 5.0% in April, supply spiked and has continued to
rise. Over a 14-week period, from late March through the end
of June, active supply in ARMLS rose 197% from 4,553 to 13,513.
Only 46% of the supply count at the end of June were owneroccupied and 54% of homes were either new construction
(13%), 2nd Homes/Flips (27%), or rentals (15%) per the originally
filed affidavits of value or year built. 18% of all active inventory
was purchased since January this year, and another 5% were
purchased in the last half of 2021. On the rental side of ARMLS,
active rental supply began to sharply accumulate after
September 2021, up 111% from a low of 1,333 to a new high of
2,812 at the end of June. Seeing inventory rise so dramatically
was an indicator that the affordability issues started last year
had caught up to investors as fewer households can buy or
rent at the rates they desire.
From June 2021-22, annual sales are down 7.7% to 100,612
from 108,974. While prices rose just 1.1% per month on average
in the 2nd half of 2021, Q1 2022 saw another incredible rise
in prices at 2-3% per month, despite the rising interest rates.
Fueled by a growing market share of cash investors, April
saw 58% of all ARMLS sales closing over asking price with a
median of $20,000 over. Once supply took off in April things
turned dramatically, and the first stage of a market shift was
in motion. Over the course of 14 weeks, list price reductions
increased over 450% from 568 reductions in a week to 3,140.
By May, over the course of 7 weeks, the second stage could
be seen in the form of days on market, rising from a median
of 6 days to 14 days prior to contract. In June, interest rates
spiked again from 5.1% to 5.8% within 3 weeks and priced

out more households and small investors. With fewer buyers
available, private flip investors began to scale back to avoid
accumulating inventory. Then in late June, several institutional
buyers stopped acquiring rentals, which dropped demand
even more and slowed price appreciation to a crawl. This
put builders and iBuyers, such as OpenDoor and OfferPad,
in a pinch since they had been selling significant inventory
to Wall Street over the past 6-8 months. Now their attention is
again focused on attracting traditional buyers and easing the
burden of current pricing and interest rates.
The impact of mortgage rates on the average household has
been immense. Combined with price appreciation, payments
for a mid-sized home rose an estimated $900 since December.
By general standards, a family would have to make $126,000
per year to afford a typical home in this environment.
Unfortunately, the median annual income for Greater Phoenix
is estimated to be only $88,800.
Enter seller concessions, the third stage of a market shift. To
offset the impact of interest rate hikes and maintain prices,
sellers are dusting off tools that have not been used in over
a decade. One such dinosaur is the 2/1 buydown currently
promoted by some builders. Another is the adjustable-rate
mortgage (ARM). Both programs reduce the monthly payment
for 2-5 years before adjusting. Some sellers may even allow a
buyer to assume their VA loan at a lower rate.
If interest rates remain high, it’s reasonable to expect a price
decline over the next 6 months, possibly 10-15%. That would
put Greater Phoenix back to December 2021 pricing and a 0%
year-over-year return. This would be a correction, not a crash,
the losses of which will be borne more by short-term investors
than by long-term homeowners.
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Greater Phoenix - ARMLS Residential - Measured Monthly
Last Update: 7/2/2022 7:26:39 PM

SA51© 2022 Cromford Associates LLC - sharing is permitted from Cromford Report subscribers only.

1 https://www.nahb.org/news-and-economics/housing-economics/indices/housing-opportunity-index

by CITY

2021

01/01/21 - 12/31/21

Mid-2022
01/01/22 - 06/30/22

Goodyear

$451,112

$542,494

Glendale

$387,886

$465,781

Phoenix

$445,368

$533,682

Mesa

$401,036

$464,318

Peoria

$469,719

$544,620

Litchfield Park

$517,829

$614,801

Tempe

$425,325

$503,729

Gilbert

$557,002

$655,352

Chandler

$511,334

$597,340

Cave Creek

$792,123

$1,007,260

Fountain Hills

$692,383

$812,888

Scottsdale

$918,395

$1,109,400

Carefree

$1,105,861

$1,481,889

$2,712,146

$3,641,237

Paradise Valley

2022 SALES STATISTICS

BY COMMUNITY

METRO PHOENIX
BY THE NUMBERS
AV E R A G E S O L D P R I C E

$199,021

AVERAGE INCREASE IN SALE PRICE

by COMMUNITY

Average
Sale Price

Days on
Market

List/Sell
#
Price Ratio Closed

Aviano

$1,372,317

7

107%

3

Arcadia

$1,334,535

18

102%

38

Biltmore

$1,071,947

32

101%

36

Coronado (downtown)

$618,738

41

102%

8

Fireside at Desert Ridge

$758,571

59

100%

7

Fireside at Norterra

$636,194

19

103%

18

Encanto

$398,913

31

100%

259

Moon Valley

$605,772

34

101%

83

Tatum Highlands

$718,591

23

104%

29

$664,035

24

103%

69

$852,037

21

104%

91

01/01/2022 - 06/30/2022 Tatum Ranch
Desert Ridge

Statistics gathered from ARMLS. All information deemed reliable but not guaranteed. (Single-Family Residences)
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If your home is currently listed, this is not a solicitation for that listing.
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