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CALIFORNIA BUSINESS MINUTE 

    -About the Businesses and Economy of California-
                          More of the Same
       Review of Economic Forecasts for California, 2012 

The economists from University of California, Los Angeles, (UCLA); University of the Pacific and Chapman University all renowned for their annual economic forecasts on California have issued their predictions for 2012.  Unfortunately, according to their forecasts, the economic health and well being of the state appears to be headed for more of the same as seen in 2011 with double digit unemployment and a slow economic recovery. However, all identify a better and broad based job growth in 2012. What they don’t address is the loss of middle income jobs and their return. Additionally, none of the three this year go out on a limb.  They all provide conservative

forecasts.

The following provides highlights from each forecast.
University of the Pacific Economic Forecast
Continued weakness in the housing market along with weaker demand for exports and reduction in government spending are the major reasons that will prevent the recovery from gathering momentum in the state.
Highlights 

 

· California is two years into a slow five-year recovery. 

· California unemployment will decrease slowly over the next few years, dropping to 11.4% in the first quarter of 2012, and remaining above 10% until 2014.

 

· Since Payroll jobs bottomed out in winter 2010, California has recovered 329,000 jobs; one of every four jobs lost since summer 2007.  Non-farm employment will recover its pre-recession peak in the first quarter of 2016. 

 

· Despite sluggish job creation, real personal income is expected to approach and exceed its 2007 peak in the first quarter of 2012 due to stronger recovery in non-wage income and higher wage jobs. 

 

· After 8 years of zero net job growth from 2007 through 2015, the state's population will have grown by more than 3.3 million people, keeping unemployment near 8% at the end of 2015. 

 

· Growth in real gross state product is expected to increase steadily from 1.8% in 2011 to 3.6% in 2015. 

 

· 244,000 new Construction jobs are expected to be created over the next five years, about 22.3% of California's total non-farm job growth. It is also anticipated to be the fastest growing sector in 2013, growing 4.9% or by 27,800 jobs. 

 

· 2011 brought the first annual increase in manufacturing jobs in California in a decade.  The trend of gradual growth in manufacturing employment is anticipated to continue. 

 

· The Health Services sector was the only private sector to experience consistent job growth throughout the recession, adding 75,600 jobs between 2008 and 2011.  It is expected to add another 139,300 jobs over the next five years, 12.7% of California's total non-farm job growth. 

 

· Professional Science & Technology employment is projected to increase by 35,800 over the next year after adding 11,000 jobs in 2011. 

 

· State and local government employment, including public schools, shrank by 11,200 jobs in 2011 and will shrink by another 1,400 in 2012. 

 

· Multi-family housing starts are expected to rebound strongly in 2012, surpassing single-family housing starts for the first time.  Single-family housing starts are expected to once again overtake multi-family housing starts in 2013 with nearly 50,000 annual housing starts. Housing starts are expected to exceed 150,000 annual units in 2015, 40% of which will be multi-family housing starts. 

Chapman University
Similarly to the University of the Pacific economic forecast, Chapman University’s forecast also identifies that housing will continue to lag across the state in terms of construction and price. The Chapman forecast identifies that with a high inventory of unsold homes and high commercial real estate vacancy rates, construction spending nosedived over the 2007-10 period. The good news is that construction spending has dropped to such a low level; it is not likely to get any worse. In fact construction spending is forecasted to increase by 5.6 percent in 2012. 
More problematic is the inventory of unsold homes in California. The Chapman forecast believes that there are still too many unsold housing units in the market, there are a large number of homes in the foreclosure process that will keep the supply of resale housing units at an elevated level. The forecast calls for the median selling price of a single-family unit, as reported by the California Association of Realtors, to decrease by 2.5 percent in California 

Consumer spending sector will be relatively strong due to growth in personal income and household net worth, coupled with a sharp drop in the savings rates.  Chapman forecast points to higher levels of consumer spending. By the end of 2012, they forecast quarterly growth rates in consumer spending to exceed 3 percent, the first time since late 2010. This appears to be manifesting itself already with the recent news of the increase in consumer spending in January, whereby consumers are using their savings or credit to buy items.
The forecast calls for a gain of 237,000 payroll jobs in California—a growth rate of 1.7 percent, similar to 2011. The recovery will be broad-based, with both services and goods-producing sectors gaining payroll jobs in 2012.

For 2012, the Chapman forecast calls for taxable sales to increase by 5.4 percent in California.

After a setback in the first quarter of 2011, caused mainly by the Japanese earthquake and tsunami, California’s merchandise exports continued to increase. The outlook continues to remain positive. California’s largest trading partners; particularly Mexico, Canada and China are experiencing solid growth. Japan, the state’s fourth largest trading partner, launched a massive rebuilding effort that bodes well for our exports. And although the Eurozone economy may experience contraction, only Germany and Netherlands are among California’s top ten export destinations.  The University forecasts that real net exports will decline, on average, about $30 billion from 2011 to 2012. Our model is not projecting that Europe’s debt problems will spread to the United States or that the “Greek Problem” will spread to Italy. “That risk is not only real but a significant enough threat that if Italy goes bankrupt, the repercussions are likely to push the U.S. into recession.”

UCLA Forecast

UCLA’s forecast continues a theme from 2011 illustrating almost imperceptibly slow growth until the end of next year, 2012 . . . “with only the first indication of changes in consumer and business expectations revealing themselves in the contemporaneous data, and in the absence of an external driver to induce faster growth, this is the most likely scenario for this phase of the recovery.” 
The forecast identifies that California must re-employ 1.3 million workers just to get back to pre-recession levels and must also find jobs for all the new entrants to the work force in the past two and a half years. 

The forecast’s expectations for 2012 is employment growth is expected to speed up as the recovery takes hold and real personal income growth is forecast to be 3.6% in 2012. 
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