
 
 

 
                         

EXECUTIVE SUMMARY – RESIDENTIAL REAL ESTATE MARKET IN 60 SECONDS 
The residential market for Q4 2022 ended after a short 4 week ‘buyer’s market’ in November resuming to a seller’s advantage 
again by the end of December.  The impact of the rapid rise in mortgage rates to above 7% doused the flames on a hot market 
but caused recession fears and pushed affordability to a new low at 22.6%.    
 

Historically mortgage rates have tracked 1.87% above the 10-year treasury that is currently 3.444%, which would indicate a 30-
year mortgage rate of 5.31%. Unfortunately, rates are still in the low 6%, almost a full percentage point above the historical 
indicated rate.  Temporary rate buydowns are helping some buyers with seller cooperation, but buyers must qualify at the higher 
rate and hope to have the opportunity to refinance in the next 2-3 years.  A band-aid, not a solution.    Rates are expected to 
decline slowly in 2023 to 5.5% by year end.   
 

Hopefully a soft landing by the Fed will prevail over a full-force recession.  Although most attention is focused on the CPI, the 
Fed uses the Personal Consumption Expenditure (PCE) in its deliberation and tracking for rate decisions.  So, CPI is moderating 
and the PCE is expected to approach the 2% target in 2023, if the economy responds to the rate increases as forecasted.   
 

Price increases are slowing except for luxury above $2M, which continues to spiral upwards.  That said, inventory levels remain 
at historical lows across all price levels.   The poor quality of the inventory also has buyers trending to the new build market 
over resale as everyone adjusts to the affordability gap caused by the rate spike.  
 

Looking forward it is time to ‘buckle-up’ and expect continued turbulence Nationally with Arizona, perhaps, standing out as a 
top market performer given the significant level of new business development streaming into the region.       

LUXURY MARKET:   WOW!  The luxury market ended the year with average $/sf up 19.7% - 25.5% in: Arcadia (85018), Scottsdale, 
Cave Creek, Fountain Hills, Paradise Valley, and Carefree.  These top markets are all northeast valley communities and continue 
to show good buyer demand in a seller-favored market with some concessions offered on price.  Best quality properties are 
selling at or above list, while lower grade inventory experiencing some downward pressure of pricing reflected in price 
concessions.   Good time to be a seller with good product and a great time for buyers looking for extraordinary properties with 
amenities.   

BUYERS:     There’s no cry’n in buy’n!  Buyers should approach this market as an opportunity to invest in an appreciating asset 
that should provide an 8%-10% compounded growth on the equity into the foreseeable future.  The Arizona economy is primed 
with substantial capital and infrastructure investment being made as the investments in the semiconductor, technology, EV, 
logistics, data center, battery, and space market segments.   
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Buyers should focus on working within a monthly budget and not on trying to get a ‘deal’.   Success is obtaining a property that 
is affordable now and then compromise on size and amenities.   Improvements and additions can be added in the future as 
budget and conditions permit.   For first-time homebuyers I suggest looking at the first property as a first investment to be 
converted to a rental when time and budget permit a move-up.  For move-up buyers I am recommending trying to retain existing 
property as a rental provided time, budget and risk tolerance are a good fit.  Then look to find a best fit move-up property that 
hits all the must-haves to make the move worth the move!   
 

iBuyers and Flippers were burned by the mortgage rate spike chilling demand and generating significant losses.  However, this 
created more opportunities for owner occupants which returned to 75% market share in Q4, up from a low of 63% at end of Q4 
2022.       
 

SELLERS:   The majority of the market favors sellers, but I describe it as very property condition sensitive from the buyer’s 
perspective.  As a result, sellers should expect more buyer demands, particularly for buy downs and concessions under $1M.  
Above $1M sellers should expect to see requests for price reductions.   Given these conditions, price and quality must be 
matched to provide the best prospect for generating a sale.  A good time to sell to capture equity gains when paired with a good 
exit or roll-up strategy.   Up to $500k tax exemption for married couples selling a primary residence owned for 2 of the last 5 
years.   Investors can find reinvestment opportunities utilizing a 1031 exchange to defer gain on assets held for at least 1 year.   

LAND OPPORTUNITIES:  Lot inventory continues to shrink causing upward pressure on land prices.   Now is a good time to buy 
for the future, so if a custom home is desired at some time in the near or distant future, efforts should be made to secure a site.  
New masterplan communities are swallowing huge swaths of land and water issues are becoming a concern in some sections 
of the valley.  
   

KEY STATISTICS – Single-family homes:   
Active Listings:  16,147 – up 200% YOY.         Listings Under Contract:  5,090 – down 48% YOY. 
Sales:  80,989 units – down 23% YOY.            Sales Volume:  $28.6B year to date, $2.6B more than the total volume for 2021.   

EXECUTIVE SUMMARY – COMMERCIAL REAL ESTATE MARKET IN 60 SECONDS 
 

Typically, the commercial and residential markets cycle opposite each other with residential expansion stimulating a succeeding 
commercial expansion.  Interest rate spikes, inflation, global pandemic, war in the Ukraine, and widespread uncertainty 
exacerbated by a corrosive divisive political environment is the scenario for operating businesses today.   
 

Faced with the chaos, but armed with high-speed communications, advancing AI, and a sense of urgency, companies are 
adapting rapidly.   That adapting has upended the traditional work force and replaced it with a mobile versatile alternative allowing 
companies to expand virtually and geographically for cost effective and reductive solutions. 
 

The moment has forged Arizona into a top tier location for HQ’s, manufacturing, and logistics.   In-migration, job creation and 
new market development have simultaneously primed commercial and residential.   Commercial is expanding in the Northwest, 
Southwest and Southeast quadrants of Metro Phoenix (Maricopa County) as well as northern segments of Pinal County.  Over 21 
major commercial projects are underway.   In my over 50 years in Arizona, I have never experienced such and explosive cycle of 
development.   The next 5-10 years are going to be amazing and transformative. 
      

Multi-family:  Strong job growth and in-migration keeps fueling a multi-family market valley wide.  The year included over 30K 
units planned, 40k units under construction and 20k units completed.  Faced with an increasing shortage of housing in general 
estimated to be over 270,000 units, construction labor shortages, supply chain issues for materials, delivery of units has been 
slowed exacerbating the situation to a crisis level.  Vacancy rates are under 5% and rents have stabilized at $2,100 average.  
Demand from investors has pushed cap rate below 4% for class A properties with the balance of the market trading in the 5%-6% 
range.  Strong future potential with very limited inventory.   
 

Medical Office:   Finishing a very strong 2022, this segment has continuing momentum into 2023.  Available private equity, 
favorable lending environment for medical, practice consolidations and expansions are driving the growth across the entire Metro 
Phoenix market.   Rentals pushing to $35 per square foot and up even as far west as Buckeye and east to San Tan Valley.  Adaptive 
reuse, subleasing and new construction are all benefiting from the market pressures.     
 

Office:  The market supported by job growth to 2.3M and a 3.3% unemployment rate still experienced a negative absorption of 
over 850,000 sq ft pushing the vacancy rate to 24.5%, well above the 19.5% long term average.  The silver lining was in the best 
class A projects seeing rents topping $34 per square foot.  Despite the work force chaos caused by the ongoing pandemic, the 
segment still ended the year with average rents nearing $29 per sq ft.   The year ahead should continue to heal the statistics and 
major redevelopment and repositioning projects are underway to add class A inventory to meet new demand. 
 

Industrial:  Massive expansion in this segment has caused some vacancy increases but remains at 4.2% overall.  Average NNN 
rents are $1.19 per square foot.  Absorption reached almost 18M sq ft with almost 50M square feet under construction with 
warehouse distribution taking the lion share.   Ongoing development and expansions will continue to benefit this segment into 
2023.  The TMSC project in the northwest valley announced an expansion doubling the capacity of an already massive $12B 
manufacturing facility.   Large building projects and industrial parks are under construction or planned in the Northwest, 
Southwest and Southeast quadrants of the Metro area (Maricopa County + North half of Pinal County). 
 

Retail:  A good year for retail as foot traffic is returning.  Pad sales are boosting the health of the segment as heavy demand for 
drive-thru properties continues.  Overall re-opening of businesses has benefited the entire Metropolitan area.  Investor interest 
in NNN single tenant and 1031 Exchange activity has strengthened this asset class.  Vacancy has declined below 6%, net 
absorption exceeded 2M sq ft and average NNN asking rents settled at just under $16 per square foot.   More recovery expected 
in this segment for the year ahead. 
 

Land:  They aren’t making it anymore!  Absorption of available land consumed massive acreage in 2022 for all uses.  As a 
result, land prices are escalating in response to the scarcity and demand.  Land costs will probably slow development in some 
segments until the rents or construction costs can adjust to this new normal.  Already having lots of activity and inquires for 
land to facilitate current or future development plans.  I am expecting this to continue to accelerate in 2023 and beyond. 
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SOURCES: Michael Orr, The Cromford Report, The Information Market, Phoenix Business Journal, The Rose Law Group /Belfiore – Dealmaker 
                                                          ARMLS - the most accurate and comprehensive Arizona Real Estate Statistics and Data available 
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