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California Economic Forecast

Forecast Summary

The California labor market response to restoring jobs impacted by
the pandemic recession of 2020 was nothing short of spectacular
in 2022, with the creation of 845,000 jobs.

¢ This was the largest one-year surge in job creation in the history
of the state and growth was actually constrained by the labor
force which has yet to return to pre-pandemic levels.

The leisure and hospitality, professional business services, and
healthcare sectors accounted for 60 percent of all jobs created
in 2022.

e The growth of jobs in late 2022 has started to slow as the
higher incidence of layoff announcements especially within the
manufacturing and technology sectors is amplified.

The unemployment rate averaged 7.4 percent in 2021, and is
expected to average 4.4 percent in 2022.

¢ The declining population, due entirely to large migration outflow
to other states, is expected to continue over the forecast.

Population growth will be fastest in the Central Valley and the
Sacramento Valley. The population will decline in some counties
of Northern California, the Sierra Region, in the Bay Area, and in
Los Angeles, Orange and Ventura Counties.

¢ Housing production has accelerated in the state and for the first
time in decades, California will build homes at a rate exceeding
population growth.

¢ Home prices are expected to increase by 5 percent 2022, but

modestly decline in 2023.
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¢ Home prices are expected to increase by 23 percent 2021, which is
faster than almost any year on record. After such a rapid increase,
housing affordability in California will become strained, limiting
additional price gains in 2022 and 2023.

Construction Employment

e In 2021, the construction sector created 24,000 jobs as it
rebounded sharply from the recession.

e During 2022, the industry is on pace to add 33,000 more jobs,
pushing the total workforce to its highest level since 2006 when
the new housing was overbuilt all over the state.

e Demand for construction workers will be most prominent in
the major population hubs of Los Angeles County and the San
Francisco Bay Area where the development pipelines are filled

with projects.
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¢ The recovery in manufacturing jobs has been slow and steady
in 2021 and 2022. Durable manufacturing is adding over 20,000
jobs in 2022, or two-thirds of all manufacturing jobs in the state.

Manufacturing Employment

¢ California manufacturing activity has been growing through 2022
though at a declining rate. The Chapman University diffusion index
fell further according to the survey among purchasing managers
in their outlook for the first 3 months of 2023.

¢ The jobs forecast is flat over the next several years as California
must contend with unfriendly regulation within the industry,
continued defection of the labor force, and more pervasive
automation of the industry in both the durable and non-durable
goods subsectors.

Manufacturing Index
California
2019 Q1 -- 2023 Q1

75

~

70

65

60

55

50

45

40
\201901 2019Q3 2020Q1 2020Q3 2021Q1 2021Q3 2022 Q1 2022Q3 2023 Q1

Transportation and Warehousing Employment

¢ While leisure and hospitality is restoring jobs at the fastest
pace compared to any other labor market, transportation and
warehousing is the fastest growing industry in terms of new jobs
created.

¢ The industry created 57,000 jobs in 2021 and is on pace to add
another 55,000 in 2022. The growth rates are massive at 7.8 and
7.0 percent respectively.

¢ Massive new logistics centers that have opened throughout inland
California, particularly near major transportation arteries like
Interstate 5 are resulting in an insatiable demand for workers.
The demand is not forecast to slow much as more fulfillment and
distribution centers open or are planned to open in 2023 and 2024.

¢ Smaller warehouses are being established in large population
centers along the coast, facilitating services like same-day delivery
of consumer products.
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Retail Trade Employment

The uptick in employment within the retail trade sector is gradually
restoring jobs lost in the recession, and creating new jobs within
retail centers built to support new housing. In 2021 and 2022,
a total of 113,000 jobs will add to the retail workforce since the
calamity of 2020.

The “Retail Apocalypse” that began in 2018 is forecast to persist
indefinitely, with local stores and shops yielding business to online
stores.

Employee headcounts will decline most acutely in furniture stores,
electronics stores, clothing stores, and sporting goods stores.
Larger department stores are also shuttering more frequently in
California including Macy’s, Nordstrom, Bed Bath & Beyond and
Best Buy.

Some additional growth in retail employment is forecast for 2023
but no net growth is expected in general.
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Financial Activities Employment

The financial activities industry is primarily comprised of banks
and credit unions, real estate companies, and insurance firms.

Some large metro areas, like San Francisco and Los Angeles, also
have prominent asset management sectors.

Employment within the financial activities industry is forecast
to minimally expand, rising by an average 0.7 percent per year
through 2027. Job growth will rise in real estate leasing services
and community banking, but consolidate within large banks,
mortgage lenders, and in residential real estate during 2023.

After 2023 or by mid-2024, as large numbers of new home
developments are opened, real estate firms will upsize to sell,
lease, manage, and secure financing for houses and apartments
across California. The risk to the employment forecast is the extent
to which many of these traditional services can be automated.
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Professional and Business Services Employment

The professional and business services industry has a diverse
array of subsectors, including accounting, law, business and
technical consulting, scientific research, marketing and advertising,
temporary staffing, building maintenance and security, and
corporate management.

More than half of all jobs created in the broader industry will occur
in the professional, technical and scientific consulting sector, which
is largely accountants, lawyers, computer systems designers,
scientific research and advertising services.

The next most meaningful contributor to new jobs is the
administrative support sector including temporary employment
services. This is especially true in the principal metro areas of the
state, notably the San Francisco-San Mateo-Santa Clara market,
and Los Angeles-Orange Counties metro area.

Long term growth will be concentrated in technical consulting,
IT consulting, and scientific research, particularly in the large
markets of Los Angeles County, Orange County, San Diego
County, the Sacramento Area, and the San Francisco Bay Area.
The unemployment rate for this subsector as of January 2023
was 2.2 percent.

Over the 2022-2027 period, employment in the professional and
business services industry will expand by more than 280,000 jobs,
third most after leisure/hospitality and healthcare.
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Information Employment

In California, the information sector is dominated by Internet and
data firms, software firms, and the movie and television production
industries (especially feature film production).

Most data/Internet, software, and movie/TV production jobs can
be found in Los Angeles County and the San Francisco Bay Area.
Currently, employment in movies, video, and sound broadcasting
is at all-time record levels.

Outside of Los Angeles County and the San Francisco Bay Area, the
information industry is largely comprised of telecommunications,
local radio and TV broadcasting (including local TV news), movie
theaters, and local newspapers.

The software, data, and Internet industries have expanded rapidly
in recent years. Total employment, currently at an all-time high of
115,000 workers, will expand over time as will job counts in film,
video and sound production.

Telecommunications, local radio and TV broadcasting, newspaper
and book publishers, and movie theaters are all in long-term
patterns of stagnation. These subsectors will not generate a
meaningful number of jobs in 2022 and over the next 5 years.
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Private Education and Healthcare Employment

» Employment in both education and healthcare are fully restored
from the pandemic recession. Job creation will rise 4 percent in
2022, adding 118,000 new jobs.

Largest Private Universities 2022

California Enroliment

University of Southern Califonia
National University

Stanford

California Baptist University
Chapman University

Loyola Marymount University
University of San Francisco
University of San Diego

Pepperdine University

« Despite the surge in hiring in 2022, local hospitals and medical
clinics have struggled to meet staffing requirements in the post
COVID era.

« In particular, hospitals have reported challenges recruiting and
retaining enough nurses to meet mandated nurse-to-patient ratios.

« The job occupation most in demand in the state is registered
nurse. The labor market most in demand in the state is healthcare.
Kaiser Permanente, Sutter Health, Providence, Dignity Health, and
Tenet Healthcare are among the largest companies in the state
with job openings.

+ 90,000 new jobs are forecast in 2023, and 46,000 in 2024.

5]

of jobs

Employment in Movie & Video Production\
California

December 2018 -- December 2022
180 -

170 —]
160 M i
150 al

140 FHTTLTTT T —

130 CEETELL L — —

120 CHETELTT L — | |

110 CETELLT T —

100 CCTL L —

90

80
&ems Jun-19  Dec-19  Jun-20 Dec20 Jun-21 Dec21  Jun-22 W

Leisure and Hospitality Employment

 Approximately 265,000 jobs will be created in leisure/hospitality
during 2022, a 16 percent increase.

+ Most of this gain (77 percent) is occurring in the food services and
accommodations sector. Other employment is being restored in the
Arts and entertainment sector which should fully recover in 2023.

« The unexpected surge in travel in California that began with the
complete opening of the economy in June of 2021 has expedited
the recovery of this industry faster than expected. Ski resorts, the
wine regions, and amusement parks were the largest beneficiaries
of visitors and spending in California over the last 18 months.
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Government Employment

» Total government employment will increase by 60,000 workers
in 2022. Eighty percent of these restored jobs will occur in local
government departments including the schools.

« A complete restoration of jobs will be delayed because early in
the pandemic, public schools and municipal agencies offered early
retirement benefits to a large number of workers, leading to a
rush of retirements.

« In the second half of 2021, when schools returned to in-person
instruction, it became challenging for schools to fill the positions
that had been vacated by retired individuals.

« Staffing issues continue to persist. However, together with
declining K-12 enrollments, an equilibrium in K-12 staffing levels
will be reached in 2023 or 2024.
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Population Growth

e The California population is now expected to decline over the
decade, due to the out-migration of residents to other states.
With foreign immigration rising sharply at U.S. southern borders,
some of these migrants will locate in California, but not enough
to offset out migrating residents.

¢ Qver the 2022-2027 forecast period, all population growth will be
the result of new births.

» The population will decline at an annual rate of -0.2% from 2022
to 2027.

Unemployment and Inflation Rates

¢ The unemployment rate in California averaged 7.4 percent in 2021
and 4.4 percent in 2022.

* An unemployment rate below 5 percent signifies a fully employed

workforce in the state.
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¢ Inflation soared in 2021 and is expected to remain elevated in
2022 and 2023.

¢ During 2022 and into 2023, there will be a number of factors
that will contribute to higher-than-normal inflation. The most
prominent will be:

- Spending by consumers and the federal government that was
especially prolific in 2021 and 2022

- Global supply chain interruptions (from the pandemic) that
have raised the cost of production for many businesses

- Sharp increases in the cost of housing and energy

- Labor market recruitment challenges that have led to surging
wage increases

¢ Combined, these factors have pushed 2022 inflation to its highest
rate in 40 years. Ultimately, inflation reduces the purchasing power
of households and negatively impacts consumer confidence,
limiting the growth potential of the economy in 2022 and 2023.
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¢ However, inflation will gradually decelerate in 2023 as supply
chains are restored, and the impending economic slowdown
moderates the demand for labor and wage increases. Average
inflation rates eventually decline to 3 percent again by 2024.

Home Prices and New Housing Production

e In 2021, the median home price in California for a single family
detached home was $784,985, an increase of 19 percent from
the previous year.

* The median price is expected to increase 5 percent in 2022, despite
falling prices for sales after May 2022.

¢ Modest negative price appreciation is forecast in 2023, as sharply
higher mortgage rates and listing prices for a limited inventory
of homes, persist.

¢ Inthe coastal areas of the state, housing affordability has become
a principal deterrent for many homebuyers.
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¢ In the San Francisco Bay Area, Orange County, Los Angeles County,
and the Central Coast, housing costs have become prohibitive for
many residents, which has contributed to a meaningful wave of

out-migration and has led to slower rates of population growth. - -
J Pop g / Investment in New Commercial \
¢ Home prices are high because there has been a chronic lack of billions and Indugt:’llfal Structures
homebuilding, and housing production has not kept pace with of dollars zgoé 022;2
population growth. 2

e From 2016 to 2021, an average of 109,000 new homes were
started per year in California. Over the same period, the population
grew by 241,000 residents.

¢ Housing production is expected to average 135,000 units per year
from 2022 to 2027, while the population shrinks. The disparity will
allow the state to make a small dent in the housing affordability

crisis. 2 I I I
2006 2008 2010 2012 2014 2016 2018 2020 2022
¢ New commercial and industrial development is currently prolific

in the state, with near record investment spending on structures
during 2022.

£ X

The Valencia Project by 5 Point Communities is underway in the Santa Clarita Valley. The first
neighborhood of new homes is located adjacent to Magic Mountain Amusement Park. The
Valencia Project is one of the largest in California, with an ultimate buildout of 21,246 homes,
and 11 million square feet of non-residential construction.
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Economic Indicators 2015-2021 History, 2022-2050 Forecast

Taxable Total Real Real Real
House- Net New Homes  Registered  Personal Retail Taxable Industrial per Capita Unemployment Farm Inflation
Population  holds Migration Permitted Vehicles Income Sales Sales Production Income Rate  Production Rate
(millions) ~ (millions) (thousands) (thousands) (thousands) (trillions) (billions) (billions) (billions) (dollars) (percent)  (billions) (percent)

$69,957
$70,980
$71,686
$72,223
$73,339
$78,199
$81,791
$78,188
$77,298
$79,104
$80,939
$82,730
$84,490
$86,033
$87,531
$88,861
$90,191
$91,228
$92,763
$94,233
$95,713
$96,807
$97,881
$99,215
$100,395
$101,607
$103,206
$104,875
$106,599
$108,490
$110,230
$111,792
$113,059
$114,221
$115,732
$117,147

Employment Sectors 2015-2021 History, 2022-2050 Forecast

Total Wage Manufac- Transportation ~ Wholesale &  Financial  Professional Health &
& Salary Farm  Construction turing & Utilities Retail Trade  Activities Services  Informati
e ——————(thOUSANGS OF jObS)
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Socioeconomic Indicators

percent of
students tested

60

Students Proficient in English Language
Arts/Literacy

Grades 3-8 & 11
2022

60

55

50

45

40

35

30
Southern  Central
California

47

Central Bay Sacramento Sierra  Northern California
Coast  Valley Area Valley  Region California

Median Household Income

dollars per
household 2022
135,000
125,700

120,000

105,000

75,000

60,000

45,000

Southern  Central
California  Coast

90,000 -85,827—84,500

60,700

Central Bay Sacramento Sierra  Northern California
Valley Area Valley  Region California

minutes
each way

Average Travel Time to Work
2022

33

Southern
California

Central
Coast Valley Area

23

Northern ~ California
California

Central Bay Sacramento Sierra

Valley  Region

10]

percent of POVerty Rate
households below
poverty line 2022

18

15 14.8

12

3 . )
Southern  Central ~ Central Bay Sacramento Sierra  Northern California
California ~ Coast Valley Area Valley  Region California

Median Home Selling Price
2021
dollars 1,074,800
1,000,000
803,805
800,000 730.498"
600,000
477,600
400,000
200,000 T )
Southern  Central ~ Central Bay Sacramento Sierra  Northern California
California  Coast ~ Valley =~ Area  Valley Region California
Percent of Population Age 25+
With at Least a 4-Year College Degree
percent 2022
55
49.2
45
34.7

3% —332

25 -

15 . )
Southern  Central ~ Central Bay Sacramento Sierra  Northern California
California  Coast ~ Valley Area Valley  Region California




	Forecast Summary
	Construction Employment
	Manufacturing Employment
	Transportation and Warehousing Employment
	Retail Trade Employment
	Financial Activities Employment
	Professional and Business Services Employment
	Information Employment
	Private Education and Healthcare Employment
	Leisure and Hospitality Employment
	Population Growth
	Unemployment and Inflation Rates
	Home Prices and New Housing Production

