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The Greater Phoenix housing market continued its
ongoing trends of strong sales, higher prices and de-
clining affordability during the first quarter of 2000.
The local housing market set arecord for first quarter
activity with atotal of 22,430 recorded sales, in com-
parison to the 21,515 recorded a year ago and 23,570
salesrecorded in fourth quarter 1999. The first quarter
istypically the slowest quarter, with slightly under 20
percent of annual sales activity. Thus, its strong perfor-
mance was unexpected, particularly given that higher
mortgage interest rates and home pricesare so adversely
impacting affordability.

AFFORDABILITY

The primary consideration for most homebuyers is
the monthly payment, which reflects both the interest
rate and the home price. During the quarter, the Federal
Reserve Board continued to raiseinterest rates; the quar-
terly average interest rate for 30-year mortgages in-
creased from 7.4 percent in fourth quarter 1999 to 7.8
percent — well above the 6.5 percent recorded a year
ago. Further, the median resale home price set another
record at $124,400, surpassing the previous record of
$122,000 set in second quarter 1999. This combination
of higher interest rates and higher prices pushed the
monthly payment from $820 in second quarter 1999 to
$915 (see Table 1).

Increasing home costs together with fairly stable
monthly income drove the resale affordability index to
109 —itslowest level sincethird quarter 1990, at which
time the median sales price was $81,000, the effective
interest rate 10.3 percent and the monthly household
income $2,730. The median resale home price of
$124,400 would require only an 8.9 percent effective
interest rate to yield an index value of 100. Although
the median new home price of $148,075 was slightly
below the record $148,150, higher interest rates nega
tively impacted the new home affordability index. It
moved from 94 in fourth quarter 1999 to 91, in contrast
tolast year's 107. Thisisthelowest level sinceit fell to
85 in first quarter 1995, when the interest rate was 8.9
percent, income $3,125 and price $128,800.

Because monthly household income is fairly stable,
affordability is heavily influenced by changesin inter-
est rates and/or home prices. For example, at current

income and interest rate levels, the resale home
affordability index would be 167 if the home price had
remained at the third quarter 1990 figure of $81,000.
Most households do not earn the median income —
half earn more and half earn less. In second quarter
1999, a household earning an annual income of
$35,040 could afford the median-priced resale home,
but now it takes an annual income of $39,300. In the
new home market, the annual income required hasin-
creased from $43,200 to $46,800. Since home prices
and incomes vary throughout the Valley, so does the
affordability index. In the resale sector, for example,
theindex rangesfrom 75 in Scottsdaleto 126 in Glen-
dale and 127 in Chandler.

RESALE SINGLE-FAMILY HOMES
With 12,370 recorded sales, the resale market had a
record first quarter, besting the 12,035 homes sold in
first quarter 1999 (see Table 2). However, the quarter
was down from the 12,740 homes recorded sold in
fourth quarter 1999 and the record 16,040 sales of
second quarter 1999. Although these numbers might

portend another
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Thus, no clearly discernable trend can be
fathomed from the first quarter.

Although the median home price rose to
another record at $124,400, some of the in-
crease can be attributed to the pressures of
growing market demand restricted by acon-
sistent supply of listings (approximately
16,000 homes). However, other factors also
are contributing to the rise in median sales
price. As the housing cycle ages, more ex-
pensive homes sell in greater proportions as
buyerstrade up, taking advantage of theim-
proved economy and lower interest rates to
satisfy their housing dreams. In first quarter
1996, 25 percent of resale homes sold for
less than $70,000. Currently, that figure is
down to 8 percent. The upper end of the hous-
ing spectrum ($200,000 or more) has moved
from 10 to 19 percent of the market since
first quarter 1996.

Median resale home prices varied gresatly
throughout the Valley, from a high of
$725,000 (135 sales) in Paradise Valley to
$65,000 (180 sales) in Central West Phoe-
nix. Active areas included Mesa, with 1,415
sales and amedian price of $116,000, Glen-
dale with 1,065 sales ($113,000), Deer Val-
ley with 818 sales ($132,000), North
Scottsdale with 840 sales ($280,000),
Maryvale with 620 sales ($77,175) and
Mountain Park with 440 sales ($168,500).

NEW SINGLE-FAMILY HOMES
The new home market also established a
first quarter record with 6,690 sales, com-
pared to 7,435 sales in fourth quarter 1999
and last year’'s 6,230 sales. January was the
best month of the quarter, with 2,660 sales,

while February was lowest at 1,815, com-
pared to January 1999 (1,765 sales) and Feb-
ruary 1999 (1,900 sales). The median sales
price of $148,075 was close to the record of
$148,150, with 25 percent of the recorded
sales exceeding $200,000. Among the more
active new home markets, the highest me-
dian price was again in North Scottsdale,
with 430 homes sold at a median price of
$329,385. Thelowest median salespricewas
$122,800 in Avondale (255 sales). Other ac-
tive markets were: Deer Valley with 1,175
sales ($151,060), Superstition Springs with
880 sales ($135,410), Gilbert with 580 sales
($161,975) and Mountain Park with 100 sales
($182,480).

TOWNHOUSE/CONDOMINIUMS

This market segment tends to attract
empty-nestersand seasond visitors, wholike
the low maintenance, recreational facilities
and security offered by this housing style.
Although freguently perceived as a source
of low-priced housing, many of the recent
new townhouse/condo projectsareat the high
end of the market. The median price of anew
unit is now higher than that of asingle-fam-
ily home, at arecord $150,145, up substan-
tially from $127,185 for ayear ago. New unit
sales were 445 homes, compared to last
year's405 salesand 460 salesin fourth quar-
ter 1999. The leading areas of new unit de-
velopment were North Scottsdale with 205
sales ($170,355), South Scottsdale with 30
sales ($132,400), Mountain Park with 34
sales ($146,170), Superstition Springs with
45 sales ($134,780), and Union Hills with
25 sales ($128,700).

The resale townhouse sector had a good
first quarter with 2,925 sales, down very
dlightly from the 2,935 sales recorded in
fourth quarter 1999, but ahead of the 2,845
sales of ayear ago. The median sales price
for aresale unit increased from $82,150 in
fourth quarter 1999 to $85,000, which was
68 percent of the median sales price for a
resale home ($124,400). In the resale mar-
ket, the median square footage is 1,165
($74.85 per squarefoot), in contrast to 1,600
($80.80 per sguarefoot) in the single-family
market. The most active resale areas were
North Scottsdale with 355 sales and a me-
dian price of $150,000, South Scottsdalewith
310 sales ($108,950), Sun City/Peoria with
230 sales($70,500) and South Mesawith 190
sales ($73,850).

NATIONAL HOUSING MARKET

Much like the local housing market, the
national housing market provides support for
optimists and pessimists alike. After aweak
start this year, the resale market has shown
some strengthening, but still remains lower
than ayear ago. Thebasic reasonisthe same
as in the local market — declining afford-
ability dueto higher interest rates and home
prices. Because interest rates are expected
to increase, the fundamental expectation is
that both the new and resale home markets
will continueto lose momentum and will end
the year with sales activity around 10 to 15
percent below therecord levelsof 1999. The
overal strength of the national market isre-
aly dependent on several key states: Cali-
forniatypically represents 12 percent of the
resale market and 8 percent of the issued

TABLE 1

HOUSING AFFORDABILITY INDEXES

Resale Homes New Homes
Median Gross Effective Median Monthly Median Monthly
Monthly Interest Sales Housing Affordability Sales Housing Affordability

Year: Qtr. Income Rate Price Payment Index Price Payment Index
1998 1., $3,470 7.0 $110,000 $730 133 $137,210 $910 106
1998 2 s 3,470 7.0 114,000 760 128 140,000 930 104
1998: 3 . 3,490 6.8 113,900 740 132 138,600 905 108
1998: 4 ..o 3,490 6.6 115,000 735 133 140,000 895 109
1999 1. 3,500 6.7 115,000 740 132 142,060 920 107
1999 2 s 3,500 7.1 122,000 820 120 147,930 995 99
1999 3 s 3,535 1.7 122,000 870 114 148,150 1,055 94
1999 4 i, 3,545 1.7 121,715 870 114 147,745 1,055 94
2000; 1. 3,550 8.0 124,400 915 109 148,075 1,090 91

Source: Arizona Real Estate Center, L. William Seidman Research Institute, College of Business, Arizona State University.
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single-family permits, Texas has 10 percent
and 8 percent sharesrespectively, and Florida
accountsfor 9 percent and 8 percent. Strong
metropolitan areas include Atlanta, Dallas,
Chicago, Washington D.C. and Houston.

Although the national resale median home
price declined slightly from $133,100 to
$132,300 in first quarter 2000, higher inter-
est rates forced the affordability index down
from 107 to 105 — it was 118 a year ago.
The same pattern was evident in the national
new home market, as the median home
price declined from $162,430 to $161,670,
and the affordability index declined from
last quarter’s 88 to 86, in contrast to last
year's 99.

In first quarter 1994, the median resae
home pricein the Phoenix metropolitan area
was 79 percent of the national median price
— itiscurrently 94 percent. Inthe new home
market, the relationship increased from 90
percent to 92 percent of the national level.

LOOKING AHEAD
Thelocal housing market is not driven by
asingle type of homebuyer but by adiverse
group of individuals seeking to satisfy their
respective housing dreams. Many of these
buyers belong to groups that traditionally

tend to rent rather than buy, such as seasonal
visitors, young married couples, minority
households and single females. They have
been enticed into the market by the lure of
affordability that has made buying cheaper
than renting. Further, the strong job market
has given them sufficient confidencein their
economic futures to make the long-term
commitment of purchasing a home. These
same factors also have encouraged many
current homeowners to trade up to better
homes or to buy a second home for retire-
ment or seasonal Visits.

Such “non-traditional homebuyers’ have
added additional strength to the market. Be-
causetheir involvement is dependent on low
interest rates, rising mortgage rates (and the
resulting decline in affordability) will pro-
gressively drivethem from the market. Thus,
future activity increasingly will rely on more
traditional types of buyers, such as people
moving into the area.

Although rising home prices reduce
affordability, they also increase the wealth
base of homeowners, which can be borrowed
against with equity credit lines or can assist
in moving up the housing chain. Hence, the
increase in home prices is a double-edged
sword, benefiting some households while

adversely affecting others, especially those
trying to enter the owner-occupied market
for thefirst time.

Declining affordability not only may
dampen the current “hot” housing market, it
haslong-termimplicationsaswell. A key el-
ement in the economic development of the
Phoenix area has been housing affordability,
especially in comparison with California.
Although local home prices are still well
under California levels, they have become
less competitive with other areas, especially
in the southern (median resale price
$119,000) and midwestern (median resale
price $118,000) regions. Thus, a major at-
traction of the Phoenix areaisrapidly erod-
ing. Thisnot only will impact those moving
here; many current residents also will find
the goal of home ownership becoming more
elusive — especialy young and minority
households, which have benefited greatly
from the current market. Thus, as rates and
prices increase, declining affordability will
pose an ever increasing threat to the
sustainability of the local economy and cur-
rent housing market conditions.

— Jay Q. Butler
Director
Arizona Real Estate Center

TABLE 2

METROPOLITAN PHOENIX HOME SALES

Townhouse/Condominium

Single-family

Median Sales Price Resale New Total Resale
First Quarter 1998 ..........c.coco. $110,000 $137,210 $120,000 $77,000
Second Quarter 1998 . 114,000 140,000 121,500 77,500
Third Quarter 1998 ................... 113,900 138,600 121,940 75,000
Fourth Quarter 1998 ................. 115,000 140,090 124,060 79,900
First Quarter 1999 ...t 115,000 142,060 124,940 81,370
Second Quarter 1999 ............... 122,000 147,930 129,900 82,000
Third Quarter 1999 .................. 122,000 148,150 131,000 81,000
Fourth Quarter 1999 ................. 121,715 147,745 132,000 82,150
First Quarter 2000 ............c......... 124,400 148,075 133,095 85,000
Number of Sales

First Quarter 1998 ...........c..cc..... 10,470 5,775 16,245 2,520
Second Quarter 1998 . 15,075 6,895 21,970 3,500
Third Quarter 1998 ..... 14,575 7,225 21,800 2,850
Fourth Quarter 1998 ................. 12,955 7,705 20,660 2,880
First Quarter 1999 .......c..ccoooun.. 12,035 6,230 18,265 2,845
Second Quarter 1999 . 16,040 7,080 23,120 3,485
Third Quarter 1999 ..... 15,550 7,370 22,920 3,220
Fourth Quarter 1999 ................. 12,740 7,435 20,175 2,935
First Quarter 2000 ........c...ccc...... 12,370 6,690 19,060 2,925

New Total Grand Total

$118,000 $81,500 $115,290
117,935 82,500 116,500
124,925 80,000 117,410
119,230 85,000 118,900
127,185 85,500 119,900
134,600 86,000 124,940
138,070 85,000 125,600
142,400 88,000 127,500
150,145 90,000 128,140
330 2,850 19,095
440 3,940 25,910
465 3,315 25,115
490 3,370 24,030
405 3,250 21,515
470 3,955 27,075
420 3,640 26,560
460 3,395 23,570
445 3,370 22,430

Source: Arizona Real Estate Center, L. William Seidman Research Institute, College of Business, Arizona State University.
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1997 Economic Census: construction above average in AZ

Indicatorsof congtruction activity inArizona
were higher thanthe national averagein 1997.
This higher activity resulted from the state’'s
net in-migration of people and companies.

Data from the 1997 economic census for
construction have been released for Arizona
and the United States. Construction data are
availableonly at thenational, regiona and state
level. Resultsfor 16 NAICS (North American
Industry Classification System) sectors were
availablein early May 2000. Only the mining
and manufacturing sectors remained to be re-
leased by the U.S. Bureau of the Census.

Constructionranked fifth among the 16 sec-
torsin employment in Arizona, with 131,871
workers in 1997. The number of establish-
ments (see Table 1) ranked second. Employ-
ment per establishment ranked 12th and pay-
roll per employee ranked eighth. The Census
Bureau provides different dollar measures by
sector, with congtruction’s being net value of
construction work (the value of construction
work less the cost of construction work sub-
contracted out to others). While not directly
comparable to the saes, receipts or revenue
figures produced for other sectors,
construction’s net value ranked fourth among
thedollar measuresof the 16 sectors. Construc-
tion ranked seventh on dollars per employee.

Arizond's share of the nation’s construc-
tion activity in 1997 wasgreater than itsshare
of the nation’s population (1.7 percent),
which ranked 21st. The state’s construction
establishments employed 2.3 percent of the
nation’s construction employees, ranking
16th, and produced 2.1 percent of thenation’s
net value of construction work, ranking 19th.
Including out-of-state firms doing construc-
tion work in Arizona, 2.3 percent of the
nation’s construction work was done in the
state, 14th in the nation.

Arizona saverage establishment sizeof 11.9
employeeswas 38 percent higher than the na-
tiond average. Net value per employee and

average payroll per employee both were 10
percent below average. Per resident, net value
was 21 percent abovethenational averageand
employment was 35 percent above average.

Single-family detached housing accounted
for 41 percent of the state'sval ue of construc-
tion work. Office buildings provided the next
highest share at just 7 percent. The next high-
et types of construction were highways and
streets, apartments, manufacturing and light
industria buildings, educational buildings, and
single-family attached housing.

SUBSECTORS

The construction sector consists of three
subsectors: building, developing and general
contracting; heavy construction; and special
trade contractors. Thelatter subsector by far
wasArizona'slargest in 1997, accounting for
64 percent of establishments, 67 percent of
employment, and 54 percent of the net value
of construction work. However, the special
trade contractors subsector had thelowest net
value per employee and lowest payroll per
employee of thethree subsectors. The build-
ing, developing and general contracting
subsector was highest on these measures.

Thebuilding, devel oping and general con-
tracting subsector consists of three industry
groups: land subdivision and land develop-
ment, residential building construction, and
non-residential building construction.

Residential building was responsible for
nearly 60 percent of the subsector’s employ-
ment and net value, while the land industry
group was relatively small. However, land
subdivision and development produced the
highest net value per employee of any in-
dustry group in the construction sector and
had one of the higher payroll per employee
figures at $34,400. In addition, land sub-
division and development in Arizona
accounted for 3.7 percent of the nation’s
total, ranking eighth.

Mogt of the stat€'s residential construction
consisted of single-family homes. The state’'s
shareof the nation’s employment ranked 15th,
while its multifamily rank was 26th, account-
ing for just 1.1 percent of the nation’semploy-
ment. Arizonaranked similarly low inthecon-
struction of manufacturing and industria build-
ings and was about average in the construc-
tion of commercid and institutional buildings.

Highway and street construction was the
largest component of the heavy construction
subsector. Its per capitaactivity was dightly
abovethe nationa average. Further above av-
erage wasthe water, sewer and pipeline con-
struction industry. Arizona also was above
average in the smaller industry of construc-
tion of power and communication transmis-
sion lines.

The special trade contractors subsector con-
sistsof 10industry groups. None produced net
va ue per employeeequal tothestate' ssectoral
average of $96,800in 1997. Thelargest of the
industry groups were plumbing, heating and
air conditioning contractorsand masonry, dry-
wall, insulation and tile contractors. The latter
group, aong with painting and wall covering
contractors, had the lowest net value per em-
ployee and the lowest payroll per employee.

Employment in the carpentry and floor con-
tractorsindustry group wasconsiderably above
the national average. Arizona's employment
inthecarpentry industry ranked fourth nation-
ally, accounting for 4.7 percent of the national
total. Similarly, the masonry, drywall and tile
industry group wasquitelargeinArizona. The
drywadll, plastering, acoustical and insulation
industry ranked fourth nationally with 5.2 per-
cent of the nation's employment. The tile,
marble, terrazzo and mosaic industry ranked
fifth with 4.0 percent of the nation’s employ-
ment. Also ranking high wasthe concrete con-
tractorsindustry group.

—Tom R. Rex
Research Manager

Number of Net Value Payroll
Establishments in Millions in Millions Employment
CONSTRUCTION TOTAL ...covvrivrriinireirirsereessesrsennnnns 11,058 $12,762 $3,621 131,871
Building, Developing and Contracting................. 3,408 3,998 850 26,933
Heavy CONStruCtion ..........cccoveviveveieienienienenienns 587 1,846 509 16,652
Special Trade CoNtractors..........ccocoveverrevrirsnennns 7,063 6,918 2,261 88,286

TABLE 1
CONSTRUCTION, ARIZONA, 1997

Employment per Net Value per Payroll per

Establishment  Employee Employee
11.9 $96,800 $27,500
79 148,400 31,600
28.4 110,800 30,600
125 78,400 25,600

Source: Center for Business Research, L. William Seidman Research Institute, College of Business, Arizona State University using data from the U.S.
Department of Commerce, Bureau of the Census, 1997 Economic Census, Construction, Arizona.
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Federal expenditures about average in Arizona in 1999

Federal fundsdistributedinArizonainfis-
cal year 1999 totaled $27 billion, or $5,642
per Arizona resident. The per capita figure
was 3 percent above the national average.
Arizona ranked 21st among the 50 states.
Among 10 western states, Arizona's figure
was second to New Mexico's $7,805.

Nationally, inflation-adjusted (real) per
capita federal spending rose only 3 percent
between 1993 and 1999, following a 16 per-
cent surge from 1989 to 1993. Gainsin Ari-
zona lagged far behind the national average
from 1989 to 1997, but alarge 12 percent in-
crease between 1997 and 1999 put the 10-year
gaininArizonadightly ahead of the national
average and wasthe greatest among the west-
ern states.

Federa spendingisimportant becauseit rep-
resents a net infusion of money into Arizona.
However, sinceArizonanscontributearoughly
equivaent amount intheform of tax payments
by Arizona househol ds and businesses, federa
expenditures largely represent a redistribution
of funds rather than a net economic impact.
Federd expenditures are classified into five
broad categories (see Table 1).

Maricopa County’s per capitareceipt of fed-
era fundsin 1999 was 12 percent lessthan the
sateaverage, withthefigurein each category at
least 5 percent below average. In contrast, Pima
County’s overal figure was 36 percent above
average, with per capita procurements more
than twice the sate average. Pima County was
above averagein each of the other four catego-
riesaswell. Cochise, LaPaz and Apache coun-
ties had the highest overal per capita figures.
Cochisewas especidly highinthe salariesand
wagescategory, mostly relatedto Fort Huachuca.
La Paz County was far above average in the
procurements category while Apache County
received many grants.

RETIREMENT AND DISABILITY

Retirement anddisability outlaysaccounted
for 35 percent of all federal spending in Ari-
zonain 1999. The state’s per capita receipts
were dightly above the national average and
ranked secondintheWest. From 1993 through
1999, real per capitaretirement and disability
fundingincreasesaveraged lessthan 1 percent
per year nationally. The gain in Arizonawas
less than the national average in each year
from 1991 through 1999.

Three-fourths of this category consisted of
Social Security payments. OutlaysinArizona
weredightly higher than the national average
intheretirement portion, but lessineach of the

TABLE 1
FEDERAL EXPENDITURES IN ARIZONA, FISCAL YEAR 1999

Retirement and Disability ............cccccovrviiininne,
Other Direct Payments ...........ccccooevcneriinninnenenn.
Procurements .........cccccovvenevnenininns

Grants .......ccooeevverivennenns

Salaries and Wages

Millions of Per Percent of State
Dollars Capita  U.S.Average  Rank
$26,959 $5,642 103% 21

9,473 1,983 104 22
5,506 1,152 96 27
4,782 1,001 144 8
4537 950 90 33
2,661 557 88 26

Source: Center for Business Research, L. William Seidman Research Institute, College of Business,
Arizona State University from the U.S. Department of Commerce, Bureau of the Census, Consolidated

Federal Funds Report for Fiscal Year 1999.

other components of Social Security. Federal
retirement and disability benefits made up
most of therest of thiscategory, with Arizona
far above average, especialy in the military
component.

OTHER DIRECT PAYMENTS

Other direct payments accounted for one-
fifth of federal expenditures in Arizona in
1999. Followingavery largeincreasein 1999,
per capitaspending was only 4 percent bel ow
the national average, compared to around 20
percent lower in each of the prior nineyears.
Nationally, rea funding in this category de-
creased 5 percent in 1998 and 1999, while
Arizona posted a two-year advance of 12
percent. Arizona ranked 27th nationally and
first among the western statesin 1999.

Medicare accounted for more than half of
these other direct payments. Per capitaspend-
ing on Medicare was 13 percent below the
national averageinArizonain 1999. Arizona
was below average in most of the other com-
ponents as well, including agricultural assis-
tance, housing assi stance and unemployment
compensation. Arizona's big risein 1999 re-
sulted from an eight-fold increase in federal
employees life and health insurance.

PROCUREMENTS

Procurement contracts accounted for 18
percent of the federal spending inArizonain
1999. Very large increasesin 1998 and 1999
pushed per capita spending levelsin Arizona
44 percent above the nationa average—the
state ranked eighth nationally and third in the
West. Arizona's real per capita figure of
$1,001 was the highest since 1990, but was
still well below the 1980s peak.

The Department of Defense wasthe source
of 87 percent of Arizona's procurement con-
tractsin 1999. Arizona'sper capitafigurewas

2.1 times higher than the national average on
defense contracts, but more than 50 percent
bel ow average on procurement contractsfrom
federal non-defense agencies.

GRANTS

One-in-sixdollarsreceivedinArizonafrom
the federal government came in the form of
grantsin1999. Arizona sper capitafigurewas
10 percent below the nationa average, rank-
ingthestate 33rd. Arizonaranked fifthamong
the western states. Disbursements on grants
rose an inflation-adjusted 10 percent nation-
aly in 1998 and 1999. Arizona's gain was
nearly aslarge.

Nationally, nearly 60 percent of the grants
came from the Department of Health and
Human Services. Real per capita outlays in
Arizona from this agency were 25 percent
below the national averagein 1999. The De-
partment of Transportation wasthe next larg-
est sourcesof grantswith Arizona sper capita
figure matching the national average.

SALARIESAND WAGES

Wageand sal ary disbursementsrepresented
only one-in-ten dollars expended in Arizona
by the federal government in 1999. The per
capita level was 12 percent less than the na-
tional average, though the state’s rank was
26th. Nationally, anincreasein 1999followed
seven consecutiveyearsof declines.Arizona's
experience was smilar.

Department of Defense personnel (both ci-
vilian and military) received close to 40 per-
cent of Arizona's federal salaries and wages,
though per capita defense expenditures were
15 percent below the national average. Postal
service employees were the other major re-
cipients of wages and salaries.

—Tom R. Rex
Research Manager
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Population growth in Arizona remains strong

The population of Maricopa County rose
22,000 during first quarter 2000, the 18th
consecutive quarter inwhichtheincreasewas
between 20,000 and 25,000. The number of
Arizonaresidents advanced 33,000, the 19th
straight quarter with again of between 31,000
and 35,000.

At the end of first quarter 2000 (corre-
sponding to the decennial census date of
April 1), theestimated popul ationof Maricopa

County was2,946,000. Arizona spopul ation
wasaround 4,933,000. During thefour quar-
ters through first quarter 2000, Maricopa
County’s population rose 87,000 (3.0 per-
cent) and the state's population increased
130,000 (2.7 percent).

Net migration to Maricopa County during
first quarter 2000 was 14,000 for the third
consecutive quarter; the four-quarter gain
was 58,000. Statewide, net migration was

FIGURE |
BIRTHS IN MARICOPA COUNTY
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22,000 for the quarter and 89,000 over the
last four quarters.

Net natural increase (the difference between
birthsand deaths) continuesat an annual figure
of 29,000in MaricopaCounty; thehighest ever
recorded and nearly triplethenumber inthelate
1960s. The number of births has surged since
1993 while desths continue to rise a a pace
equa to that of the overdl population. Despite
therecord number of births, birthsasapercent-
age of the population remain well below the
level of thebaby-boom generation, whichlasted
through 1964 (see Figurel).

In contrast to Maricopa County, net natural
increase in the rest of the state did not climb
over the last four decades. In Pima County,
net natural increase has fluctuated mostly be-
tween 4,000 and 6,000 per year, with the cur-
rent number near 5,000. In the 13 less popu-
lous counties, annual net natural increase has
varied between 7,000 and 10,000, with the
current figure at the bottom of this range.

So_urce: Center f(_)r Bu_sines_s Research, L. William Seidman Research Institute, College of Business, Resear-z(f)lnlc/llzn:gzr(
Arizona State University using data from Arizona Department of Health Services.
AZ Purchasing Managers Index up sharply in April
The Arizona Purchasing Managers Index TABLE 1
accelerated again in April. The seasonally
adjusted index rose to 67.8, asubstantial in- ARIZONA PURCHASING MANAGERS INDEX AND PRICE INDEX
crease from March’s 62.0. AnArizona Pur-
chasing Managers Index reading of over 50 April Mar. Feb. Jan. Dec. Nov.
percent indicates that the local economy is Overal.l INAEX ..o 67.8 62.0 56.9 49.3 55.4 58.4
generally growing, while areading below 50 Delivery Times - 68.9 64.8 67.4 60.0 62.7 68.6
percent suggests a slowdown in the overall Purchased Materials
level of economic activity in the near term. Inventory Level............... 60.8 513 52.8 42.8 448 51.0
New Orders....... 68.9 65.6 58.7 479 54.9 55.1
ANALYSIS Production ..o, 71.8 63.2 56.3 47.3 60.6 66.0
The state's economy continues to grow 'Employment '''''''''''''' 63.7 58.2 495 492 49.6 502
. : Price INdeX .......cccovevvivrvirnns 65.7 70.4 64.0 67.2 57.8 65.0
at a healthy pace in 2000 due to a rapid
expansion of business activity. Purchas- FIGURE |
ing managers expect thisrend to continue, ARIZONA PURCHASING MANAGERS INDEX*
with key components such as the produc- Midpoint = 50
tionindex peaking at 71.8. In spite of criti- 0—
cal labor shortages, more than one-third 6]
of purchasing managers noted employ- 1
ment gains compared to last month. Man- 2_,
agers also are reporting strong increases 8
in new orders and inventory levels. 4]
The price index dropped in April to 65.7 0
from a strong 70.4 in March. Despite the i
downward shift this month, the index dis- 6 1 1 T 1 T T T T T T T T T T T 1

played amuch stronger reading than the pre-
vious year's 55.6.

—Yolanda Strozier

Research Economist

Bank One Economic Outlook Center

Nov. Dec. Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. Jan. Feb. Mar. Apr.

1998 1999
* Excludes Price Index

2000

Source: (Table 1 and Figure 1): Bank One Economic Outlook Center, L. William Seidman Research
Institute, College of Business, Arizona State University.
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Bank One Arizona Leading Index up in February

The Bank One Arizona Index of Leading
Economic Indicators rose in February to
109.6. Thiswas 0.6 percent abovetherevised
108.9 number for January 2000 and 2.2 per-
cent above the February 1999 number of
107.2 (1987 = 100).

Ddlivery times, inventories, new orders, pro-
duction, the inflation-adjusted value of
Maricopa County residential building permits
and hoursworked in manufacturing were posi-
tive. Theinflation-adjusted val ue of the money
supply M2 and sensitive material spriceswere
negative. Employment from the Arizona Pur-
chasing Managers Survey was neutral.

ANALYSIS

The five index components from the Ari-
zona Purchasing Managers Survey were
positive or neutral after all being negativelast
month. Their combined contribution this
month more than made up for the declinelast
month. The index is still signaling contin-
ued growth for the Arizona economy.

Much of the strength seen in the national
and local economies for the last few years
hasresulted from the very high level of con-
sumer confidence. The drop in the value of
technology stocks and the Federal Reserve
Board'stightening of interest rates so far have
had no impact on consumer confidence —
the reason seems to be that the unemploy-
ment rate remains very low. Consumers ap-
pear to be more concerned with their per-
sonal experience than with news and other
information about the economy in general.
Theindividual experience of the mgority of
consumers is that the level of interest rates
has not become painful yet, and that thetight
job market makes it fairly easy to find an-
other job after being laid off.

Rising interest rates have started to have
an effect in the home building sector, par-
ticularly at the low end of the market, and
further moves by the Federal Reserve could
spread the pain further. The available evi-
dence suggests that spending on big-ticket
items like cars and home appliances has not
slowed. Fed watchers expect further interest
rate increases, intended to slow consumer
spending without choking it off suddenly.

The job market is not expected to loosen
in the near future, which is good news for
consumer confidence. However, the methods
employers use to manage staffing levelsmay
be changing. The pattern in past cycles has
been for employers first to add overtime
hours during periods of economic expansion,

waiting until they felt sure than an increase
in demand would be sustained before hiring
new employees. During downturns they
would initially cut back on hours worked
before resorting to layoffs.

In the current expansion, overtime for the
most part has stayed at very high levels, sug-
gesting that hiring has been more restrained
than in the past. As aresult of this restraint,
employers may haveto lay off fewer employ-
ees during afuture downturn. However, some
employers have resorted to layoffs to reduce
costs even in the face of rising demand, in an
attempt to increase profits and boost stock
prices. Employers have also been hiring and
laying off at the sametime, asthey attempt to
adjust to an economy on “Internet time”

Aslong asunemployment rates remain low

layoffs are less of a problem, because most
workers seem confident that they can find
another job quickly. However, if employers
resort tolayoffsat thefirst sign of an economic
downturn, consumer confidence — and con-
sumer spending — could drop quickly.
Technology is impacting the way the
economy reacts to different pressures. The
economy seemed ripefor ad owdownin 1995—
1996, but improved inventory management
techniquesturned it into ablip that only num-
ber-crunchers noticed. An increased willing-
nessto lay off employees could operatein the
other direction, cresting arecession out of what
otherwise would have been only amild dip.
—Tracy L. Clark
Senior Economist
Bank One Economic Outlook Center

TABLE 1

NET CONTRIBUTION OF INDIVIDUAL COMPONENTS TO THE
ARIZONA INDEX OF LEADING ECONOMIC INDICATORS

Delivery TIME™ ...t

Inventory Levels* ...
New Orders* ........
Production™ ..........
Employment* ...,

Residential Building Permits ..............cccccocvvevvennee.
Average Workweek, Manufacturing ....................

Money SUPPIY ..o
Change in Sensitive Materials Prices

Net Contribution*

Nov. Dec. Jan. Feb.
0.17 -0.12 -0.10 0.20
0.02 -0.11 -0.05 0.20
-0.02 0.01 -0.15 0.20
0.30 -0.10 -0.27 0.19
0.24 0.00 -0.01 0.00
0.18 -0.27 0.06 0.04
-0.17 -0.11 0.14 0.04
0.16 0.23 0.13 -0.12
0.06 -0.01 0.02 -0.10

*The net contribution of each component is calculated by multiplying the monthly percent change

in its index by its relative importance.

*Based on indicators from the Purchasing Management Association of Arizona, Purchasing
Management Association of Southern Arizona and the Northern Arizona Group.

FIGURE |

ARIZONA INDEX OF LEADING ECONOMIC INDICATORS

Index (1987 = 100)
110
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I I I I I I I I I I I I
Oct. Nov. Dec. Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. Jan. Feb.
1998 2000

1999

Source: (Table 1 and Figure I): Bank One Economic Outlook Center, L. William Seidman Research
Institute, College of Business, Arizona State University.
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ARIZONA ECONOMIC

Month or Current
Quarter Value

LEADING ECONOMIC INDEX (1987 = 100)

Arizona Feb. 109.6
PURCHASING MANAGERS INDEX

ATIZONA ..o April 67.8
BUILDING PERMITS (Thousands of $)

Maricopa CoUNLY .......cccvverneemrieriesinseeninnenns March 836,392

Pima County March 147,001

Balance of State March 139,613

ATIZONA .o March 1,123,006
TOTAL HOUSING UNITS AUTHORIZED

Maricopa County March 4,984

Pima County ........... March 1,125

Balance of State March 1,320

Arizona March 7,429
HOME SALES

Maricopa County - NUMber ........cccccooevneirnienee March 8,210

Maricopa County - Median Price($) ............. March 129,900
HOUSING AFFORDABILITY INDEXES

Metropolitan Phoenix - New Homes............. 1st Qtr. 91

Metropolitan Phoenix - Resale Homes.......... 1st Qtr. 108
MORTGAGE RATES (30-year Fixed)

Maricopa CoUNLY .......cccveerneemrisrrerierienennenns April 7.7
POPULATION ESTIMATES (Thousands)

Maricopa County ... 1st Qtr. 2,946

Arizona 1st Qtr. 4,933
RETAIL SALES (Millions of $)

Maricopa County March 2,545

Arizona March 3,716

Previous
Value

108.9"
62.0

671,211"
118,226

113,953"
903,390"

4,216"
698
1,070"
5,984"

6,070
129,000

94
114

78

2,924
4,900

2,392
3,498

Percent Change
Previous Period

0.6
9.4

25
24
23
24

18
61
23
24

35.3
0.7

-3.2
-5.3

-1.3

0.8
0.7

6.4
6.2

INDICATORS

Percent Change
from Year Ago

22
26.7
D

36

o
-4

64

2.8
8.2

5.0
£8.2

16.7

3.0
2.7

4.3
51

Year-to-Date

Value

NA

NA

2,061,601
342,534

372,933
2,777,068

12,173
2,345

3,444

17,962

22,420
128,150

NA
NA

NA

NA
NA

7,184
10,477

Note: The above figures reflect the latest data available as of date of publication and are subject to revision. NA = Not Applicable "= Revised

Source: Center for Business Research, Arizona Real Estate Center, and Bank One Economic Outlook Center, affiliates of the L. William Seidman Research
Institute, College of Business, Arizona State University. Retail sales data are from the Arizona Department of Revenue.

Percent Change

from Year Ago
NA
NA

®

41
6.9

NA
NA

NA

NA
NA

9.4
9.1




